
Annual Report 2006 
Eesti Telekom is the largest group of telecommunications 

and IT companies in Estonia, focused on delivering products 

and services to both homes and businesses.



Eesti Telekom Group Structure

AS Eesti Telekom
Holding company

100% Elion Ettevõtted AS 
End-user fixed voice, Internet, data and digital TV solutions. 
Operator services to other telecommunication companies
 

As of 26.03.2007

25% AS Sertifitseerimiskeskus 25% 
Providing certification and related services

100% AS EMT 100%
Mobile voice and data services 

100% EMT Esindused AS
Retail sales of telecommunication 
products and services

100% AS Mobile Wholesale
Wholesale of 
telecommunication products
 

26% OÜ Voicecom
Design and production of 
software for mobile services

51% Serenda Invest OÜ
Administration of a 
communication portal
  

100% AS Elion Esindus
Retail sales of telecommunication 
products and services

100% Viru Net OÜ
Internet access services 

100% AS EsData
Operating and development of data 
communication, Internet and cable networks
and providing related services

100% AS MicroLink
Holding company

100% AS MicroLink Eesti
IT infrastructure services and products, 
business solutions, system administration, 
maintenance of end-user IT equipment



Short Description
Who Are We?  
EESTI  TELEKOM  is Estonia’s largest group of telecommunications and IT companies, whose shares have been listed on the Tallinn Stock 

Exchange and London Securities Market (OMX:ETLAT/LSE:EETD) since 1999.  

Eesti Telekom’s subsidiary Elion Enterprises maintains the leadership position in Estonia’s market for fixed-line communication, Internet 

connections and data communications solutions, and has actively entered the digital TV transmission market. 

Elion Enterprises’ subsidiary AS MicroLink is the largest provider of IT solutions in Estonia. MicroLink provides its clients - from small 

businesses to international corporations - all the services related to the management and development of IT operations. 

Eesti Telekom’s subsidiary AS EMT is Estonia’s largest mobile operator, which provides the best quality call services and innovative mobile 

data communications and content services. EMT is Estonia’s leader in mobile communications technology. 
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Mission
Why Do We Exist?
THE COMPANIES  in the Eesti Telekom Group are trustworthy partners in their fields of activity, who, being familiar with the most 

modern technologies and methods, always provide their clients with contemporary solutions for successful operations in the global 

information society.  

Vision
Where Do We Want To Be in the Future? 
WE WANT TO BE the preferred and most efficient service company. We wish to maintain our market leader position, to provide in-

novative solutions in the field of home and business communications, as well as IT solutions that add value. 

Values
What Is Important to Us? 

Client-centered – we are guided by the welfare of our clients 

Contemporary – we are familiar with new technologies and anticipate our clients’ needs 

Trustworthy – we operate in a well-balanced and rational manner 

Dedicated – we value professionalism 

Respectful – we respect ourselves and others 
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   >	 		In January, Elion nearly doubled the volume of connections 

with foreign Internet networks and built the fastest data 

communications connection to Finland.  

  >	 		In April, Elion introduced DigiTV to the market, which is 

provided to customers as part of the Kodulahendus triple-

package (telephone, Internet connection, and DigiTV). In June, 

theme packages were added to DigiTV and 47 digital radio 

stations were added in October. Already in July, the number 

of DigiTV customers exceeded 10,000 and this grew to over 

20,000 by November. 

  >	 		In the first half of the year, Elion and EMT introduced the 

Ühislahendus, which is directed at business clients. The 

Ühislahendus solution includes a permanent Internet connection, 

fixed-line and mobile phone numbers along with call minutes, e-

mail services for computers and mobile phones, website hosting, 

and mobile Internet.  

  >	 		As of May, Hotifon, Elion’s Internet telephone, started being 

offered to Elion customers. 

  >	 		In May, Elion introduced a computer protection service, which 

includes anti-virus, firewall, spyware and spam protection.

  >	 		Estonia’s most popular Internet environment Neti celebrated its 

10th anniversary in October. 

  >	 		In December, Elion introduced an advisory blog called Digitark to 

dispense information related to IT and digital equipment. 

 

Elion 

Most Important Events of 2006 
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    >	 		As the sponsor of the Estonian Ski Association, EMT supported 

the organization of the World Cup event at Otepää. 

  >	 		 EMT and Estonian TV brought broadcasts from the Torino 

Olympic Games to mobile phones. 

  >	 		 As of March, EMT pre-paid calling cards Simpel and POP can 

also be used abroad. 

  >	 		 EMT Esindused AS initiated the sale of video cameras in their 

shops. Earlier, in addition to mobile phones, only laptops, mp3 

players, digital cameras, and their accessories were sold. 

  >	 		 In April, EMT introduced a new generation 3.5G or HSDPA 

rapid data communications service, with an initial speed of 1.8 

megabits, which was already increased to 3.6 megabits in June. 

  >	 		 On April 28, EMT celebrated its 15th anniversary. 

  >	 		 In April, EMT acquired 51% of Serenda Invest OÜ, which owns 

the “Rate” trademark and administers Rate.ee, the Internet 

communications network intended primarily for young people. 

The pre-paid calling card, Ratemobiil, was the first joint service 

to be created. 

  >	 		 EMT was the first in Estonia to introduce the “My Tone” 

service, which allows customers to choose the tone that those 

calling him or her hear.

  >	 		 In cooperation with the main partners of the Look at World 

Foundation and representatives of the Estonian government, 

the Computer Protection 2009 cooperation agreement was 

signed, which aims to make Estonia the country with the securest 

information society by 2009. 

  >	 		 The number of EMT exceeded 700,000 in May.

  >	 		 In June, EMT put a 3G network into operation in Tartu, Estonia’s 

university city, and its summer capital, Pärnu.  

  >	 		 EMT started up a new mobile Internet portal, which replaces the 

current EMT Go! portal.

  >	 		 EMT mobile positioning became part of Estonia’s exposition at 

one of the world’s most important architectural events - the 10th 

International Architecture Exhibition at the Venice Biennale.

  >	 		 As of September, both children and parents can use their 

mobile phones to track their class schedules, check homework 

assignments, grades, comments, absences and notices from 

homeroom teachers. 

  >	 		 In November, EMT, in cooperation with the Tallinn City 

Government and AS Signal, brought online transmissions from 

traffic cameras to mobile phones, thereby allowing customers to 

survey the traffic situations at Tallinn’s largest intersections. 

  >	 		 EMT Äriteenindus was the first in Estonia to start selling user 

licenses for virus protection programs for mobile phones. 

  >	 		 Donations of 1.3 million EEK were collected for the needy in the 

course of the EMT Christmas Calendar charity program. 

EMT 



  >	 		In January, MicroLink created a business helpline for IT 

consultations. 

  >	 		At the beginning of the year, the merger of Elion and MicroLink 

teams for computer workstation maintenance and system 

management was completed. As a result, MicroLink is today 

the company with the largest number of employees providing 

IT services in Estonia. 

  >	 		In order to expand system management, in the first half of the 

year, MicroLink bought computer workstation administration 

departments from AS Helmes and OÜ Osmar AA. 

  >	 		In order to enable institutions using different document 

management programs to communicate, MicroLink, in 

cooperation with the State Chancellery, worked out interfaces 

that allow direct connections between the GoPro and Postipoiss 

document management systems. 

  >	 		In the second half of the year, two large SAP economic 

software applications were completed: at the Estonian Health 

Insurance Fund, a register of the insured on a SAP CRM 

platform was implemented and a SAP ERP solution at the 

Ministry of Justice. 

  >	 		MicroLink won the bidding competition for the hosting service 

for IT systems at IF Insurance, and the state procurement for 

computer workstations and IT infrastructure management at 

Tallinn’s educational institutions. 

  >	 		During the year, MicroLink executed several software applications 

(including the Livelink document management solution) at 

Elion and EMT that are large-scale for Estonia. Last year, the 

implementation of Dynamics AX economic software at Elion was 

started, although its startup will not take place until spring 2007. 

  >	 		Since last year, MicroLink is the provider of the most serious IT 

consultation service ITIL (IT Infrastucture Library) in Estonia. The 

largest projects in this field were executed at Playtech, Hansab, 

the Tallinn City Office, and the Bank of Estonia.

  >	 		In November, MicroLink introduced version 1.1 of Livelink ASL, 

which is directed at the public sector, and in December, the 

archive module for Postipoiss was introduced.   

  >	 		In November, MicroLink AS sold its rapid data communications 

network, Metroo, to Norby Telecom along with the resources and 

client contracts necessary for its operation. 

  >	 		In November, MicroLink signed a certified maintenance partner 

agreement with Hewlett-Packard, based on which MicroLink will 

start to provide maintenance services for HP hardware.  

MicroLink 
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KEY	INDICATORS	 	 	 	 	

mEEK 2002 2003 2004 2005 2006

Net sales 4,469 4,778 5,116 5,159 5,768

EBITDA 2,131 2,118 2,122 2,151 2,195

EBITDA margin, % 47.7 44.3 41.5 41.7 38.1

Net profit 1,040 1,040 998 1,088 1,314

EPS, EEK 7.57 7.53 7.21 7.88 9.49

Net gearing, % -23.5 -32.8 -36.1 -41.2 -33.6

DPS, EEK 5.50 6.00 8.00 8.00 9.00



Profitable Growth 
 Address by the Chairman of the Supervisory Council

DEAR SHAREHOLDER ,

DURING 2006  Eesti Telekom again demonstrated its leadership 

in the highly competitive Estonian telecom market. The Company 

managed to increase its revenues by 12% compared to 2005 and 

earned a net profit of 1,326 kroons compared to 1,088 kroons in 

2005. This result shows the strengths of the company, its business 

model, and its ability to implement its strategies.

EMT, the Group’s mobile service providers, has introduced several 

innovative new services to the market. Two examples are worth 

mentioning - the transmission of the 2006 Winter Olympics from 

Italy directly to mobile phone screens is an indication of future 

mobile TV applications. Likewise, the application that provides 

transmissions from traffic cameras to mobile phones foretells fu-

ture developments.  These and other applications, together with 

well thought-out sales and marketing campaigns, made it possi-

ble for EMT to keep its market share of 47% while substantially 

increasing traffic in its network.

After the 3G network launch in late 2005, EMT has continuously 

extended its coverage, and during 2006, EMT was the first Estonian 

operator to start offering services based on a 3.5G network. We 

are proud to say that our customers currently use the mobile net-

work with the best coverage and highest quality in Estonia.

Elion’s success in the broadband market continued during 2006. 

A result of this success was Elion’s provision of regular DigiTV 

service as a part of its “triple play” package in April 2006. TV 

transmission is a new area for Elion and it demonstrates the 

possibilities of using modern IP technology in the telecom-

munication market.  After the acquisition of MicroLink in 2005, 

we further expanded our footprint in the important IT and data 

communications field, thereby complementing our traditional 

telecommunications services.

Eesti Telekom’s financial position remained strong throughout 2006. 

We enjoyed a solid positive cash flow and paid a record-high divi-

dend of 9 EEK per share to our shareholders in the spring of 2006. 

We are now at the beginning of a challenging new year. The 

competition in the Estonian telecom market is expected to remain 

Earnings per share and dividends 
In 2006, Eesti Telekom Group paid record high dividends.

EPS, EEK
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Terje W. Christoffersen  

CHAIRMAN OF THE SUPERVISORY COUNCIL

› TODAY, WE CAN SAY WITH PRIDE:  › 
   “Our clients have the best-quality mobile network with 

the best coverage area in Estonia.” 

very strong. New technologies like IP (Internet Protocol) mean 

new threats and opportunities for the Group’s companies. It is im-

perative for the Group to continue its success at bringing superior 

services of high quality to its customers. At the same time, we 

need to continually improve our operating efficiency to protect our 

margins and achieve our goal of profitable growth.

I am convinced that Eesti Telekom, with the combined strength of 

its employees, its technology leadership, and its strong financial 

position, will be able to capture its fair share of the communica-

tions market in the future.   

On behalf of the Eesti Telekom Supervisory Board and the share-

holders, I want to thank all of our customers for the trust that has 

enabled us to develop such a substantial business. I also want to 

thank all the employees for their excellent contribution in 2006, 

and I am convinced that, with continued hard work in 2007, we 

will again earn the trust of our customers. 

Thank you!

Net gearing, %
Net gearing decreased due to large investments 

and a record-high dividend payment. 
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A Lively Fiscal Year Created a 
 Strong Foundation for Growth  
 Address by the Chairman of the Management Board

OUR PLAYING FIELD – ESTONIA 

Economic growth in 2006 was 11% in Estonia

The economic growth that gained momentum in 2005 accelerated 

even further in 2006. The increase in Estonia’s GDP reached 11.4% 

in the past year. With this result, Estonia together with its neigh-

bors Latvia and Lithuania clearly form the three top economic per-

formers in the European Union. 

Domestic demand has been the principal motor for economic 

growth. Estonia’s accession to the European Union has generated 

an extensive inflow of money through structural funds, which has 

supported investments into agricultural infrastructure, the social 

sphere, and much more. Membership in the EU and close ties to 

Nordic banking have kept interest rates low and enlivened the 

use of loans by entrepreneurs and private individuals. Tough com-

petition on the job market has generated comprehensive salary 

increases - compared to 2005, average wages increased by more 

than 15%.  

In 2006, the excellent economic environment also supported the 

development of the telecommunications sector. Thanks to larger 

incomes, the consumption of communications services increased. 

Using beneficial financing opportunities, both private individu-

als and companies have traded in their telephones, computing 

technology, and other telecommunications equipment for some-

thing newer and more up-to-date. Construction activity, which has 

been increasing for seven years, has provided abundant orders for 

equipping new homes, offices, and production facilities with com-

munications solutions.  

The majority of economic analysts believe that Estonia achieved 

the apex of its economic growth in 2006. Stabilization at a more 

sustainable 7-8% is projected for the Estonian economy. 

In Estonia, 2006 was a year for rapid economic development. This provided good growth opportunities for the 

telecommunications sector, but also generated increased competition and new possibilities for development. Jaan 

Männik, the Chairman of AS Eesti Telekom analyzes our economic environment and provides a summary of the 

company’s achievements.  

SITUATION IN THE TELECOMMUNICATIONS MARKET

The Internet is an everyday tool 

Since telecommunications companies primarily provide services, 

their activities are largely limited to the domestic market. For 

Estonian companies, the domestic market means 1.3 million resi-

dents and about 40 thousand companies. The deficit of fixed-line 

telephones that prevailed during the period that Estonia was part 

of the Soviet Union is ancient history. The number of mobile tel-

ephones has exceeded the number of residents. The wish to keep 

developing and to increase turnover and profits forces telecommu-

nications companies to search for new fields of activity. 

In 2006, one of the keywords in Estonian telecommunications was 

data communications. The Estonian population has been quick 

to adopt new telecommunications innovations - the majority of 

Estonians prefer Internet banking to visiting the local bank branch; 

during the past few years, the e-tax office, the e-school, and e-

commerce has significantly improved; and the e-government 

has also garnered a great deal of attention in the world. Thus, 

the Internet is a natural part of Estonians’ well-being. For several 

years, the number of permanent connections added every year 

has been measured in the tens of thousands, while the availability 

of quality permanent connections has primarily been the privilege 

of residents in cities and larger towns. However, in 2006, several 

steps were taken by the state, to guarantee access to permanent 

connections for every home or office. In 2005-2006, within the 

framework of the Külatee 3 project, state procurements were or-

ganized in order to provide access to permanent connections for 

90% of all the counties. The Communications Board organized 

a competition for creating a communications network based on 

broadband technology to cover the entire territory of Estonia. As a 

result, the construction of a network based on numerous technolo-
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gies was started that should bring permanent Internet connections 

to every solitary farm in the woods during the next few years. 

The e-world is becoming increasingly popular and an ever-increas-

ing number of people wish to be connected, regardless of their 

location or the time of day. This, in turn, has accelerated the devel-

opment of mobile data communications. In October 2005, AS EMT 

was the first in Estonia to put a 3G mobile communications net-

work into commercial operation. In 2006, the possibilities of 3.5G 

were added to 3G. Third generation mobile communications can 

currently be used in the larger cities; all the largest settlements 

are covered by an EDGE network, and mobile data communica-

tions are possible throughout Estonia with GPRS. 

3G and DigiTV amass popularity 

The multitude of connection possibilities has made operators 

think about the new services they could provide to their custom-

ers, to entice them to choose their technology. Mobile operators 

introduced several new and interesting offers in 2006. Thus, the 

owners of 3G telephones could follow the Winter Olympics and 

the Eurovision Song Competition on their mobile phone screens. 

In everyday life, it will soon be possible to avoid traffic jams when 

driving to and from work, by accessing pictures from traffic cam-

eras through your mobile phone.   

The second keyword in 2006 was the rapid expansion of digital 

TV. The first offers for digital TV arrived in our market in 2005. In 

April 2006, Elion Enterprises introduced the DigiTV solution for the 

broader market. The success of DigiTV also inspired Elion’s principal 

competitors to promote digital TV more actively, and by year’s end, 

about 50,000 Estonian families had decided in favor of a better 

quality TV picture. By 2010, the service providers expect the ma-

jority of Estonia’s households to be customers of digital TV.  

In 2006, the third important development in the telecommunica-

tions market was the development of the regulatory side. On 1 

January 2005, Estonia’s new Electronic Communications Act came 

into force, and thereby, the common regulatory framework for 

The real growth of the Estonian economy, %
The economic growth that accelerated in 2005 gained even more momentum in 2006. 

Source: Eurostat
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European Union electronic communications networks and services 

was adopted. In 2006, the Communications Board issued the first 

declarations for undertakings with significant market power. 

ABOUT US IN 2006 

Larger data volumes, more call minutes and messages

The fact that in 2006 the Eesti Telekom Group kept pace with the 

advantageous economic environment and developments in the 

telecommunications sector is reflected in our financial results. 

2006 saw record levels for the numbers of call minutes, mobile 

messages, and data volumes passing through the communications 

networks. Growth in the number of mobile customers and perma-

nent connections continued. Despite falling rates, the revenues 

earned from customers remained stable. The growth of revenues 

from the private and business sector, as well as favorable financ-

ing conditions, swelled the group’s retail sales results.  

EL
 (2

5)

EL
 (1

5)

Ts
eh

hi
 V

ab
ar

iik

Ee
st

i

Kü
pr

os Lä
ti

Le
ed

u

Un
ga

ri

Po
ol

a

Slo
ve

en
ia

Slo
va

kk
ia

Permanent Internet connections in Estonia and Europe 
Compared to the European Union average, Estonia is a leader in companies 

and homes that are connected to the Internet. 

Source: Eurostat
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Jaan Männik 

CHAIRMAN OF THE MANAGEMENT BOARD

› THE KEY PHRASE FOR 2006 WAS DATA COMMUNICATIONS › 
   “The Estonian population has been quick to accept 

telecommunications innovations.”

Last year, satisfaction can be gained from the following develop-

ments in the group’s branches of operations:  

  >	 		For years, a challenge for the Eesti Telekom Group has been 

to find new growth opportunities in the Estonian telecom-

munications market, with its limited volumes and decreas-

ing rates. At the end of 2005, a powerful entry into the IT 

service market was made by acquiring AS MicroLink Eesti, 

Estonia’s largest IT company. 2006 saw MicroLink and Elion IT 

reorganized along with their provision of data communica-

tions services. Today, IT services have become the third most 

important branch of operations after mobile and standard 

communications solutions.  At the same time, this is also 

the Group’s great competitive advantage, since, compared 

to other telecommunications companies, we can provide our 

customers with a wider range of services.  

  >	 		In order to strengthen competitiveness among private cli-

ents, during the past year, Elion expanded its range of serv-

ices by adding ones that had to date only been provided 

by its competitors. Thus, Elion, which entered the television 

transmission market in 2005, has become the most suc-

cessful provider of digital TV. At the same time, it is possible 

for Elion customers to use Elion’s Estonian-language VoIP 

 solution. 

  >	 		Increased competition in the telecommunications market 

had made customer segmentation, along with the develop-

ment of solutions and approaches for each customer group, 

topical for many years. I consider one of the achievements 

in this field in 2006 to be EMT’s purchase of a majority share-

holding in the company that administers Rate.ee, Estonia’s 

most popular social communications portal. Also important 

is the introduction of products that integrate the potential 

of the web and mobile communications, thereby enabling 

rapid growth of market share in the youth segment.
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Eesti Telekom Endeavors to Be 
 a Multimedia Company 
 Interview with Valdo Kalm

What is  Eest i  Telekom l ike today?  

|   We have a very good market share that has also increased in 

the last few years. We have a wide customer base and our 

financial results are quite strong. Thus, our status is truly good. 

  Eesti Telekom has the widest product portfolio and this 

differentiates us from the competition. As the market leader, 

we have the largest client base, which we can provide with 

products and also very good quality. I believe that we have 

invested the most in raising quality and we have the highest 

quality networks in Estonia - both at AS EMT that provides 

mobile telephone services and Elion Enterprises that provides 

fixed-line and data communications services. 

What are you endeavoring to become?  

|   We want to clearly be number one in the Estonian market and 

this as profitably as possible. As a listed company, our goals and 

priorities are focused on stable financial results - we want to 

guarantee profitability and reasonable growth and to keep the 

market share stable. At the same time, we want to find new 

fields for growth.  

Please descr ibe the vis ion and strategy of 
Eest i  Telekom.  

|   Vision for us is not a trendy word. The entire Eesti Telekom 

Group has one direction in which to move. Our vision is to be 

the best service company in Estonia. The same is true for EMT 

and Elion. The client must perceive the group as uniform. For us, 

the question is how to better serve the customers and how to 

make the maximum amount of money doing so. Generally, the 

strategy of the Telekom Group can be divided in three - market-

ing, technology and personnel strategies.   

  The priorities develop from the strategies. One of these is 

definitely to treat all the customers and the market uniformly 

throughout the Group, i.e. that we have agreed upon the con-

cept of the market and the market segments. Technological 

Eesti Telekom is characterized by a moderately increasing market share, wide customer base and strong financial 

results. But what now? Valdo Kalm, the Chairman of AS Eesti Telekom starting on 23 May, 2007 answers the fol-

lowing questions. 

strategies are also important, or the knowledge of what the 

Group is dealing with and what our production consists of. 

After acquir ing MicroLink at the end of 
2005, information technology was also 
added to telecommunications.  How are 
these two f ields of  act ivity related?    

|   Information technology is very closely related to our present 

business. In the future, further integration with telecommunica-

tions will occur, and thus, we can regard this as a fundamental 

business. 

What does the future have for  
Eest i  Telekom? 

|   Since automation processes are occurring throughout the econ-

omy, then telecommunications and information technology are 

increasingly affected by all other fields of activity. 

  We also see that certain fields of business are increasingly con-

verging. The integration of telecommunications and information 

technology with media can also be noticed. We have declared 

that in the future EMT will not only be a service company, but 

also a media company. In the longer term, we can say that 

the trend is toward multimedia. Moreover, what the customers 

need is high-quality and good content. 

  In the future, the clients will not only be interested in surfing the 

Internet, but also in the content - the availability of information or 

entertainment at any time in any place. Although we already of-

fer such services, in the future various media, along with rich and 

quality content, will be even more important. We have made the 

Postimees available by mobile phone, as well as some TV broad-

casts. For instance, it was possible to watch the Olympic Games, 

and the visits of Queen Elizabeth of England and US President 

George Bush on one’s mobile telephone. Elion is also digitalizing 

Estonian Television’s old archives - this will provide content. The 

key question is how to bring the necessary access channels to 

the customer - by air or ground. 
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Valdo kalm  

CHAIRMAN OF THE MANAGEMENT BOARD 

as of  23 May 2007

› TELECOMMUNICATIONS AND INFORMATION 
  TECHNOLOGY WILL INTERTWINE WITH MEDIA › 
   “In five years, Eesti Telekom could be Estonia’s multimedia 

company with the best service”

You have boldly declared that you want to 
be a leader in technology.  What are you 
doing to achieve this? 

|   Yes, we do. Although our main objective is to be a good service 

company, unfortunately, one cannot sell anything without qual-

ity technology. Definitely, one must deal with innovation or the 

creation of new services, and why not new fields of activity. For 

instance, the purchase of the young people’s virtual socializing 

environment, Rate, is not classical telecommunications, and 

neither is television. 

What changes can be expected in service 
and how are you developing personnel? 

|   In service, we want to demonstrate even greater cooperation 

and synergy between the subsidiaries. Personnel searches are 

an everyday topic. In order to find competent people, I think 

that cooperation with colleges and universities is important 

- that’s where the search for the best specialists starts. Eesti 

Telekom is a founder of the IT College and supports engineering 

students with scholarships.    

How do you see Eest i  Telekom in f ive years? 

|   Most important are good financial results and customer satis-

faction. In five years, Eesti Telekom could be the multimedia 

company with the best service, i.e. on the one hand with the 

best service, and on the other, a multimedia company. Our 

product portfolio should continue to be sufficiently broad and 

we will provide the customers with interesting content, wher-

ever they are, with telecommunications and content services. 
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› DigiTV WILL SOON ALLOW VIEWERS TO ORDER FILMS › 
   Elion introduced DigiTV to the market, which opens 

the way for new and interesting services. For 

instance, viewers will soon be able to order films to 

suit any taste directly to their televisions.

The Triumph of DigiTV Started in Estonia 
  Last year was a decisive year for Elion and for all Estonian telecommunications - DigiTV was 

introduced. The second important catchphrase was integrated solutions, which means that 

the customer gets as many services as possible from one place. 

IN APRIL ,  ELION ENTERPRISES  introduced DigiTV to the mar-

ket, which become one part of a new-generation Kodulahendus. 

In additional to a digital TV picture, the Kodulahendus includes a 

telephone connection and super-high-speed Internet connection 

with a download speed of 12 megabits. 

The basic advantage of digital television compared to ordinary 

analog television is very sharp video and audio. The viewer re-

ceives the digital TV picture at the same high quality as it leaves 

the TV studio.  

The basic DigiTV package includes 40 TV channels. In addition, 

Elion has introduced theme packages to the market, which the 

customers can order for an additional fee. DigiTV also provides 

many extra functions - from a menu displayed on the TV screen, 

one can choose subtitles and voiceovers in various languages, as 

well as view the TV schedule. Since the fall, the basic DigiTV pack-

age also includes 47 digital radio stations. Elion also plans to start 

offering a remote video rental service, which will make the cus-

tomer’s life even more comfortable, by enabling viewers to order 

films without leaving their armchairs. 

DIGITV REACHED 28,400 HOMES

By the end of last year, the number of DigiTV customers already 

reached 28 thousand, which is slightly less than 20% of all private 

customers with Elion Internet connections. By today, DigiTV had 

arrived in almost all Estonia’s cities and more than 100 towns. At 

this pace of development, Elion’s plan to bring DigiTV to half the 

homes in Estonia during the next few years seems totally achiev-

able. All the more since unofficial data shows that Elion demon-

strated the fastest growth of DigiTV customers in the world. The 

warm welcome was due largely to a very good offer, which pro-

vided customers who signed a three-year contract the equipment 

necessary for viewing DigiTV free from Elion. 

For Elion, DigiTV is a unique project, because the producers’ equip-

ment and technologies that are necessary for the transmission of 

the digital TV picture were integrated by Elion on the spot. The 

middleware was also worked out. To date, such solutions have 

only been developed by large international companies. 

THE HOME AS AN ENTERTAINMENT CENTER 

The introduction of DigiTV is a sign that Elion is no longer just a 

telephone and Internet service company, but provides services 

that are the heart of home entertainment. At the end of 2006, it 

became conclusively clear that domestic customers wish to obtain 

communications and IT services from one provider and are open 

to increasingly modern and more interactive solutions. 

The Internet, telephone, and DigiTV create the necessary basis for 

the development of a socializing and entertainment environment. 

In the future, remote video rental will be added to DigiTV, as well 

as, for instance, the possibility of communicating and playing on-

line games through the TV. In order to get a better idea of future 

integrated solutions, Elion started to work out the concept of a dig-

ital home last year. The center will be the TV and the basic services 

available over an IP network. 
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DigiTV viewers
In one year, the number of DigiTV viewers increased 

by almost 28 thousand.

* Cable DigiTV clients

The Elion Group owns the following 
trademarks and brands 

Elion, the corporate brand 

Neti, the Internet search engine 
and information catalog  

20062005

28,400

918*

New quality: The basic DigiTV package 

comprises 40 TV channels and 47 radio 

stations. From the menu displayed on the 

television screen, subtitles and audio in 

various languages can be chosen and one can 

also see TV schedules.

DigiTV 
viewers



NOW A SIGNIFICANTLY FASTER INTERNET FOR 
BUSINESS CUSTOMERS  

Elion business customers are also using increasingly contemporary 

possibilities and more complete solutions. The Ärilahendus is a 

comprehensive package that includes a rapid Internet connection, 

telephone connection, as well as website hosting and e-mail serv-

ices, thereby covering the majority of business needs.   

The trend is for a large part of business, with the applications and 

systems related thereto, to move to the Internet. Websites are 

also becoming increasingly data intensive. Faster Internet con-

nections are needed to administer and keep all this operational. 

Thus, Elion conducted a campaign last year - Ärilahendus clients 

were offered discount packages with faster Internet connections. 

The campaign was very successful. Many companies that were 

using Internet connections with downloading speeds of 1 Mbps 

exchanged them for speeds of 4 or 8 megabits. However, Internet 

costs increased by less than 10 EEK per day. 

Business card on the web and  

Estonian-language security solution 

At the end of 2006, it was also possible for business clients to 

order websites from Elion. For a favorable monthly fee, one can 

assemble their website from modules. 

In cooperation with AS EMT, Elion started to offer a joint solution 

in the winter of 2006, which, in addition to Ärilahendus services, 

includes mobile telephone numbers, call services, mobile Internet 

and the receipt of e-mails as SMS messages intended for busi-

nesses. For small and mid-sized companies, this joint solution 

thereby offers a comprehensive working environment that can be 

adapted according to needs. A single monthly fee allows clients 

to keep their costs under control. 

The Internet is truly a great source of opportunities, but also in-

creasingly a risk factor, because the amount of viruses and other 

malicious software spread by the Internet and e-mails is growing. 

For protecting computers and increasing security, Elion introduced 

an Estonian-language computer protection service in 2006. This 

includes a firewall, spyware, spam and virus protection as well 

as a child lock.  This is a comprehensive security solution that the 

client can download and activate from the Internet. Users that 

signed up last year received the computer protection free for the 

first six months. At the end of the year, 8,000 computer protection 

licenses had been issued. 

HOTIFON – ELION’S SKYPE

People talk more and more with mobile phones, less and less 

with fixed-line telephones. The number of Internet calls has also 

actively increased. Taking this into consideration, last spring Elion 

introduced Hotifon, its own Internet telephone, which was added 

as a service to Estonia’s largest e-mail and website hosting en-

vironment Hot.ee. This is a pre-paid Internet telephone, which 

can be used to call from computer to computer free, while calls 

to fixed-line or mobile phones are cheaper than usual. In addi-

tion, the Hotifon provides opportunities for video calls and the 

exchange of real time text messages. 

At the end of 2006, Elion introduced an advisory blog called 

Digitark, in order to educate Estonians using computers and to im-

prove computer and Internet culture as well as security. The envi-

ronment provides recommendations and advice related to IT and 

digital technology in simple language. Basically, the emphasis is 

on DigiTV, Internet connections, and making the use of the Internet 

and computers easier and more interesting. The content is pro-

duced by top specialist in the field from Elion and elsewhere. 
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The Mobile Internet Competes  
 with Permanent Connections   
  For EMT, the last year was the year of implementing super-high-speed 3.5G data commu-

nications.  In respect to services, greater attention was paid to the segmentation of client 

groups and organization of packages. Prices were not reduced significantly, but the number 

of call minutes increased. 

IN APRIL ,  AS EMT was the first in Estonia to introduce 3.5G or 

HSDPA (High Speed Downlink Packet Access) data communications 

service, which is a further development of the new-generation 

3G network-based data communications service. 3.5G makes the 

use of mobile Internet significantly faster, initially increasing the 

speed in the EMT network to 1.8 megabits, and as of June, to 3.6 

megabits per second - this is faster than most residential Internet 

connections. In the current year, EMT plans to increase the speed 

of the connection to 7.2 megabits. 

The 3.5G networks enables the use of video call services through 

mobile phones, to watch real-time TV shows and news clips, and 

to surf the Internet at the same speed as computers with perma-

nent connections. 

At the end of last year, the EMT 3.5G network operated in four 

Estonian cities: Tallinn, Tartu, Pärnu, and Viljandi. In the first two, the 

3.5G network covers half the city (including the city center), and in 

Viljandi and Pärnu, more than 25% is covered. The 3.5G introduced 

in Estonia is the second HSDPA network in the Nordic countries.

TRANSMISSIONS FROM THE OLYMPIC GAMES AND 
TRAFFIC CAMERAS ARRIVED ON MOBILE PHONES

EMT paid great attention to the development of the existing 3G 

network services. 3G enables customers to use mobile phones for 

video calls, but also to view live broadcasts from EuroSport, Jetix, 

EuroNews, Extreme Sport, and National Geographic. 

Of the programs broadcast by ETV, the Estonian national television 

channel, last year, 3G telephone owners could watch live broad-

casts from the Torino Olympic Games, Eurovision, and the visits of 

Queen Elizabeth of England and US President George W. Bush.  

Starting in November 2006, EMT customers have been able to 

watch transmissions from traffic cameras on their mobile phones, 

to help them choose the best travel routes and avoid traffic jams. 

The cameras are installed at Tallinn’s twelve largest intersections. 

The project was born of cooperation between EMT, the Tallinn City 

Government and AS Signaal.  

EDGE DATA COMMUNICATIONS  
CONTINUES TO IMPROVE 

Last year, EMT also significantly expanded EDGE data communica-

tions (Enhanced Data rates for GSM Evolution), which is a further 

development of the GSM network and an interim step between 

GPRS and 3G networks. The goal is to provide faster data commu-

nications in the areas not yet covered by 3.5G.  

The further development of EDGE basically consists of improving 

the GSM network in order to achieve connection speeds of 100-

200 kilobits per second - thereby exceeding ordinary GPRS data 

communications speeds fourfold. 

Forty percent of Estonia’s territory is covered by EDGE and 90% of 

Tallinn is covered.  Currently over half the data volume in EMT’s 2G 

or GSM network moves through EDGE. 

The number of 3G telephones owned by EMT clients 
In 2006, the number of 3G telephones owned 

by EMT client increased almost nine fold. 
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Maximum speeds of mobile data 
communications 
3.5G data communications is faster than 

most home Internet connections. 

The maximum speeds for EMT 
mobile data communications 
* The actual speed of data communications depends on 

the distance from the base station and several other factors. 

EDGEGPRS

236 kbps

54 kbps

3,5G3G

3.6 Mbps

384 kbps

The EMT Group owns the 
following trademarks and brands 

EMT, the corporate brand  

Simpel, pre-paid calling card 

POP!, pre-paid calling card 

Ratemobiil, pre-paid calling card 

Diil, discount service provider

Internet speeds



› YOU CAN WATCH TV BROADCASTS ON YOUR CELL PHONE › 
   3.5G network enables you to watch interesting TV 

shows and surf on the Internet as fast as on the 

computer or even faster.

SURFPORT,  A NEW MOBILE INTERNET PORTAL  

In June, EMT started up a new mobile Internet portal - EMT SurfPort 

- which replaces the current EMT Go! For the user, the portal be-

came faster, its homepage contains more information, and it is 

possible to use a search motor to find information. 

EMT SurfPort is divided into three basic sections under the follow-

ing headings: “Services”, “Today”, and “EMT recommends”. The 

services include mobiilTV, parking, banking and payments, enter-

tainment, e-mail and other services. The “Today” section includes 

weather reports and a selection of the latest news. “EMT recom-

mends” is a new category, which directs customers to appropriate 

or recommended EMT services. 

In the TeliaSonera Group, SurfPort operates in six countries: 

Finland, Sweden, Norway, Denmark, Lithuania, and now also in 

Estonia. In total, there are almost a million users in all the opera-

tors’ networks, and currently over 100,000 customers per month 

are using mobile Internet in the EMT network. 

Since almost 30% of Estonia’s population speaks Russian, EMT 

SurfPort opened a Russian-language sub-section in November 

- SurfPort po-russki. In addition to gathering existing Russian-lan-

guage services and information in one place, many new serv-

ices were created, and other information sources directed at the 

Russian-speaking population were involved. 

RATEMOBIIL  CHARMED YOUNG CUSTOMERS 

In April, EMT purchased a 51% share in Serenda Invest OÜ for 

40 million EEK (about 2.5 million EUR).  Serenda Invest owns the 

trademark “Rate” and administers Estonia’s largest Internet com-

munications portal, Rate.ee, which is primarily directed at young 

people.  

The main benefit of the Rate purchase for EMT is the opportunity 

to use it to make offers to young people. The first service to be 

created is the pre-paid calling card Ratemobiil, which can be or-

dered from Rate.ee and which is connected to the user’s account. 

The delivery of the card is very convenient - it is sent to the cus-

tomer by mail.  

The main advantage of Ratemobiil over other calling cards is the 

opportunity to keep up with what’s happening on Rate.ee even 

when you’re away from the computer.  For instance, if points have 

been awarded or a commentary written to a user in Rate.ee, an 

SMS is sent to that user’s mobile phone. This service turned out 

to be very popular among young people - by the end of the year, 

35,000 customers had signed up. At the time of the purchase, 

Rate.ee had a total of 360,000 customers.  

Subsequent plans include the further integration of Rate.ee and 

Ratemobiil and the development of more joint services. 

EMT ESINDUSED CONCENTRATES ON A BROAD 
PRODUCT RANGE 

The goal of EMT Esindused AS is to provide customers with as wide 

a range of mobile multimedia equipment as possible.  The EMT 

Esindused shops, which only a few years ago focused primarily on 

the sale mobile phones, today stock laptops, mp3 players, digital 

cameras, and their accessories.  Last year, video cameras and F-

Secure Mobile Anti-Virus, an anti-virus program intended for mo-

bile phones, were added to the product range.  

EMT was the first in Estonia to introduce the “My Tone” service, 

which allows customers to choose their favorite music or nature 

call as a ring tone.  However, the tone is not audible to the mo-

bile phone user, but to the caller. In addition to private individuals, 

this is also attractive for companies who can turn their company’s 

jingle or advertisement into a ring tone. 
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MicroLink is Enticed by Complicated Solutions
  Last year, the greatest changes at MicroLink were caused by the merger with the Eesti 

Telekom Group at the end of 2005. In IT, the main emphasis was directed at the application 

of large and powerful software solutions. In addition, the development of a service package 

in cooperation with Elion and EMT was started.    

ALTHOUGH THE MERGER  of AS MicroLink Eesti with the Eesti 

Telekom Group already took place the year before last, it basically 

had an impact on the company last year. The reorganization of 

the company and the adjustment of the personnel and work or-

ganizations to new requirements were at the center of attention. 

The greatest undertaking was the transfer of people, activities and 

resources related to systems management from Elion Enterprises 

and the transfer of network services to Elion. 

For MicroLink, the merger with the Eesti Telekom Group was a 

very important event. The goal was to achieve a stronger market 

position and greater profitability that accompanies an increase in 

scale. In addition, MicroLink hopes to create a stronger basis for 

the expansion of integrated solutions related to information tech-

nology and communications, as well as IT services. 

SOLUTIONS THAT UNITE THOUSANDS OF USERS 

As a strong IT company, MicroLink has signed partnership agreements 

with many international commercial and financial software compa-

nies, thereby introducing and selling their products in Estonia. 

Last year, MicroLink started the application of the information 

management solution, OpenText Livelink - which is the Mercedes 

of its field - at Elion Enterprises and AS EMT.  There are 2,150 us-

ers at the two companies, so this is the second largest user com-

munity in Estonia after the University of Tartu. However, it is also 

used by our country’s central bank - an exacting organization that 

requires extreme accuracy. The OpenText Livelink solution allows 

Elion and EMT to create an electronic information management 

environment that helps to improve the organization of work relat-

ed to documents in the company. At the same time, it makes the 

exchange of information between the companies more efficient.

In the fall of 2006, MicroLink introduced a document management 

solution to the market, which is based on the OpenText Livelink 

platform and intended primarily for the public sector. It includes 

a digital signature module, as well as document disclosure and 

other additional modules, which make it possible to integrate the 

software with financial software and other information systems. 

The solution has Estonian-language support. 

MICROLINK CONQUERED THE HEART OF THE 
MINISTRIES

Last September, MicroLink transferred the Estonian Health Insurance 

Fund’s register of the insured persons to a SAP software solution 

platform. SAP is a giant in the world’s economic software mar-

ket, which successfully links data coming from tens of thousands 

of sources into a uniform system. For the Health Insurance Fund, 

which unites all Estonia’s medical institutions and gets almost 17 

million control inquiries annually, SAP expedites the electronic 

processing of data and helps to guarantee compliance with data 

protection requirements. The system includes the administration 

of the lists of family doctors and those with health insurance, as 

well as information related to the European Health Insurance Card; 

reporting is also an important part of the system. The greatest in-

novation in the next stage will be the transfer of the operations 

related to the processing of monetary compensation to the new 

platform. This is the first solution of its kind in the world.  

In cooperation with the Ministry of Finance, the application of SAP 

economic software was also started at the Estonian Ministry of 

Justice, Ministry of Agriculture, and Ministry of Social Affairs. The in-

troduction of SAP was started in two departments of the Ministry of 

› IT AND TELECOMMUNICATIONS HAVE MERGED › 
   Last year MicroLink started to integrate its 

services for business customers with Elion and 

EMT communication solutions. 
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MicroLink operating revenues 
in 2004 - 2006 
(millions of EEK) 

102,500

75,700

20052004

Volume of data

200620052004

Mobile Internet on a successful campaign
In 2005, EMT mobile Internet usership increased by more than 33% and the volume 

of data grew by 43%.
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The sales turnover for various MicroLink 
products and services in 2004 - 2006  
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IT products
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The sale of regular MicroLink IT services is 

growing continually. Compared to 2005, it 

increased by almost 25%.

MicroLink  
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Finance in 2001. Today, it is being used throughout the administra-

tive field of the Ministry of Finance (including the Tax and Customs 

Board) and in several other ministries. MicroLink Eesti currently has 

the largest team with the greatest experience in the introduction of 

SAP.  In 2006, MicroLink Eesti also occupied first place in the market 

for another widely used economic software - Axapta. 

Last spring saw the completion of a new version (4.0) of 

MicroLink’s document management software, which helps ad-

ministrative agencies to exchange documents electronically. Total 

digital signature support, electronic document templates and a 

series of smaller improvements were made to Postipoiss.  In the 

fall, modules for connecting Postipoiss to document exchanges 

environments were completed along with an archive module that 

enables documents that have collected in the system to be pre-

pared for transfer to the archives. 

THE IT  SYSTEM MANAGEMENT MARKET IS 
GROWING ACTIVELY 

The systems management department, which was already the 

largest at MicroLink before the merger with Elion, provides serv-

ices related to servers and computer workstations to companies 

and manages their IT infrastructure. Since MicroLink is increasingly 

focused on the provision of professional IT services, systems man-

agement merits a lot of attention. Thanks to a large team and 

resources, it is possible for MicroLink to provide its clients with a 

product portfolio and wealth of experience that is much more di-

versified. In the next few years, the systems management market 

will grow approximately 15-20%.

For the further expansion of systems management, MicroLink 

bought computer workstation administration departments from AS 

Helmes and OÜ Osmar AA in the first half of last year. 

Last year in the field of systems management and computer 

workstation administration, greater attention was directed at de-

veloping service packages related to IT administration for business 

clients, which includes linking them with Elion and EMT communi-

cations solutions.  The first services were Arvuti VaruKoopia and an 

e-mail and group work solution. The first provides automatic back-

up of a company’s data, and if necessary, restoration by MicroLink. 

The second allows companies to administer e-mails and electroni-

cally manage time and resources. 

At the end of January 2007, the pilot project started in 2006 by 

MicroLink and the Tallinn Education Department was completed, 

the objective of which is to reduce the IT administration costs of 

Tallinn’s educational institutions, to guarantee the use of legal 

software, and to provide IT support to subject teachers and school 

information managers. The schools participating in the project (a 

total of 750 computer workstations) were joined into a uniform 

IT system, which is administered by MicroLink and which includes 

Helpdesk services.

In November, the MicroLink Service Desk passed the benchmark of 

150,000 Support Requests. Support Requests are inquires regarding 

problems or questions submitted by MicroLink clients to the Helpdesk 

that are thereafter directed to the Service Desk for resolution. 

ITIL – A SHELF FULL OF BOOKS AT THE IT COMPANY 

Last year, MicroLink started to provide IT consultancy services. ITIL 

(IT Infrastucture Library) is used, which is actually a shelf full of 

books that contain the best practices of IT services administration. 

MicroLink provides its clients with process models, training, and 

consultations based on ITIL. If training provides general theory on 

a subject, then consultations provide a practical approach. The cli-

ents can find the most appropriate means of applying ITIL in their 

companies and get help with instituting improvements. 

The near-term challenge is to increase the IT service market and 

service volumes for MicroLink among companies. However, the fi-

nancial goal is to increase MicroLink’s turnover volume as well as 

profitability. Considering the rapid growth of service volumes, the 

expansion of infrastructure has become very important (e.g. the 

creation of data centers), along with the recruitment and develop-

ment of qualified workers. 

Taking globalization into account on the one hand, and the in-

crease of the international dimension of companies operating in 

Estonia on the other hand, MicroLink must develop its activities 

in the Baltic countries and find opportunities for the provision of 

services in the Nordic countries, primarily Finland and Sweden. The 

most important step is to conclude cooperation agreement with 

other TeliaSonera Group companies and to find suitable takeover 

candidates. 

  >	 Base software: 

	 Microsoft, Oracle, Progress, Solaris,  

 Check Point, Nokia, Symantec. 

  >	 Applications software: 

	  economics software SAP and Microsoft Dynamix AX, 

document management solutions Postipoiss, DocLogix 

and OpenText Livelink, system maintenance and 

management software HP OpenView and storage 

solutions from Veritas Software.

  >	 IT infrastructure solutions: 

	  Sun Microsystems, Hitachi Data Systems, IBM,  

Hewlett-Packard, ML Arvutid, Tandberg, Cisco, ADIC. 

Software systems and platforms 
offered by MicroLink   
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Eesti Telekom Supports 
 the Birth of Our Own Broadway      
  In 2006, the youth musical Romeo and Juliet was brought to the stage, which the 

participants feel is a Broadway-quality production. The lyrics were written by Jaagup Kreem, 

soloist with Estonia’s cult band, Terminaator. The title song of the musical, Romeo and 

Juliet, performed by Hele Kõre and Kristjan Kasearu, merited second place in preliminary 

round of the 2007 Eurovision in Estonia.

THE MUSICAL WAS PRODUCED  by the Youth Theater and the 

tunes were composed by Elmar Liitmaa and Jaagup Kreem. Thanks 

to its great popularity, it will also be performed this coming sum-

mer. Elion Enterprises is the main sponsor of Romeo and Juliet. 

In Estonia, there is probably no one who has not heard of Jazzkaar 

- the annual spring jazz festival that heralds the disappearance of 

snow and the arrival of spring. This is a unique event in our cul-

tural landscape, which has attracted such jazz heavyweights as 

US diva Dianne Reeves, Norwegian saxophonist Jan Garbarek, the 

legendary Eddie Henderson with the ensemble Mr. Gone, and oth-

ers to our stages. Elion has supported Jazzkaar, as well as Jõulujazz 

and other concerts organized under the auspices of Jazzkaar in 

Tallinn and other cities since 2005. 

ELION’S MOTHER’S DAY FESTIVITIES HAVE 
BECOME A TRADITION 

Among Elion favorites is the fifth year of organizing the free 

Mother’s Day festivities in Town Hall Square. The popular “Give 

Your Mother a Gift of a Wonderful Day” celebration has truly be-

come a tradition. 

Estonia’s Russian Theater is the only theater intended for the 

Russian-speaking population, and its roots date back to 1948. 

Young graduates of the Moscow Academic Art Theater, who 

come from Estonia and joined the troupe last year, have brought 

a breath of fresh air to Estonian theatrical life. Namely, the main 

emphasis has been placed on expressive precision, which, in this 

period of general interpretive noise, makes the viewers feel that 

most of the energy is yet to be flung into the air. Elion has already 

supported the Russian Theater for three seasons. 

 >  The Mother’s Day concert, organized for five years already, has become a 

tradition and it is attended by thousands of people. The concert takes place in 

Town Hall Square.
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r  The charity event „Eestimaa uhkus“ (Pride of Estonia) acknowledges the brave 

Estonians who have done something really good. The event ended with a festive 

ceremony in the hall of Tallinn Secondary Science School.





r  In addition to our Song and Dance festival and the KUMU (The Art Museum of 

Estonia), one of the prides of Estonia is also our cross-country skier Kristina 

Shmigun, who won two gold medals at the Torino Olympic Games.
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EMT continues to support the Estonian National Opera Estonia, which 

celebrated its 100th jubilee last year, and the Vanemuine Theater, 

a cornerstone of South-Estonian culture. Last year was dedicated 

to the 100th anniversary of Estonian theater, so the public focused 

special attention on theatrical life throughout the twelve months. 

Another charity event that is worth mentioning is the “Estonia’s 

Pride” project that was organized for the second year running. 

The project was born of cooperation between Elion and the pri-

vate television channel TV3, and its goal is to acknowledge brave 

and good Estonians who have excelled with good deeds, or 

even saved lives.  The culmination is an awards ceremony that is 

watched by thousands of Estonians on television.  

For four years, EMT has also organized the “Do Good Deeds and 

You Will Be Rewarded!” charity campaign. Within the framework 

of the Christmas Calendar 2006 project, EMT clients were able to 

send SMS messages to donate money to recipients from a prede-

termined list. The price of the message was three kroons and 1.3 

million EEK was collected during the campaign. Those receiving 

the donations included the Tallinn Zoo, medical establishments, 

and children suffering from incurable diseases. 

YOUNG ESTONIAN ATHLETES INSPIRE HOPE 

Along with the National Song and Dance Festival and the KUMU 

Art Museum, our winter athletes Kristiina Šmigun and Andres 

Veerpalu, who brought us three gold medals from the Torino 

Winter Olympics, are undoubtedly Estonia’s national pride and joy. 

For several years, EMT has also made a contribution to the devel-

opment of skiing hopefuls in Estonia, which is known for its cold 

winters, by sponsoring the Estonian Ski Association. The company 

has also contributed its name to our great amateur winter sports 

event - EMT Estoloppet, a series of ski marathons. In this way, 

broad-based support for skiing is guaranteed and a good founda-

tion for the birth of new top athletes is created. 

But our track and field athletes are also winners. Last year’s hero 

was our colossal young discus thrower Gerd Kanter, who won 

a silver medal at the European Championships in Gothenburg. 

Aleksander Tammert took third place. Whether or not they will 

become heirs to Erki Nool’s throne is unclear, but Kristjan Rahnu 

and Mikk Pahapill are expected to become top decathlon com-

petitors in the world. At the World Junior Athletics Championships 

in Peking, our young athletes brought home four gold medals--

Marek Niit in the 200 meters, Kaire Leibak in the triple jump, and 

Margus Hunt in the discus throw and the shot put, and Hunt set 

a world record in his age class. Elion is the main sponsor of the 

Estonian Athletics Association and it has supported the develop-

ment of our track and field for a long time. Elion is also the logo 

sponsor for the “TV10 Olympic Start” track and field competition 

for children and young people. 

Both EMT and Elion are long-term supporters of the Estonian 

Olympic Committee. Elion also supports the Estonian Volleyball 

Association, by being the name sponsor of the Elion National 

League, and the Estonian Cyclists Union, by being the main spon-

sor of the Elion Estonian Cup. 

Of higher education schools, Elion and EMT cooperate with 

the University of Tartu, the Tallinn Higher Technical School, the 

Estonian Business School, and the IT College. The most important 

objective in this field is to make IT and telecommunications more 

popular among secondary school students, and thereby, guarantee 

the supply of young specialists. It is also important to pay atten-

tion to students with the alertest minds, not just those who have 

the best grades. 

r  In 2006 the Youth Theatre staged a modern and dashing musical version of the 

evegreen love story „Romeo and Juliet“.
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The Keyword for 2006 – Keeping Employees      
  The large increase in MicroLink employees after the merger with Elion posed a great 

challenge to the company’s managers - how to blend the new employees into the company’s 

culture and guarantee service quality. Elion directed its principal attention to in-house 

promotion and training. The support units of all the subsidiaries were combined at EMT.   

THE GREATEST CHANGES for human resources at Eesti Telekom 

Group occurred in connection with the merger of MicroLink Eesti 

AS and Elion Enterprises at the end of 2005. Large-scale reorgani-

zations were carried out at MicroLink both organizationally and in 

the personnel structure. With the merger, 69 employees from the 

server service, computer workstation maintenance, Helpdesk, and 

sales support departments at Elion were transferred to MicroLink. 

Fourteen network service specialists were transferred from 

MicroLink to Elion. 

Keeping and motivating qualified employees in such a wave of 

reorganizations was a great challenge for the management of 

both companies - the workers had to be acclimated to the new 

environment and organizational culture, as well as to new work 

principles and colleagues. Looking at the figures, one can say that 

the management of both companies coped successfully with their 

tasks - the percentage of employee resignations compared to the 

average number of employees in 2006 remained the same as the 

two previous years. At MicroLink, the flow of personnel remained 

around 12% and 7.7% at Elion, which is normal in the current la-

bor market situation. 

 

THE PERSONAL INSTRUCTION  
OF NEW WORKERS WAS STARTED 

In human resources development, the Eesti Telekom Group com-

panies feel it is important to provide employees with the opportu-

nity to do interesting work in the company - whether one moves 

laterally among various positions, is a specialist who develops into 

top specialist or manager, or makes a change in one’s field of ac-

tivity. Movement within the Group is also promoted. 

To keep competent and dedicated employees, the Eesti Telekom 

Group organized in-house and external training. In addition, last 

year EMT Esindused AS, which belongs to the EMT Group, started 

personal instructions for new employees, with the goal of guaran-

teeing productivity during the training periods for customer service 

representatives, and thereby, standardizing the quality of service. 

In addition, in-service training, organized in cooperation with Elion, 

ensures a consistent improvement in the quality of service and is 

also part of the motivational system for employees.

Almost 200 new employees join the companies in the Elion Group 

every year, and this number was even greater last year. In order 

to simplify acclimation for new people, Elion organizes special 

training sessions. Last year, every Elion employee participated in 

an average of 6.5 training days. Forty-four percent of the training 

sessions were organized in-house and were conducted by Elion’s 

own employees. To support studies related to IT and telecommuni-

cations, Elion compensates its workers’ tuition and partially helps 

to repay student loans.  

Last year, MicroLink also organized more team training than usual 

with the goal of facilitating the acclimation of new employees.  

Since the number of top and middle managers increased with the 

merger, the new managers completed management training. 

THE SUPPORT UNITS OF THE EMT GROUP WERE 
COMBINED AT THE PARENT COMPANY 

In the EMT Group last year, the support units of the AS EMT subsidi-

aries (personnel, accounting, and administration) were combined 

in parent company, which guarantees a uniformly professional ap-

proach to the personnel in the EMT Group companies.  

The certification system intended to evaluate and raise the quali-

fications of the employees at the EMT Group were updated last 

year, as was the training intended for new employees. To cre-

ate a trustworthy environment, employees, depending on their 

positions, are allowed to work at home or with flexible hours. 

The company’s motivational system was reviewed, the employ-

ees were informed and a new benefits program was worked out 

together. The new benefits are focused on the desire to have 

employees pay more attention to their families. A supplemen-

tary health control system was created for the company’s key 

employees. 

At MicroLink, the employees’ benefit system was harmonized 

with the other companies in the Eesti Telekom Group, and general 
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favorites became the additional Christmas vacation and the oppor-

tunity to train at the Elion Sports Club. Virosoft, the personnel soft-

ware used by Elion and EMT was also adopted by MicroLink. The 

uniform software enables the data on MicroLink employees to be 

added to the Elion information system, to create access to various 

databases and internal website. In addition, the uniform software 

allows the employee data of Eesti Telekom Group companies to be 

compared more easily and statistical analyses to be made. 

ELION BUILDS LABORATORIES FOR SCHOOLS 

The Eesti Telekom companies pay great attention to guaranteeing 

future generations.  Last year, Eesti Telekom companies partici-

pated in all the largest fairs in Estonia intended for young peo-

ple: “Key to the Future” and “Guidepost” (Tallinn); “Intellectika” 

(Tartu); and “Job Market” (Rapla). An information day was also 

organized for graduates. At the fairs, one is also introduced as an 

attractive employer. In cooperation with the Info Technology and 

Telecommunications Association, engineering education is pro-

moted.  Although last year, there was a shortage of qualified labor 

in Estonia, the Eesti Telekom Group is very valued as an employer 

among young people.  

The following educational institutions are cooperation part-

ners of the Eesti Telekom Group companies: University of Tartu, 

Tallinn University of Technology, IT College, Kehtna Economic and 

Technological School, Pärnu German Technology School, Tartu 

Vocational Education Center, Pärnu Vocational Education Center, 

Tallinna Polytechnic School, and Astangu Rehabilitation Center. 

During the first half of 2007, Elion plans to establish laboratories 

at the Kehtna Vocational School, Pärnu German Technology School, 

and the Tallinn Polytechnic School. Faculty members are trained 

according to Elion basic training, and lectures are given at many 

educational institutions. 
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Eesti Telekom had Splendid Sales Growth  
  Management’s report

PROFIT

Mobile communications generated almost  

40% of external turnover

In 2006, the Eesti Telekom Group consolidated sales revenues 

reached 5,768 million EEK, increasing by 12% compared to 2005 

(2005 - 5,159 million EEK).  

Almost 40% of the increase in external turnover came from mo-

bile communications. In 2006, the sales revenues for the EMT 

Group, the group active in the mobile communications field, 

were 3,502 million EEK, increasing 14% compared to 2005. The 

revenues for the EMT Group principal activities outside the Eesti 

Telekom Group increased by 10% and the revenues of the Group’s 

companies dealing with trading increased 15%.  

During the past year, the increase in the revenues for the principal 

activity in the mobile field was related primarily to an increase in 

the number of call minutes. The number of call minutes initiated 

from the EMT network increased in 2006 by approximately 20% 

compared to 2005. The larger number of call minutes was caused 

by an increase in the number of users for call services, as well as 

more active use of the service on average by each customer. 

As of 31 December 2006, AS EMT had 759 thousand active SIM-

cards, which is 82 thousand more than at the end of 2005 (31 

December 2005 - 677 thousand). The company also maintained 

its 47% market share in 2006. 

The number of AS EMT contractual customers remained stable 

throughout 2006. If the year started with 406 thousand active 

SIM-cards, then during the year, the number of cards increased 

by 27 thousand and 2006 ended with 433 thousand contractual 

SIM-cards.

The pre-paid card market was passive at the beginning of 2006, 

and the first six months ended with a decrease in the number 

of active SIM-cards. However, in the second half of the summer, 

the trend reversed and the number of pre-paid cards started 

to increase. During 2006 as a whole, the number of pre-paid 

cards increased by 55 thousand, reaching 326 thousand as of 31 

December 2006 (31 December 2005 - 271 thousand). 

Ratemobiil attracted new customers 

The principal portion of the increase in the number of pre-paid 

cards can be ascribed to the newcomer, Ratemobiil. On 5 April 

2006, AS EMT acquired 51% of the shares of Serenda Invest OÜ. 

The Rate trademark belongs to Serenda Invest OÜ and it admin-

isters the popular youth Internet communications environment of 

the same name – Rate.ee. In the summer of 2006, AS EMT intro-

duced a mobile package, Ratemobiil, especially designed to ap-

peal to Rate.ee user, which by the end of the year had attracted 

35,000 users. The rapid growth in the number of pre-paid cards in 

the second half of the year has increased their proportion in the 

total number of active EMT cards. If at the end of 2005, pre-paid 

cards constituted 40% of the total number of cards, then by the 

end of 2006, their relative importance had increased to 43%. 

In addition to the increase in the client base, the number of call 

minutes used per customer also increased, and in 2006, more 

than 5% more minutes per customer were initiated from the EMT 

network than in 2005. The increase of the customer base, along 

with the greater number of call minutes, also compensated the 

decline in the minute rates that continued in 2006, and the reve-

nues earned from call services increased by 7% compared to 2005 

(including the fees for packages that allow for a certain number of 

call minutes for a monthly fee). 

The number of call minutes terminated in the EMT network in-

creased at approximately the same rate as the call minutes initi-

ated in the AS EMT network.  In 2006, the Communications Board 

declared all the companies operating mobile networks as undertak-

ings with significant power in the voice communications termination 

market of their mobile phone network, and, among other things, 

demanded the decrease of the termination fees from 2.50 EEK per 

minute to 2.05 EEK per minute as of 1 July 2006. However, since 

Elisa Mobiilsideteenused AS and Tele2 Eesti AS have challenged the 

decision of the Communications Board, the termination fees of all 

the mobile networks remained unchanged at 2.50 EEK per minute 

EMT - number of active cards 
The number of contractual customers was growing in 2006. 

The majority of the pre-paid growth came from Ratemobiil. 

2001 2002 2003 2004 2005 20062000

328
383

428
491

595

677
759

0

100

200

300

400

500

600

700

800

Pre-paid

Contractual

 E E S T I  T E L E K O M  A N N U A L  R E P O R T  2 0 0 6 ��  M A N A G E M E N T ’ S  R E P O R T 



throughout 2006, and the increase in the number of terminated call 

minutes in the EMT network was accompanied by a similarly paced 

increase in the revenues earned from connection fees.

In addition to call services, the volume of other mobile services 

increased rapidly in 2006. The number of SMS messages increased 

by almost 60%. The number of MMS messages increased by more 

than 30%. One of the factors fostering the use of these services 

was definitely Ratemobiil, since young people are the most active 

users of message services. Since, in 2006, the users of many pack-

ages, including Ratemobiil, were able to send free messages with-

in the framework of various campaigns, the increase in revenues 

earned from messages grew at a slower rate than the number of 

messages, but still reached 13%. 

In 2006, the number of mobile data communications users in-

creased by almost 10%. At the end of December, AS EMT had 

110,000 users of mobile data communications (31 December 

2005 - 103 thousand). Since mobile data communications activ-

ity also increased, the increase in the revenues earned from this 

field of activity grew significantly faster than the increase in the 

number of customers. 

In 2006, AS EMT earned average revenues of 332 EEK per customer 

per month, which is 1.4% less than in 2005 (2005 - 337 EEK).

Fixed-line communications also increased turnover

The contribution of fixed communications to the turnover of the 

Telekom Group in 2006 was almost equal to mobile communica-

tions. In this connection, both the revenues earned from IT serv-

ices, a new field of activity, and traditional telecommunications 

services increased. In 2006, the turnover of the Elion Group, the 

Eesti Telekom Group subsidiary operating in the fixed communi-

cations field increased by 13% reaching 2,930 million EEK (2005 

- 2,585 million EEK). The revenues of the Elion Group outside the 

Eesti Telekom Group increased by 12% and the revenues earned 

from retail sales by 25%. 

Of the Elion Group’s principal fields of activity, the fastest growth 

was demonstrated by revenues from the monthly fees for in-

tegrated solutions. Compared to 2005, the revenues from the 

given category have increased by almost 70%. The reason for 

the growth is the great popularity of integrated solution among 

the customers. While Elion had offered double solutions (Internet 

and fixed-line telephone connections) to its customers starting in 

2004, then in April 2006, a triple solution was introduced, which, 

in addition to Internet with a downloading speed of up to 12 Mb 

per second and voice communications, also offers the provision of 

quality digital TV reception through a permanent connection net-

work. While initially the service was only available in Tallinn and 

its immediate vicinity, then by the end of the year, the coverage 

area had expanded to all Estonian cities and about 100 larger set-

tlements. In addition to the basic package offered for the triple 

solution monthly fee, as of June 2006, customers can order theme 

packages for an extra fee. 

The number of DigiTV customers increased  

more than thirty times

At the digiExpo in Tallinn in November, remote video rental, which 

enables users to order films and programs directly from the TV 

screen, was first demonstrated to the fair visitors. In February 

2007, the first HD TV channel in Estonia and the Baltic States, 

Voom HD, should reach the viewers of DigiTV. Supported by all 

these interesting offers, the number of Elion DigiTV customers in-

creased more than 30 times in 2006, reaching 28,400 by the end 

of the year (31 December 2005 - 918). 

Regrettably the increase of revenues from integrated solutions has 

partially been achieved at the expense of separate communica-

tions services. Thus, the number of Elion permanent Internet con-

nections also increased at a record pace, reaching 143 thousand 

by the end of the year (31 December 2005 - 108 thousand). 

The increase in permanent Internet connections has been helped 

on the one hand by the development of the market as a whole. 

Elion has actively participated in Külatee 3, the government’s tar-

geted project for introducing the Internet to rural areas, the goal of 

which is to improve the availability of permanent Internet connec-

The number of Elion broadband Internet users 
Compared to 2005, the number of Elion broadband Internet users 

increased by slightly less than 25% in 2006. 
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tions in sparsely populated rural areas. As a result of the program, 

the Internet should become as available in rural areas as it is in 

densely populated areas.  Within the framework of the project, 

Elion has completed the internetization of the first counties. In 

September 2006, Elion started to offer wireless Internet in Harju 

and Lääne counties. By the end of the year, the construction of a 

WiMAX network was completed in Rapla County, Elva, and West-

Viru County and work continued in Tartu County. 

The sale of integrated solutions also grew

At the same time, the consolidation of Estonia’s permanent con-

nections market continued. Thus, in the last quarter of 2006, Elion 

acquired Norby Telecom’s private client service business. Elion’s 

market share of the permanent connection market for private 

clients increased to almost 56%. Since during the past year, Elion 

invested primarily in the provision of integrated solutions, then 

the revenues earned from permanent Internet connection de-

creased by 15% compared to 2005. In addition to the popularity 

of integrated solutions, the decrease in revenues is caused by an 

increase in the proportion of Kortermaja Internet customers, who 

thereby pay a lower monthly fee. 

After several years during which the number of Elion call inter-

faces  decreased, the number increased slightly in 2006 reaching 

464 thousand by the end of the year (31 December 2005 – 459 

thousand). The decrease of call interfaces was halted thanks to 

the active efforts by the company to retain existing customers and 

find new ones. This included offering various customer segments 

different solutions that are suitable for their needs. Therefore, in 

2006, campaigns for discount packages targeting price-sensitive 

clients were organized. New voice communications customers 

have been added along with the increase in the number of cus-

tomers for integrated solutions, since telephone connections are 

a component of both the double and triple packages. The number 

of call interfaces has also been increased by the introduction of 

Elion’s own VoIP service, Hotifon, in the second quarter of 2006. 

However, in 2006, the monthly fees earned from voice communi-

cations connections decreased by 14% compared to 2005, since 

the relative importance of packages with the lower monthly fees 

has increased.  

200% growth in the IT field 

Another important field of activity that showed an increase among 

Elion’s principal fields of activity in 2006 was IT, the 2006 revenues 

for which exceed those for 2005 by almost 200%. The acquisition 

of the subsidiaries AS MicroLink and AS MicroLink Eesti by Elion 

Enterprises on 31 October 2005, and the consolidation of their rev-

enues as of November 2005, also played an important role in the 

increase of IT revenues. If the effect of adding the new companies 

were deducted, the increase of revenues in 2006 would be 25%. 

At the beginning of 2006, IT and data communications at MicroLink 

and Elion were reorganized, in the course of which the provision 

of all IT services was concentrated in MicroLink Eesti and the field 

of data communications was concentrated in Elion Enterprises. 

The synergy that has developed from the cooperation of the two 

companies has helped the Elion Group strengthen its position in 

the provision of telecommunications and IT services, primarily in 

the business client segment. The sale of permanent IT services to 

clients has increased over 35% and the sale of business projects, 

consultations, and projects by 13%. 

In 2006, the Elion Group call revenues have decreased by 6% 

compared to 2005. The basic part of the decrease in revenues 

came at the expense of local calls, the revenues of which de-

creased 23% during the year. The decrease in the revenues from 

local calls is caused predominantly by making free call minutes 

available to the users of call and integrated solutions, by a de-

crease in minute volumes, and the more active use of various 

discounts by customers. The revenues earned from international 

calls decreased by 13% compared to 2005, and the revenues from 

calls made from fixed-line telephones to mobile communications 

networks by 7%. Other voice communications revenues, including 

connection fees and revenues earned from call transit, increased 

by 5% during the year. 

Elion’s market share for call minutes initiated in a fixed network 

was 83% in December 2006 (December 2005 - 85%). The mar-

ket share of local call minutes was 85% (December 2005 - 86%), 

65% for international call minutes (December 2005 - 66%), 70% 

for minutes for calls made to mobile phones (December 2005 - 

72%), and 97% for called-in minutes (December 2005 - 97%). 

In 2006, revenues for the Eesti Telekom Group as a whole from 

the retail and wholesale trading of telecommunications and IT 

merchandise increased by almost 20% compared to 2005. The 

increase was caused by an expansion of the assortment being of-

fered, as well as favorabe developments in the Estonian economy 

and an increase in the purchasing power of residents and com-

panies. 

Wage hikes had only moderate effect on operating costs 

The operating expenses of the Eesti Telekom Group have increased 

in 2006 by 20% reaching 3,621 million EEK (2005 - 3,018 mil-

lion EEK). 

In 2006, the EMT Group operating expenses totaled 2,158 million 

EEK, growing 20% during the year (2005 - 1,792 million EEK). The 

basic part, or almost 200 million EEK, of the additional operating 

expenses were related to principal activities. Operating expenses 

increased in connection with larger costs for connection services 

(resulting from a larger number of call minutes made to the net-

works of other operators) and increased roaming costs. A strong 

pressure on salaries in the Estonian economy generally also af-

fected EMT, and the personnel costs increased by 12% compared 

to 2005. At the same time, the proportion of personnel costs in 

the total costs of EMT is relatively modest. Since the retail and 

wholesale trading of telecommunications and IT merchandise is 

a field of activity that has very low profitability compared to the 

principal fields of activity, then EMT Group’s increase in trading rev-

enues has been accompanied by an increase of comparable size 

in operating expenses. 
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Summary of Financial Reports of the Elion Group   
 and the EMT Group

in thousand of kroons  Elion Group  EMT Group

    2006 2005 2006 2005

Net sales  2,929,821 2,585,454 3,502,152 3,080,456

Cost of production  (1,738,143) (1,525,757) (2,154,274) (1,911,471)

Gross profit  1,191,678 1,059,697 1,347,878 1,168,985

Sales, administrative and R&D expenses  (666,097) (573,889) (248,181) (247,253)

Other operating revenue and expenses  45,608 9,152 2,001 (262)

Operating profit  571,189 494,960 1,101,698 921,470

Net financing items  9,090 15,868 13,132 9,017

Profit before tax  580,279 510,828 1,114,830 930,487

Income tax on dividends  (119,481) (126,314) (253,896) (221,053)

Net profit for the period  460,798 384,514 860,934 709,434

 Equity holders of the company  460,798 384,352 856,370 709,434

 Minority interest  0 162 4,564 0

    

EBITDA  875,493 881,837 1,345,682 1,287,627

Depreciation, amortization and write-down  (304,304) (386,877) (243,984) (399,157)

    

Non-current assets  1,502,699 1,234,536 892,072 812,917

Current assets  1,088,677 1,050,214 1,095,978 1,047,892

Total assets  2,591,376 2,284,750 1,988,050 1,860,809

    

   1,948,551 1,887,759 1,564,169 1,552,765

Non-current liabilities  3,390 1,231 31,215 9,612

Current liabilities  639,435 395,760 392,666 298,432

Total equity and liabilities  2,591,376 2,284,750 1,988,050 1,860,809

    

Net cash from/ (used in) operating activities  773,633 914,176 1,128,698 1,098,528

Net cash from/ (used in) investing activities  (663,429) (532,819) (341,003) (206,045)

Net cash from/ (used in) financing activities  (140,935) (434,866) (837,468) (765,509)

Foreign exchange rate differences  (639) 905 0 (181)

Net increase/ (decrease) in cash and cash equivalents  (31,370) (52,604) (49,773) 126,793

CAPEX  496,457 414,911 274,309 190,657  
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In 2006, the operating expenses of the Elion Group were 2,100 

million EEK, increasing 23% on the year (2005 - 1,716 million 

EEK). The increase in the expenses for the Elion Group principal ac-

tivities were influenced primarily by the consolidation of MicroLink 

and MicroLink Eesti. In 2006, the operating expenses of MicroLink 

and MicroLink Eesti were consolidated throughout the year, but 

only during the last two months of 2005. The amount of MicroLink 

operating expenses subject to consolidation increased four-fold in 

2006. The Elion Group personnel costs increased 12% compared to 

2005. The relative importance of personnel costs among total op-

erating expenses is greater for fixed communications than for the 

mobile field. The increase in the operating expenses of the Elion 

Group, as well as the EMT Group, has been significantly influenced 

by the increase in the turnover of the sales of merchandise and 

the greater costs for purchasing the necessary goods.

The Eesti Telekom Group EBITDA in 2006 was 2,195 million EEK 

(2005 - 2,151 million EEK). The EBITDA of the EMT Group increased 

5% compared to 2005, reaching 1,346 million EEK. Elion Group 

EBITDA decreased a bit, to 875 million EEK (2005 - 882 million 

EEK). At the same time, the 2006 number for the Elion Group (and 

the Eesti Telekom Group consolidated number) also included a 43-

million-kroon profit, which Elion Enterprises earned from the sale 

of real estate in the second quarter of 2006. The EBITDA margin 

during the year fell, reaching 38.1% in 2006 (2005 - 41.7%). The 

margins decreased in both the mobile and fixed communication 

fields. The drop in the margin is primarily caused by the rapid 

growth of activities with lower margins (commerce, IT) and their 

relative importance in the Group’s turnover. 

New depreciation rates established  

The Eesti Telekom Group depreciation in 2006 was 548 million EEK 

(2005 - 753 million EEK). The primary factor for the decrease in 

depreciation is the application of new depreciation rates. At the 

beginning of 2006, TeliaSonera introduced new uniform useful life 

spans for the fixed assets of its 100% subsidiaries. As the result 

of a thorough analysis, the companies in the Eesti Telekom Group 

also decided to introduce the depreciation periods suggested by 

TeliaSonera (with some adjustments based on local peculiarities) 

in Eesti Telekom, starting on 1 May 2006. However, adjustments 

in connection with the implementation of new periods were not 

made in the depreciation that has already been calculated. The re-

maining useful life spans of existing fixed assets will be adjusted. 

Another important factor influencing the decrease in depreciation 

is the modest investments made during the last few years. 

If depreciation in 2006 has decreased extensively, then the operat-

ing profit of the Eesti Telekom Group increased by 18% compared 

to 2005 reaching 1,646 million EEK (2005 - 1,398 million EEK). 

The (net) financial revenues earned by the Eesti Telekom Group 

in 2006 increased somewhat compared to 2005 reaching 41 mil-

lion EEK (2005 - 38 million EEK). In 2006, AS Eesti Telekom paid 

its shareholders a record-setting dividend. Due to the increase in 

the amount of the dividend, despite the decrease in the tax rate, 

the income tax due upon the payment of the dividend increased 

in 2006 to 373 million EEK (2005 - 349 million EEK).

In 2006, the Eesti Telekom Group earned a net profit of 1,314 mil-

lion EEK (2005 - 1,088 million EEK). The revenue per share reached 

9.49 EEK (2005 - 7.88 EEK).

INVESTMENTS

The greatest investments are related to network expansion 

In 2006, the Eesti Telekom Group invested 771 million EEK into 

tangible and intangible fixed assets. 

The investments of EMT Group reached 274 million EEK in the past 

year (2005 - 191 million EEK). The significant increase of invest-

ments compared to 2005 results from relatively low investments 

in the base period as well as the rapid development of the mo-

bile data communications network in 2006. During the last quarter 

of 2005, AS EMT was the first operator to put a third-generation 

mobile communications network into commercial operation in 
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Eesti Telekom Group

Summary of financial indicators 
The sales revenues and operating profit of the companies in the Eesti Telekom Group have increased steadily for five years.  
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Estonia. In 2006, the coverage area of the 3G and EDGE networks 

expanded significantly. On 25 April 2006, EMT opened a 3.5G serv-

ice in Tallinn, being the second operator in the Nordic countries 

and the first in Estonia that put a HSDPA into operation. By the end 

of 2006, 3G and 3.5G had also reached Tartu, Pärnu and Viljandi. 

The Elion Group invested 496 million EEK in 2006 (2005 - 415 

million EEK). The increase in investment resulted primarily from 

increased consumer demand for new permanent connections and 

the demand presented by DigiTV on Internet connections. Almost 

a third of the investments in 2006 were related to the establish-

ment and improvement of networks necessary for the provision of 

broad-based solutions for end consumers. An important field of in-

vestment in 2006 was also increasing the power of the basic net-

work, to guarantee quality service to an increased number of cus-

tomers and to reach the numerous new housing developments. 

In order to keep pace with developments in the telecommunications 

sector, at the beginning of 2006, Elion put an IP-based multimedia 

service platform into operation, which will enable private and busi-

ness clients to use new opportunities for IP-based voice communica-

tions, and in the future, also for new multimedia services.  

In 2006, investments were also made into the expansion of the 

Eesti Telekom Group. At the beginning of 2006, Elion Enterprises 

increased its participation in AS MicroLink to 100%. In April, AS 

EMT acquired a 51% participation in Serenda Invest OÜ. Serenda 

Invest OÜ owns the trademark Rate and the company administers 

the Estonian Internet communications portal Rate.ee. Of Serenda 

Invest OÜ, 49% belongs to Rate Solutions OÜ, which is owned by 

Andrei Korobeinik, the creator of Rate.ee. 

Rate.ee is Estonia’s largest social network which unites 360 thou-

sand registered users. AS EMT feels that Rate.ee provides new op-

portunities for offering telecommunications and multimedia serv-

ices. The total value of the transaction is less than 40 million EEK 

(approximately 2.5 million euros). 

BALANCE SHEET AND CASH FLOWS

The growth of fixed assets was caused by  

last year’s major investments 

As of 31 December 2006, the balance sheet total for the Eesti 

Telekom Group was 4,812 million EEK (31 December 2005 – 4,659 

million EEK). The Group’s fixed assets increased by 347 million EEK. 

The increase in fixed assets is based on greater investments by 

the Group’s companies in the past year.  During the year, the cur-

rent assets decreased by 195 million EEK, while the cash and cash 

equivalents, as well as short-term investments, have decreased by 

283 million EEK. The reason for the reduction in cash and short-

term investments is a dividend payment that is 138 million EEK 

larger than last year, along with a large dividend income tax and 

growth of investments. 

Eesti Telekom Group equity as of 31 December 2006 was 4,113 

million EEK (31 December 2005 – 4,040 million EEK). On the one 

hand, the equity was reduced by a large dividend payment in 

2005. However, on the other hand, equity was increased by a net 

profit that was 226 million EEK larger than 2005.  

As of 31 December 2006, the Eesti Telekom Group had long-term 

liabilities totaling 8 million EEK (31 December 2005 - 6 million EEK) 

and short-term liabilities totaling 654 million EEK (31 December 

2005 - 598 million EEK). As of the end of the year, provisions total-

ing 36 million EEK had been made. The Group’s net debt at the end 

of 2006 was -1,383 million EEK and the ratio of net debt to equity 

was -34% (31 December 2005 -1,663 million EEK and -41%).

The 2006 Eesti Telekom Group cash flow from operations was 

1,899 million EEK (2005 - 2,006 million EEK). The Group’s cash 

flow into investments in 2006 was 761 million EEK (2005 - 776 

million EEK). During the past year, the cash flow into the acquisi-

tion of tangible and intangible fixed assets increased to 750 mil-

lion EEK (2005 - 554 million EEK). Cash flow into investment ac-

tivities in 2006 was 1,243 million EEK (2005 - 1,131 million EEK), 

including the payment of a dividend of 1,242 million EEK (2005 

- 1,104 million EEK). 

MANAGEMENT AND PERSONNEL 

The number of employees at Eesti Telekom grew

The number of employees at Eesti Telekom Group as of 31 

December was 2,294 (31 December 2005 - 2186). The average 

number of employees during 2006 was 2,206. 

As of 31 December 2006, the number of employees at EMT Group 

was 553 (31 December 2005 - 507).  The number of employees 

has increased in connection with the growth of the client base and 

expansion of the service portfolio. 

The number of employees at Elion Group as of 31 December 

2006 was 1,736 (31 December 2005 – 1,673).  The number of 

employees has increased in connection with the growth of the 

client base for new business fields and the consolidation of the 

Internet market, in the course of which small providers of connec-

tion services have been acquired and their personnel has been 

transferred to Elion. 

The total amount of the salaries paid in 2006 for Eesti Telekom 

Group employees was 484 million EEK (2005 - 396 million EEK). 

The employees at EMT Group were paid 128 million EEK (2005 - 

114 million EEK). The Elion Group paid its employees 344 million 

EEK (2005 - 274 million EEK). 

As of 31 December 2006, there were 54 people in management 

and upper management in the Eesti Telekom Group (31 December 

2005 - 61 people). During 2006, the salaries calculated for man-

agement and upper management totaled 57 million EEK (2005 

- 40 million EEK)
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Key Figures
  2002* 2003* 2004* 2005 2006

INCOME	STATEMENT		(mEEK)     
Net sales 4,469 4,778 5,116 5,159 5,768
OPEX (2,386) (2,651) (2,996) (3,018) (3,621)
EBITDA 2,131 2,118 2,122 2,151 2,195
Depreciation, amortization and write-downs (1,000) (881) (816) (753) (548)
EBIT  1,130 1,237 1,306 1,398 1,646
Net financing items 1 89 75 38 41
Profit before tax 1,132 1,326 1,381 1,436 1,687
Income tax on dividends (91) (286) (383) (349) (373)
Net profit for the year 1,040 1,040 998 1,088 1,314
Attributable to equity holders of the parent 1,040 1,036 994 1,087 1,309
Minority interest 0 4 5 0 5
     
BALANCE	SHEET (mEEK)     
Tangible assets 2,674 2,276 2,015 1,834 2,045
Intangible assets 43 124 91 167 214
Other non-current assets 27 26 39 47 136
Short term investments 79 49 1,153 1,267 1,065
Cash and cash equivalents 884 1,321 331 406 324
Other current assets 737 803 895 940 1,028
Total assets 4,443 4,599 4,524 4,659 4,812
Equity 3,900 4,135 4,056 4,039 4,108
Minority interest 0 14 0 1 5 
  3,900 4,149 4,056 4,040 4,113
Provisions 17 15 12 16 36
Non-current loans and borrowings 47 12 20 9 6
Pension liabilities 479 424 437 594 657
Total equity and liabilities 4,443 4,599 4,524 4,659 4,812
     
Capital employed 3,947 4,161 4,075 4,049 4,119
Net debt (916) (1,357) (1,465) (1,663) (1,383)
     
CASH	FLOWS (mEEK)     
Cash flows from operating activities 1,897 1,709 1,645 2,006 1,899
Cash flows used in investing activities (553) (432) (478) (776) (761)
CAPEX (627) (563) (515) (554) (770)
Cash flow before dividends and loan repayments 1,344 1,277 1,167 1,229 1,138
Dividends (756) (824) (1,101) (1,104) (1,242)
Share issue 0 23 28 0 0
Loan repayments (net) (100) (38) (15) (27) (2)
Net change in cash and cash equivalents 488 438 78 98 (105)
     
FINANCIAL	RATIOS     
EBITDA margin (%) 47.7 44.3 41.5 41.7 38.1
EBIT margin (%) 25.3 25.9 25.5 27.1 28.5
Net margin (%) 23.3 21.8 19.5 21.1 22.8
Total asset turnover (multiple) 1.03 1.06 1.12 1.12 1.22
Turnover of capital employed (multiple) 1.16 1.18 1.24 1.27 1.41
ROA (%) 24.0 23.0 21.9 23.7 27.7
ROE (%) 30.1 32.9 33.7 35.5 41.4
ROCA (%) 28.9 32.6 33.4 35.3 41.3
Equity / Assets (%) 87.8 90.2 89.6 86.7 85.5
Net gearing (%) (23.5) (32.7) (36.1) (41.2) (33.6)
     
HUMAN	RESOURCES	DATA     
Average number of employees 2,307 2,426 2,465 2,011 2,206
Personnel expenses (mEEK) (504) (532) (579) (563) (690)
Personnel expenses / Operating expenses (%) 21.1 20.1 19.3 18.7 19.0
Revenue per employee (th. EEK) 1,937 1,969 2,076 2,565 2,615
EBITDA per employee (th. EEK) 924 873 861 1,069 995
Net profit per employee (th. EEK) 451 429 405 541 596

* Including results of the Eltel Group, sold in 2006.

** Starting with 2004, deposits with maturity over 3 months are accounted as short-term investments.
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EBITDA margin = EBITDA / net sales x 100%

EBIT margin = EBIT / net sales x 100%

Net margin = Net profit / net sales x 100%

Capital employed = Owners’ equity + Minority interest + LT debt + ST debt

Equity-to-assets ratio = Owners’ equity / Total assets x100%

Net debt = LT debt + ST debt – cash and cash equivalents – shares and other short term investments

Net gearing = Net debt / Owners’ equity x 100%

ROA = Net profit for the period / annual average assets x 100%

ROE = Profit before tax / annual average owners equity x 100%

ROCA = (profit before tax + financial costs) / annual average capital employed x 100%

EPS = Net profit for the year / annual average No of shares

Equity per share = Owners’ equity /End year No of shares

Market capitalization = End year No of shares x End year price of share

P/E ratio = End year price of share / EPS 

Payout ratio = Dividends per share / EPS x 100

Financial Definitions
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In thousands of Estonian kroons     

    Year ended 31 December Year ended 31 December

  Notes  2006  2005

Net sales 2 (a, b), 3 (a)           5,767,734             5,159,372 

Cost of sales 2 (a), 3 (b)          (3,260,113)           (2,958,335)

Gross profit            2,507,621             2,201,037 

Sales, administrative, and research 

 & development expenses 2 (a), 3 (b)             (908,854)              (811,992)

Other operating income 2 (a), 3 (d)  53,011  23,040

Other operating expenses 2 (a), 3 (d)  (5,405)   (14,234) 

Operating profit             1,646,373             1,397,851 

Finance income   42,768  40,820

Finance costs                 (1,950)   (3,030) 

Finance income, net 2 (a), 3 (f)                40,818                  37,790 

Share of profit/(loss) from associates 2 (a)                     193                       452 

 Profit before tax            1,687,384             1,436,093 

Income tax on dividends 2 (a), 4             (373,377)              (348,515)

Net profit for the period            1,314,007             1,087,578 

Attributable to:   

 Equity holders of the Company 2 (a)           1,309,443             1,087,416 

 Minority interest 2 (a)                  4,564                       162 

             1,314,007             1,087,578 

Earnings per share for profit attributable to the 

 equity holders of the Company during the year  17 (e)  

 Basic earnings per share (in EEK)                     9.49   7.88

 Diluted earnings per share (in EEK)                     9.49   7.88

The notes presented on pages 45 to 75 form an integral part of the consolidated financial statements.

Consolidated Income Statement
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In thousands of Estonian kroons  

   As at 31 December As at 31 December 

  Notes 2006  2005

ASSETS	 	 	 	 	

Non-current assets   

Property, plant and equipment 5          2,044,595            1,833,916 

Intangible assets 7             214,046               166,688 

Investments in associates 10               17,247                   2,951 

Other non-current receivables 11, 12             119,139                 44,194 

Total non-current assets           2,395,027            2,047,749 

Current assets   

Inventories 13             142,692                 86,870 

Trade and other receivables 14             884,212               836,945 

Short-term investments 15          1,064,859            1,266,638 

Cash and cash equivalents 16             324,405               405,548 

Total           2,416,168            2,596,001 

Assets classified as held-for-sale 5                    771                 15,749 

Total current assets           2,416,939            2,611,750 

TOTAL ASSETS           4,811,966            4,659,499 

EQUITY	AND	LIABILITIES	 	 	

Capital and reserves attributable to equity  

 holders of the Company  17  

Share Capital           1,379,545            1,379,545 

Share premium              356,018               356,018 

Statutory legal reserve              137,955               137,955 

Retained earnings   2,234,831  2,165,819

Total capital and reserves attributable to equity  

 holders of the Company           4,108,349            4,039,337 

Minority interest                  5,030                   1,160 

Total capital and reserves           4,113,379            4,040,497 

Non-current liabilities   

Interest bearing loans and borrowings 18 (a)                 3,124                   5,773 

Retirement benefit obligations 20                 7,912                   6,926 

Provisions 21               22,124                          - 

Non-interest bearing liabilities 22                 5,152                          - 

Total non-current liabilities                38,312                 12,699 

Current liabilities   

Trade and other payables 23             651,365               594,444 

Interest bearing loans and borrowings 18 (b)                 2,742                   3,173 

Retirement benefit obligations 20                    865                      865 

Provisions 21                 5,303                   7,821 

Total current liabilities              660,275               606,303 

Total liabilities              698,587               619,002 

TOTAL EQUITY AND LIABILITIES           4,811,966            4,659,499 

The notes presented on pages 45 to 75 form an integral part of the consolidated financial statements

Consolidated Balance Sheet
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 A t t r i b u t a b l e  t o  e q u i t y  h o l d e r s  o f  t h e  Co m p a n y
   
        Statutory  Retained   Minority
In thousands of Estonian kroons Notes Share capital  Share premium  legal reserve   earnings Total  interest  Total equity
 

1	JANUARY	2005  1,379,545 356,018 137,645  2,182,349 4,055,557  -  4,055,557
Amounts transferred to reserves 17 (b) - - 310  (310) -  -  -
Dividends paid  17 (c) - - -  (1,103,636) (1,103,636)  -  (1,103,636)
Minority interest related to sold subsidiary  - - -  - -  998  998
Total changes   - - 310  (1,103,946) (1,103,636)  998  (1,102,638)
Net profit for the period  - - -  1,087,416 1,087,416  162  1,087,578

31	DECEMBER	2005  1,379,545 356,018 137,955  2,165,819 4,039,337  1,160  4,040,497

1	JANUARY	2006  1,379,545 356,018 137,955  2,165,819 4,039,337  1,160  4,040,497
Dividends paid  17 (c) - - -  (1,241,591) (1,241,591)  -  (1,241,591)
Minority interest arising on business combinations  - - -  1,160 1,160  (694)  466
Total changes   - - -  (1 240,431) (1,240,431)  (694)  (1,241,125)
Net profit for the period  - - -  1,309,443         1,309,443      4,564           1,314,007 

31	DECEMBER	2006  1,379,545 356,018 137,955  2,234,831   4,108,349           5,030      4,113,379 

The notes presented on pages 45 to 75 form an integral part of the consolidated financial statements.

Consolidated Statement Of Changes In Equity 
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 A t t r i b u t a b l e  t o  e q u i t y  h o l d e r s  o f  t h e  Co m p a n y
   
        Statutory  Retained   Minority
In thousands of Estonian kroons Notes Share capital  Share premium  legal reserve   earnings Total  interest  Total equity
 

1	JANUARY	2005  1,379,545 356,018 137,645  2,182,349 4,055,557  -  4,055,557
Amounts transferred to reserves 17 (b) - - 310  (310) -  -  -
Dividends paid  17 (c) - - -  (1,103,636) (1,103,636)  -  (1,103,636)
Minority interest related to sold subsidiary  - - -  - -  998  998
Total changes   - - 310  (1,103,946) (1,103,636)  998  (1,102,638)
Net profit for the period  - - -  1,087,416 1,087,416  162  1,087,578

31	DECEMBER	2005  1,379,545 356,018 137,955  2,165,819 4,039,337  1,160  4,040,497

1	JANUARY	2006  1,379,545 356,018 137,955  2,165,819 4,039,337  1,160  4,040,497
Dividends paid  17 (c) - - -  (1,241,591) (1,241,591)  -  (1,241,591)
Minority interest arising on business combinations  - - -  1,160 1,160  (694)  466
Total changes   - - -  (1 240,431) (1,240,431)  (694)  (1,241,125)
Net profit for the period  - - -  1,309,443         1,309,443      4,564           1,314,007 

31	DECEMBER	2006  1,379,545 356,018 137,955  2,234,831   4,108,349           5,030      4,113,379 

The notes presented on pages 45 to 75 form an integral part of the consolidated financial statements.
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In thousands of Estonian kroons  

    Year ended 31 December Year ended 31 December

  Notes  2006  2005

NET	CASH	FROM	OPERATING	ACTIVITIES	 27          1,898,514           2,005,936 

CASH	FLOWS	FROM	INVESTING	ACTIVITIES  

Tangible and intangible fixed assets acquired  5, 7           (749,876)             (553,924)

Proceeds from sale of tangible and intangible fixed assets                 49,599                 17,563 

Acquisition of business net of cash acquired 

 and settlements of deferred consideration   (97,591)  (294,052)

Proceeds from sales of subsidiaries   -  217,475

Acquisition of associates 10  (14,100)  -

Proceeds from sales of associates   -  16,305

Net cash changes of short-term investments 15  177,785  (87,660)

Net cash changes of other long-term receivables    (130,548)  (92,162)

Repayments of loans granted to associates   4,100  -

Net cash used in investing activities            (760,631)             (776,455)

Cash flow before financing activities           1,137,883            1,229,481 

CASH	FLOWS	FROM	FINANCING	ACTIVITIES  

Dividends paid 18 (c)  (1,241,591)  (1,103,816)

Repayments of finance lease liabilities 6  (1,704)  (15,719)

Proceeds from non-convertible debts   -  2,073

Repayments of non-convertible debts   -  (4,602)

Repayments of long-term borrowings   -  (333)

Repayments of short-term borrowings   -  (8,901)

Net cash used in financing activities   (1,243,295)  (1,131,298)

Net change in cash and cash equivalents   (105,412)  98,183

   

Cash and cash equivalents at beginning of year 15, 16  430,393  331,359

Net change in cash and cash equivalents   (105,412)  98,183

Effect of foreign exchange rate changes   (576)  851

Cash and cash equivalents at end of year 15, 16  324,405  430,393

 

The notes presented on pages 45 to 75 form an integral part of the consolidated financial statements.

Consolidated Cash Flow Statement
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NOTE	1. 	 G E N E R A L 	 I N F O R M A T I O N 	 A N D 	 S U M M A R Y 	 O F 	 S I G N I F I C A N T 	 A C C O U N T I N G 	 P O L I C I E S

   General information     

    The main activity of AS Eesti Telekom Group is providing services in the field of telecommunications.

     AS Eesti Telekom (registration number: 10234957; address: Roosikrantsi 2, 10119 Tallinn, Estonia) is a holding company registered and 
operating in the Republic of Estonia, with subsidiaries providing services in the field of telecommunications. Starting in 1999, the shares of 
AS Eesti Telekom are listed on the Tallinn and London Stock Exchanges (OMX: ETLAT/ LSE: EETD).

    The majority owner of the AS Eesti Telekom is TeliaSonera AB, which is listed on the Stockholm Stock Exchange, through Baltic Tele AB.

    The 2006 consolidated statements for the AS Eesti Telekom include the financial results for the following companies: 

   Summary of significant accounting polices
     Significant accounting policies adopted in the preparation of the financial statements of AS Eesti Telekom (the parent company) and its subsidiary 

companies (together referred as “the Group”) are set out below.  

    These policies have been consistently applied to all the years presented, unless otherwise stated.

   Basis of preparation
     The consolidated financial statements of the Eesti Telekom Group are prepared in accordance with the International Financial Reporting Standards 

(IFRS), as adopted by the European Union.

     The functional currency of AS Eesti Telekom is Estonian kroon (EEK). The financial statements are presented in thousand of Estonian kroons (EEK), 
unless indicated otherwise.

     The financial statements are prepared on the historical cost convention except for certain financial instruments that are stated at their fair value.

     These group consolidated financial statements were authorised for issue by the Management Board on 26 March 2007.

   Changes in the manner of presenting information in 2006 

     In 2006, the format of the Group’s income statement was changed. In the past, operating expenses were aggregated according to their nature. 
Starting from 2006, the operating expenses are aggregated based on their function in the company. The comparatives for 2005 were reclassified 
accordingly. The management believes that the presentation by function will provide reliable and more relevant information to the users of the 
financial statements on the cost of different functions and how economic benefits are created in the company. Certain reclassifications were also 
made in the balance sheet and in the cash flow statement.

   Critical accounting estimates and judgements
     The Group makes estimates and assumptions that affect the reported amounts of assets and liabilities within the next financial year. Estimates 

and judgements are continually evaluated and are based on management’s experience and other factors, including expectations of future 
events that are believed to be reasonable under the circumstances. Management also makes certain judgements, apart from those involving 
estimations, in the process of applying the accounting policies. Judgements that have the most significant effect on the amounts recognised in 
the financial statements and estimates that can cause a significant adjustment to the carrying amount of assets and liabilities within the next 
financial year include:

    a) Recognition of intangible assets in business combinations

     The Group allocates the cost of a business combination to separately identifiable assets, liabilities and contingent liabilities, including any intan-
gible assets of the acquire. Identification of separable intangible assets and determination of their fair value requires judgement. In the course 
of its recent acquisitions the Group has recognised intangible assets in respect of certain trademarks and contractual customer relationships (see 
Notes 7 and 9). The fair values of those assets were assessed by external valuation experts. 

Notes to the Financial Statements

AS Eesti Telekom

Elion Enterprises AS
100%

AS MicroLink Eesti
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AS Mobile Wholesale 100%
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    b) Impairment of property, plant and equipment and intangible assets

     The carrying values of the Group’s intangible, tangible, and financial fixed assets are reassessed, at least annually and else whenever events or 
changes in circumstances indicate that the carrying value of an asset may not be recoverable, by analyzing individual assets or classes of assets 
that essentially belong together. If an analysis indicates that the value recorded is too high, the asset’s recoverable value is set, which is the 
higher of the fair value less cost to sell of the asset and its value in use. Value in use is measured as expected future discounted cash flows (DCF 
model). A write-down consists of the difference between carrying value and recoverable value.

     A number of significant assumptions and estimates are involved in using DCF models to forecast operating cash flows, for example with respect 
to factors such as market growth rates, revenue volumes, market prices for telecommunications services, costs to maintain and develop com-
munications networks and working capital requirements. Forecasts of future cash flows are based on the best estimates of future revenues 
and operating expenses using historical trends, general market conditions, industry trends and forecasts and other available information. These 
assumptions are subject to review by Management Board. The cash flow forecasts are adjusted by an appropriate discount rate derived from 
our cost of capital plus a reasonable risk premium at the date of evaluation. If the projections for future cash flows for any of Group have fixed 
assets change as a result of changes in business model or strategy, competitive pressures, or regulatory environment, The Group may have to 
recognize impairment charges on the intangible and tangible fixed assets.

    c) Useful lives of telecommunication equipment and software 

     The Company’s management determines the estimated useful lives and the related depreciation and amortisation charges for its’ telecommuni-
cation equipment and software. The estimate is based on the projected technology and related software lifecycles. It could change significantly 
as a result of technical innovations and competitor actions in response to voice and data transmission. On the contrary, if no significant techno-
logical changes will occur, the equipment might be used longer than currently estimated.

     Network assets form the largest part of the Group’s tangible assets. If useful lives of network assets would be longer by 10%, depreciation costs 
of the Group would be down by 32.8 million kroons.

    d) Provisions and contingent assets and liabilities

     In estimating the probability of realisation of contingent assets and liabilities the management is considering the historical experience, general 
information about the economical and social environment and the assumptions and conditions of the possible events in the future based on the 
best knowledge of the situation.

     Provisions for restructuring costs, environmental restoration, are recognized when: a legal or constructive obligation exists as a result of past 
events; it is probable that an outflow of resources will be required to settle the obligation; and a reliable estimate can be made of the amount 
of the obligation. Provisions are measured at management’s best estimate of the expenditure required to settle the obligation at the balance 
sheet date, and are discounted to present value where the effect is material.

     Where there are a number of similar obligations, the probability that an outflow will be required in settlement is determined by considering the 
class of obligations as a whole. A provision is recognized even if the likelihood of an outflow with respect to any one item included in the same 
class of obligations may be small but it is probable that some outflow of resources will be needed to settle the class of obligations as a whole.

    e) Impairment provision for accounts receivable

     Impairment provision for accounts receivable was determined based on the management’s estimates on recoverability and timing relating to the 
amounts that will not be collectable according to the original terms of receivables. This determination requires significant judgement. Judgement 
is exercised based on significant financial difficulties of the debtor, probability that the debtor will enter bankruptcy or financial reorganisation, 
and default or delinquency in payments. Current estimates of the Company could change significantly as a result of change in situation in the 
market and the economy as a whole. Recoverability rate also highly depends on success rate and actions employed relating to recovery of 
significantly overdue amounts receivable.

    New International Financial Reporting Standards, amendments to existing standards and interpretations of the International Financial Reporting 

Interpretations Committee (IFRIC)
     The following standards, amendments and interpretations are mandatory for accounting periods beginning on or after 1 January 2006 but are 

not relevant to the Group’s and Company’s operations: 

    >	IAS 39 and IFRS 4 (Amendment), Financial Guarantee Contracts;

    >	IAS 19 (Amendment), Actuarial Gains and Losses, Group Plans and Disclosures;

    >	IAS 21 (Amendment), Net Investment in a Foreign Operation;

    >	IAS 39 (Amendment), Cash Flow Hedge Accounting of Forecast Intragroup Transactions; 

    >	IAS 39 (Amendment), The Fair Value Option;

    >		IFRS 1 (Amendment), First-time Adoption of International Financial Reporting Standards and IFRS 6 (Amendment), Exploration for and 
Evaluation of Mineral Resources; 

    >	IFRIC 4, Determining whether an Arrangement contains a Lease; 

    >	IFRIC 5, Rights to Interests arising from Decommissioning, Restoration and Environmental Rehabilitation Funds; 

    >	IFRIC 6, Liabilities arising from Participating in a Specific Market – Waste Electrical and Electronic Equipment.
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    Standards, amendments to standards and interpretations have been issued but are not effective for 2006 and have not been early adopted

     The following standards, amendments and interpretations to existing standards have been published that are mandatory for the Group’s and the 
Company’s accounting periods beginning on or after 1 January 2007:

    >		IFRS 7, Financial Instruments: Disclosures, and the complementary Amendment to IAS 1, Presentation of Financial Statements – Capital 
Disclosures (effective from 1 January 2007). The Management is considering the impact on Group accounts;

    >		IFRS 8, Operating segments (effective from 1 January 2009). The Management is considering the impact on Group accounts;

    >		IFRIC 7, Applying the Restatement Approach under IAS 29, Financial Reporting in Hyperinflationary Economies (effective from 1 March 2006). 
IFRIC 7 is not relevant to the Group’s operations;

    >		IFRIC 8, Scope of IFRS 2 (effective for annual periods beginning on or after 1 May 2006). IFRIC 8 is not relevant to the Group’s operations;

    >		IFRIC 9, Reassessment of Embedded Derivatives (effective for annual periods beginning on or after 1 June 2006). Management believes that 
this interpretation is not relevant to the Group’s operations; 

    >		IFRIC 10, Interim Financial Reporting and Impairment (effective for annual periods beginning on or after 1 November 2006). It is not expected 
that the interpretation will have significant impact to the Group’s accounts;

    >		IFRIC 11, IFRS 2 - Company and treasury share transactions (effective for annual periods beginning on or after 1 March 2007). Management 
does not expect the interpretation to be relevant for the Group’s accounts;

    >		IFRIC 12, Service Concession Arrangements (effective for annual periods beginning on or after 1 January 2008). Management does not expect 
the interpretation to be relevant to the Group.

    IFRIC 10, 11, 12 and IFRS 8 have not been yet been endorsed by EU.

   Principles of consolidation

    a) Subsidiaries

     Subsidiaries are all entities over which the Group has the power to govern the financial and operating policies generally accompanying a share-
holding of more than one half of the voting rights. Control is presumed to exist where more than one half of the subsidiary’s voting power is 
controlled by the parent company, or the parent company is able to govern the financial and operation policies of the subsidiary, or control the 
removal or appointment of a majority of the subsidiary’s supervisory council.

     The consolidated financial statements include all subsidiaries that are controlled by the parent company. Inter-company transactions, balances 
and unrealised gains on transactions between group companies are eliminated. Unrealised losses are also eliminated but considered an impair-
ment indicator of the asset transferred. 

     Subsidiaries are fully consolidated from the date on which control is transferred to the Group. They are de-consolidated from the date that control ceases.

     The purchase method of accounting is used to account for the acquisition of subsidiaries by the Group. The cost of an acquisition is measured 
as the fair value of the assets given, equity instruments issued and liabilities incurred or assumed at the date of exchange, plus costs directly 
attributable to the acquisition. Identifiable assets acquired and liabilities and contingent liabilities assumed in a business combination are mea-
sured initially at their fair values at the acquisition date, irrespective of the extent of any minority interest. The excess of the cost of acquisition 
over the fair value of the Group’s share of the identifiable net assets acquired is recorded as goodwill. If the cost of acquisition is less than the 
fair value of the net assets of the subsidiary acquired, the difference is recognised directly in the income statement.

     Group companies use in all material aspects the same accounting principles. Accounting policies of subsidiaries have been changed where nec-
essary to ensure consistency with the policies adopted by the Group. In case the accounting principles are changed, the comparative data from 
previous periods is also changed retrospectively. 

     The information of the Group’s subsidiaries is disclosed in Note 8.

    b) Associates

     Associates are all entities over which the Group has significant influence but not control, generally accompanying a shareholding of between 20% 
and 50% of the voting rights. Investments in associates are accounted for using the equity method of accounting and are initially recognised at cost. 
The Group’s investment in associates includes goodwill identified on acquisition, net of any accumulated impairment loss (see Note 2.6).

     The Group’s share of its associates’ post-acquisition profits or losses is recognised in the income statement, and its share of post-acquisition 
movements in reserves is recognised in reserves. The cumulative post-acquisition movements are adjusted against the carrying amount of the 
investment. When the Group’s share of losses in an associate equals or exceeds its interest in the associate, including any other unsecured 
receivables, the Group does not recognise further losses, unless it has incurred obligations or made payments on behalf of the associate.

     Unrealised gains on transactions between the Group and its associates are eliminated to the extent of the Group’s interest in the associates. 
Unrealised losses are also eliminated unless the transaction provides evidence of an impairment of the asset transferred. Accounting policies of 
associates have been changed where necessary to ensure consistency with the policies adopted by the Group.

     The information of the Group’s associates is disclosed in Note 10.
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     c) Transactions and minority interests

     The Group applies a policy of treating transactions with minority interests as transactions with parties external to the Group. Disposals to minority 
interests result in gains and losses for the Group that is recorded in the income statement. Purchases from minority interests result in goodwill, 
being the difference between any consideration paid and the relevant share acquired of the carrying value of net assets of the subsidiary.

   Foreign currency
     Transactions in foreign currencies are recorded using the rate of exchange quoted by the Bank of Estonia on the transaction date. On the balance 

sheet date, monetary assets and liabilities denominated in foreign currencies are recorded at the rate of exchange quoted by the Bank of Estonia 
on that date. Respective exchange differences are recognised in the income statement for the year.

    The exchange rates used in the financial statements were the following:

   Property, plant and equipment
      Property, plant and equipment is carried at its cost less any accumulated depreciation and any accumulated impairment loss. Historical cost 

includes expenditure that is directly attributable to the acquisition of the items (including the custom duties and other non refundable taxes). 
Cost includes direct and indirect costs related to acquisition of property, plant and equipment necessary to bring them to their present state and 
condition, as well as estimates of the costs of dismantling and removing the item and restoring the site on which it is located, the obligation for 
which an entity incurs either when the item is acquired or as a consequence of having used the item. The cost of self-constructed fixed assets 
includes the cost of materials and direct labour.

      Subsequent costs are included in the asset’s carrying amount or recognised as a separate asset, as appropriate, only when it is probable that 
future economic benefits associated with the item will flow to the Group and the cost of the item can be measured reliably. The carrying amount 
of the replaced part is derecognised. All other repairs and maintenance are charged to the income statement during the financial period in which 
they are incurred.

      If the fixed asset object consists of components, which have significantly different useful lives, the components will be recorded as independent 
fixed asset objects, with separate depreciation rates assigned according to their useful life. Groups of fixed assets with similar estimated useful 
lives will be recorded as aggregates. 

      If the recoverable amount of an asset is estimated to be less than its carrying amount, the assets are presented at their estimated recoverable 
value. Recoverable value is equivalent to the higher of a particular asset’s fair value less costs to sell, or value in use. The anticipated future 
discounted cash flows are used as the basis for determining value in use (see also part of accounting polices “Impairment of non-financial 
assets”). Impairment losses in fixed assets are expressed as an increase in accumulated depreciation and are recognised as an expense in the 
income statement. A recovery in value in use is recognised as a reversal of impairment loss.

      Depreciation of property, plant and equipment is calculated using the straight-line method to allocate their cost to their residual values over 
their estimated useful lives. Depreciation rates are set separately to each asset depending on its estimated useful life. Depreciation of an asset 
is started when it is available for use, i.e. when it is in the location and condition necessary for it to be capable of operating in the manner 
intended by management. Depreciation of an asset ceases at the earlier of the date that asset is classified as held for sale (or included in a 
disposal group that is classified as held for sale) and the date the asset is derecognised. Depreciation does not cease when the asset becomes 
idle or is retired from the active use unless the asset is fully depreciated.

      The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at each balance sheet date.

      An asset’s carrying amount is written down immediately to its recoverable amount if the asset’s carrying amount is higher than its estimated 
recoverable amount.

      Gains and losses on disposals are determined by comparing proceeds with carrying amount and are included in the income statement.

      At the beginning of 2006, TeliaSonera introduced new uniform useful life spans for the fixed assets of its 100% subsidiaries. As the result of 
a thorough analysis, the companies in the Eesti Telekom Group also decided to introduce the depreciation periods suggested by TeliaSonera 
(with some adjustments based on local peculiarities) in Eesti Telekom, starting on 1 May 2006. Implementation of new periods was applied 
prospectively. The remaining useful life spans of existing fixed assets will be adjusted. 

    Exchange rate in 2006 Exchange rate in 2005

 Currency  As of 31 December  Average                   As of 31 December   Average                  

 EUR  15.64660 15.64660 15.64660 15.64660

  USD  11.88180 12.46499 13.22060 12.58756

 SEK   1.72897 1.690088 1.66071 1.68612

 LTL   4.53157 4.53157 4.53157 4.53157

 LVL   22.43340 22.47352 22.47260 22.47419
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    The following depreciation rates are used by the Group:

     Until 1 May 2006  Since 1 May 2006

    >	Buildings 3-8% per annum 2-12% per annum
    >	Telecommunication network equipment 10-20% per annum 10-20% per annum
    >	Plant and equipment 15-40% per annum 3-20% per annum 
    >	Furniture, fixtures and fittings 10-50% per annum 20-30% per annum
    >	Intangible assets (excl. goodwill) individual, up to 20% per annum Individual

    Land is not depreciated.

    The impact of the implementation of new depreciation rates on depreciation of the period was decrease of approximately 114 million kroons. 

  Leases

     Leases of plant and equipment under which the Group assumes substantially all risks and rewards of ownership are classified as finance leases. 

    Leases in which a significant portion of the risks and rewards of ownership are retained by the lessor are classified as operating leases. 

    a) The Group as lessor

     Amounts due from lessees under finance leases are recorded as receivables at the amount of the net investment in the leases. Finance lease income 
is allocated to accounting periods so as to reflect a constant periodic rate of return on the net investment outstanding in respect of the leases.

     Rental income from operating leases is recognised on a straight-line basis over the term of the lease, irrespectively from collection of relevant 
receivables.

    Assets leased under operating lease are recorded on the balance sheet in conventional rules similarly to that for other Group’s assets.

     b) The Group as lessee

     Assets held under finance leases are recognised as assets of the Group at their fair value at the date of acquisition or, if lower, at the present 
value of the minimum lease payments. The corresponding liability to the lessor is included in the balance sheet as a finance lease obligation. 
Lease payments are apportioned between finance charges and reduction of the lease obligation so as to achieve a constant rate of interest on 
the remaining balance of the liability. Finance charges are recorded in income statement on accrual basis of accounting, unless they are directly 
attributable to qualifying assets, in which case they are capitalised in accordance with the group’s general policy on borrowing costs. 

     Finance leased assets are depreciated in accordance with the depreciation policy described above, with the depreciation period being the esti-
mated useful life of the asset. 

     Payments made under operating leases (net of any incentives received from the lessor) are charged to the income statement on a straight-line 
basis over the period of the lease.

   Intangible assets

     Goodwill represents the excess of the cost of acquisition over the fair value of the identifiable net assets acquired. Goodwill is recognised as an 
intangible asset in the Group’s consolidated financial statements and it shall not be amortised. Separately recognised goodwill is tested annually 
for impairment and carried at cost less accumulated impairment losses. Impairment losses on goodwill are not reversed (see “Impairment of 
non-financial assets”). Gains and losses on the disposal of an entity include the carrying amount of goodwill relating to the entity sold.

     Other intangible assets: Licenses, patents, trademarks and client contracts are stated at the lower of the carrying or recoverable amount, and are 
amortised on the straight-line method over their estimated useful lives (individual for each asset object). Amortisation expenses are recorded in 
the income statement. Recoverable value is equivalent to the higher of a particular asset’s sale price, from which sales costs have been deducted, 
or value in use.  The anticipated discounted cash flows for the coming year are used as the basis for determining value in use (see also part of 
accounting polices “Impairment of non-financial assets”).

     Amortisation of the third generation mobile communications license acquired by AS EMT started in August 2003 and will continue for ten years.

   Research and development expenditure

     Research expenditure is recognised as an expense as incurred. Costs incurred on development projects (relating to the design and testing of new 
or improved products) are recognised as intangible assets when the following criteria are fulfilled:

     a)  it is technically feasible to complete the intangible asset so that it will be available for use or sale;

    b) management intends to complete the intangible asset and use or sell it;

     c) there is an ability to use or sell the intangible asset;

     d) it can be demonstrated how the intangible asset will generate probable future economic benefits;

     e)  adequate technical, financial and other resources to complete the development and to use or sell the intangible asset are available; and

    f) the expenditure attributable to the intangible asset during its development can be reliably measured.

    Capitalised development costs are amortised over five years using the straight-line method.

     Other development expenditures that do not meet these criteria are recognised as an expense as incurred. Development costs previously recog-
nised as an expense are not recognised as an asset in a subsequent period. Capitalised development costs are recorded as intangible assets and 
amortised from the point at which the asset is ready for use on a straight-line basis over its useful life, not exceeding five years.

 E E S T I  T E L E K O M  A N N U A L  R E P O R T  2 0 0 6 ��  N O T E S  T O  T H E  F I N A N C I A L  S T A T E M E N T S



   Non-current assets held for sale
     Non-current assets (or disposal groups) are classified as assets held for sale and stated at the lower of carrying amount and fair value less costs 

to sell if their carrying amount is recovered principally through a sale transaction rather than through a continuing use.

   Impairment of non-financial assets
     Assets that have an indefinite useful life are not subject to amortisation and are tested annually for impairment. 

     Assets that are subject to amortisation are reviewed for impairment whenever events or changes in circumstances indicate that the carrying 
amount may not be recoverable. 

     An impairment loss is recognised for the amount by which the asset’s carrying amount exceeds its recoverable amount. The recoverable amount 
is the higher of an asset’s fair value less costs to sell and value in use. For the purposes of assessing impairment, assets are grouped at the 
lowest levels for which there are separately identifiable cash flows (cash-generating units). 

    Impairment losses are recognised as period expenses. 

     Non-financial assets other than goodwill that suffered impairment are reviewed for possible reversal of the impairment at each reporting date.  

   Inventories

     Inventories for resale are recorded at cost, which comprises purchase price, non-refundable taxes as well as transportation and other costs 
directly attributable to the acquisition of inventories, less discounts.

     Inventories are stated at the lower of acquisition cost and net realisable value. Net realisable value is the estimated selling price in the ordinary 
course of business, less the estimated costs necessary to make the sale. 

    Cost is determined by the first-in, first-out method.

   Financial assets and liabilities
     Cash, shares and other securities, trade receivables, accrued income and other short and long-term receivables are considered to be financial 

assets. Trade payables, accrued expenses and other short and long-term payables are considered to be financial liabilities.

     Financial assets and liabilities are initially measured at cost, which is the fair value of consideration given or received to acquire the financial 
asset or liability. All costs directly connected with the financial asset or obligations are included in the acquisition price.

     Financial assets and liabilities are recognised on the balance sheet when the ownership title is transferred to the Group in accordance with the 
terms of the contract for the financial asset or liability. 

    a) Loans and receivables

      Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an active market. They are 
included in current assets, except for maturities greater than 12 months after the balance sheet date. These are classified as non-current assets. 

     b) Held-to-maturity financial assets

     Held-to-maturity financial assets are non-derivative financial assets with fixed or determinable payments and fixed maturities that the Group’s 
management has the positive intention and ability to hold to maturity. If the Group were to sell other than an insignificant amount of held-to-
maturity financial assets, the whole category would be tainted and reclassified as available for sale. Held-to-maturity financial assets are included 
in non-current assets, except for those with maturities less than 12 months from the balance sheet date, which are classified as current assets.

     On disposal of an investment, the difference between the net disposal proceeds and the carrying amount is charged or credited to income for 
the financial year.

     The fair values of quoted investments are based on current bid prices. If the market for a financial asset is not active (and for unlisted securities), 
the Group establishes fair value by using valuation techniques. These include the use of recent arm’s length transactions, reference to other 
instruments that are substantially the same, discounted cash flow analysis, and option pricing models, making maximum use of market inputs 
and relying as little as possible on entity-specific inputs.

     c) Trade Receivables

    	Trade receivables are recognised initially at fair value and subsequently measured at amortised cost using the effective interest method, less 
provision for impairment. A provision for impairment of trade receivables is established when there is objective evidence that the Group will not 
be able to collect all amounts due according to the original terms of receivables. Significant financial difficulties of the debtor, probability that 
the debtor will enter bankruptcy or financial reorganisation, and default or delinquency in payments are considered indicators that the trade 
receivable is impaired. The amount of the provision is the difference between the asset’s carrying amount and the present value of estimated 
future cash flows, discounted at the effective interest rate. 

     Long-term receivables and long-term loans granted are recognised at their net present value, from which doubtful accounts are deducted. The 
difference between the nominal value and the net present value of the receivable until the due date is reported in the income statement by 
applying the internal interest rate upon return of the receivable.

     Loans without interest or loans with an interest rate different to market rates are initially recognized at their net present value, applying the 
market interest rate, and the difference between the nominal value and the net present value of the receivable is amortized during the period 
remaining until the due date. The initial revaluation to the net present value and the subsequent amortisation of the receivable’s nominal value 
and net present value is reported in the income statement.
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    d) Factoring of receivables

     Factoring is the transfer of receivables. Depending on the terms of the factoring contract the entity either transfers substantially all the risks and 
rewards of the ownership of the receivable or retains certain risks and rewards. 

     If the entity retains the control over receivable or other risks associated to the receivable (for example factoring with recourse), the transaction 
is recorded as a financing transaction (a collateralized borrowing); the amount is retained in the balance sheet as a receivable until collection 
or until expiration of the recourse. The related liability is recorded similar to other borrowings.

     If the entity transfers the control over the asset and substantially all respective risks and rewards at the moment of transferring receivables, the 
transaction is recorded as the sale of receivable. Related cost is recognized as financial expense or as a cost related to receivables, depending 
whether the aim of the transaction was to manage the cash flows or to manage the credit risk.

    e) Liabilities

     All financial liabilities (debts to suppliers, loans taken, accrued expenses, and other short-and long-term debt liabilities) are recorded at their 
acquisition cost, which includes all the direct expenses related to the acquisition. Subsequent recognition is executed by the adjusted acquisition 
cost method.

     The adjusted acquisition cost of short-term financial liabilities is generally equal to their nominal value, and therefore, short-term financial 
liabilities are recognized on the balance sheet at the payable amount. In order to calculate the adjusted acquisition cost of long-term financial 
liabilities, they are initially recorded at the fair value of the received payment (from which transaction costs have been deducted), by calculating 
the interest cost on the obligations for the period using the internal interest rate method.

    Borrowing costs are not capitalised but expensed in the period they occurred. 

     Borrowings are classified as current liabilities unless the Group has an unconditional right to defer settlement of the liability for at least 12 
months after the balance sheet date.

     Liabilities that have arisen during the financial year or prior periods, which have a legal or contractual basis, which are expected to result in the 
outflow of resources, and which can be reliably measured, but for which the actual payment amount and payment date has not been definitely 
determined, are recorded as provisions on the balance sheet. Provisions are measured according to the Management Board’s estimates and 
previous experience, and when necessary also the assessments of independent experts.

   Provisions

     Site restoration expense provision has been recognized to the extent a legal or constructive obligation to a third party exists, the acquisition 
cost includes estimated costs of dismantling and removing the asset and restoring the site. A change in estimated expenditures for dismantling, 
removal and restoration is added to and/or deducted from the carrying value of the related asset. To the extent that the change would result 
in a negative carrying amount, this effect is recognized as income. The change in depreciation charge is recognized prospectively.

     The retirement benefit provisions are recognised based on the entity’s obligation to provide the agreed benefits to certain current and former employ-
ees for a fixed period of time after their retirement. The company has no retirement benefit obligations except for those arsing from a small number 
of individual agreements concluded in the past. The retirement benefit provision is measured at the present value of the related obligation.

     Termination (redundancy) compensations are recognised as liabilities and as expenses when, and only when, the company has clearly and 
unequivocally expressed its intention to terminate the employment relationship in the ordinary manner, in accordance with an accord between 
employer and employee, or before the employee’s legally stipulated retirement date. An enterprise is demonstrably committed to a termination 
only when the enterprise has a detailed formal plan for the termination, and has no other realistic option for solving the situation.

    Contingent liabilities are disclosed in the Notes to the financial statements as contingent liabilities.

   Taxation 

    a) Corporate income tax

     According to current legislation, the profits of Estonian companies are not taxed, whereby deferred income tax claims or liabilities do not exist. 
In Estonia instead of profits, dividends paid from undistributed profits are taxed at a rate of 22/78 (until 31 December 2006, a tax rate of 23/77 
was in force and until 31 December 2005, a tax rate of 24/76), on the net dividend paid out. The corporate tax resulting from the payment of 
dividends is recognized as an income tax expense in the same period as the dividends are declared regardless of for which period the dividends 
are declared or when they are actually paid out. 

    b) Other taxes

     Other taxes, that are affected the Group’s results, and tax rates in 2006 were the following: 

    >	Social tax - 33% of the paid payroll to the employees and of the fringe benefits;
    >	Unemployment tax - 0.3% of the paid payroll to the employees;
    >	Income tax on fringe benefits - 23/77 of the fringe benefits to the employees; (2005 - 24/76)
    >	Income tax on expenses not related to business activities - 23/77 of the expenses not related to business activities (2005 - 24/76);
    >	Land tax - 0.5-2% of the taxable value of the land per annum. (2005 – 24/76);
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   Government grants

     Grants from the government are recognised at their fair value where there is a reasonable assurance that the grant will be received and the 
Group will comply with all attached conditions.

     Government grants relating to costs are deferred and recognised in the income statement over the period necessary to match them with the 
costs that they are intended to compensate.

     Government grants relating to the purchase of property, plant and equipment are included in non-current liabilities as deferred government 
grants and are credited to the income statement on a straight line basis over the expected lives of the related assets.

     Government grants for operating expenses are recognised in proportion with the related expenses. The expenses for compensating and the 
compensations are recorded separately.

   Revenue recognition

     Net sales are recorded at the sales value, adjusted for discounts granted and sales related taxes. Sales principally consist of traffic charges includ-
ing interconnect and roaming, subscription fees, connection and installation fees, and service charges.   

     Revenue is recognized for the period in which the service is performed, base on actual traffic or over the contract term, as applicable, or when 
the product is delivered. Subscription fees are recognized as revenue over the subscription period. 

     Sales relating to public phone cards and prepaid mobile cards are deferred and recorded in revenue based on the actual usage of the cards. 
Rollover of unused minutes are deferred and recognized as revenues when the service is provided.

     Connection fees are recognized at completion of connection, if the fees do not include any amount for subsequent servicing but only cover the 
connection costs.

     When invoicing end-customers for third-party content services, revenue is reported on a net basis if the Group acts as an agent without assuming 
the risks and rewards of ownership of the services.

     The services and products may be bundled into one customer offering. Offerings may involve the delivery or performance of multiple products 
or services (multiple deliverables). In some cases, the arrangements include initial installation, initiation, or activation services and involve con-
sideration in the form of a fixed fee or a fixed fee coupled with a continuing payment stream. Telecom equipment is accounted for separately 
from service where a market for each deliverable exist and if title to the equipment passes to the end-customer. Costs associated with the 
equipment are recognized at the time of revenue recognized. Composite contracts are divided into part, if the separate parts correspond to the 
division criterion. The terms and conditions of the contract are allocated to the separate parts according to the proportion of the fair value with 
certain restrictions. The revenue is allocated to equipment and services in proportion to the fair value of the individual elements. 

     Customized equipment that can be used only in connection with services or products provided by the Group is not accounted for separately and 
revenue is deferred over the total service arrangement period. There are generally no options for the customer to acquire the equipment at the 
end of the service contract period (e. g. DigiTV). Revenue for such functionality agreements is recognized over the service period but part of the 
periodic fixed fee is deferred to meet the costs at the end of the contract period (maintenance and up-grades).

     Revenue from interconnection is accrued at the end of each accounting period based on the actual traffic of incoming calls from different carriers. 
Accrued revenue is adjusted to actual after reconciliation with the carrier is performed.

     In relation to the rendering of services, revenue is recognised when no significant uncertainties remain concerning the derivation of consideration 
or associated costs. Revenues from the sale of services are recognized after the service is provided, or if the service is provided for a longer 
period, then the percentage-of-completion method is used. 

     In relation to the sale of goods, revenue is recognised when the significant risks and rewards of ownership have been transferred to the buyer, 
and no significant uncertainties remain regarding the derivation of that consideration, associated costs, or the possible return of goods.

     Interest and dividends are recognised when it is probable that the economic benefits associated with the transaction will flow to the Group and 
the revenue can be measured reliably. Interest income is recognised as it accrues, unless collectibility is in doubt. Dividend income is recognised 
when the shareholder’s right to receive payment is established.

   Cash and cash flows
     For the purposes of the cash flow statement, cash and cash equivalents includes cash in hand, deposits held at call with banks, other short-term 

highly liquid investments with original maturities of three months or less.   

   Subsequent events

     Significant events that occurred during the preparation of the annual accounts and are related to transactions that took place during the financial 
year, and confirm the conditions that existed at the date of the financial statement, are considered in the valuation of assets and liabilities.

     Significant events that occurred during the preparation of the annual accounts and are not considered in the valuation of assets and liabilities, 
but significantly influence the results of the next financial year, are disclosed in the notes to the annual accounts.
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   Segment reporting

     A business segment is a group of assets and operations engaged in providing products or services that are subject to risks and returns that are 
different from those of other business segments. A geographical segment is engaged in providing products or services within a particular eco-
nomic environment that are subject to risks and return that are different from those of segments operating in other economic environments.

     The report provides information about the Group’s segments, and this information is organised by both business segments (the primary format 
for segment reporting) and geographic segments (the secondary format for segment reporting).

     A business segment is a distinguishable component of the Group that is engaged in providing a group of related services or products and that 
is subject to risks and returns that are different from those of other business segments. 

     Geographic segment is a part of the Group that provides services in a specific economic environment whereof risks and profitability differ from 
its other parts that act in other different economic environments. The majority of the Group’s revenues are generated in Estonia. 

     Two major segments, fixed network telecommunications and mobile telecommunications are distinguished as primary segments in the consoli-
dated financial statements.

     Segment expense is expense resulting from the operating activities and is directly attributable to the segment. 

     Segment gross profit is segment revenue less segment expense. Segment gross profit is determined before any adjustments for minority interest.

     Segment assets are those operating assets that are operatively employed and that are directly attributable to the segment. Segment liabilities 
are those directly attributable to the segment.  

     Capital expenditure represents total cost incurred during the period to acquire segment assets that are expected to be used during more than 
one period (property, plant and equipment, and intangible assets).

   Statutory reserve

     The statutory reserve in equity is a mandatory reserve, created in accordance with Estonian Commercial Code and it can only be used for covering 
losses or conversion to the share capital. At each year at least 1/20 of net profit should be recognised as statutory reserve until the statutory 
reserve comprises 1/10 of share capital. The distribution to shareholders from the statutory reserve is not permitted.

   Earnings per share

     Basic earning per share is calculated by dividing the profit of the year attributable to equity holders of the parent company by the weighted 
average number of ordinary shares outstanding during the year. 

     Diluted earning per share is calculated based on profit or loss attributable to the ordinary equity holders of the parent company, and the 
weighted average number of shares outstanding, adjusted for the effects of all dilutive potential ordinary shares. As the Group has not issued 
any potential ordinary shares, the diluted earnings per share equals to the basic earnings per share. 

   Supplementary disclosure on the parent entity of the Group

     According to the Estonian Accounting Law the separate primary reports of parent company should be disclosed. The respective disclosure is in 
Note 32. 

     There are included parent company’s balance sheet, income statement, statement of changes in equity and cash flows statement, which are 
presented as annex to the consolidated financial statements. These primary reports do not form a full set of parent company financial state-
ments. The primary reports of parent company are prepared using the same accounting policies as in the preparation of consolidated financial 
statements. 

     According to the revised IAS 27 Consolidated and Separate Financial Statements, in the unconsolidated statements of the parent company, which 
are presented as an annex to the consolidated statement, the investments in subsidiary companies are recognized at the acquisition cost (less 
the necessary discounts). 

N O T E 	 2 . 		 S E G M E N T 	 I N F O R M A T I O N

     Two major segments, fixed network telecommunications and mobile telecommunications are distinguished in the consolidated financial statements.

     Fixed network telecommunications – this segment operates the national telecommunications network, with providing fixed telecommunication 
services and related value-added services as well as providing production, marketing and sales of other related services. The companies belong-
ing to this business segment are Elion Enterprises AS, AS Elion Esindus, AS EsData, Group Eesti MicroLink and Viru Net OÜ.

     Mobile telecommunications – this segment operates mobile networks and systems, and deals with the producing, marketing and selling of 
services related thereto. The companies belonging to this business segment are AS EMT, EMT Esindused AS, AS Mobile Wholesale and Serenda 
Invest OÜ.

     Segment turnover represent inter-company income and expenses of the three above-mentioned segments. The inter-company turnovers 
between the companies belonging to the same segment are eliminated in this report.

    All assets of AS Eesti Telekom Group are located in Estonia.
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 a) Primary reporting format –  business segments

In thousands of Estonian kroons  Fixed network telecommunications Mobile telecommunications  Unallocated/ Eliminations    Consolidated

    2006 2006 2006 2005   2006 2005   2006 2005

Total segment revenue        2,929,821     2,585,454     3,502,152     3,080,456                      -                    -        6,431,973         5,665,910 

Inter-segment net sales         (211,881)     (182,415)      (452,358)     (324,123)                     -                    -         (664,239) (506,538)

External revenue        2,717,940     2,403,039     3,049,794     2,756,333                      -                    -        5,767,734         5,159,372 

Operating profit/ (loss)           571,189        494,960     1,101,698        921,470           (26,514)        (18,579)       1,646,373         1,397,851 

Financial income                       -                       -             42,768              40,820 

Financial costs                     (1,950) (3,030)

Finance income – net                     40,818              37,790 

Share of profit/ (loss) of associates                    59            1,084               134             (632)                     -                    -                  193                   452 

Profit before tax                1,687,384         1,436,093 

Income tax on dividends                 (373,377) (348,515)

Net profit for the period                       -                   -                    -                    -                      -                    -        1,314,007         1,087,578 

Other information by business segments

Assets (except investments in associates and goodwill)         2,532,512     2,228,407     1,939,985     1,858,785          232,540        513,940        4,705,037         4,601,132 

Goodwill             50,834          55,416          38,848                    -                      -                    -             89,682              55,416 

Investments in associates               8,030               927            9,217            2,024                      -                    -             17,247                2,951 

Total assets        2,591,376     2,284,750     1,988,050     1,860,809          232,540        513,940        4,811,966         4,659,499 

Liabilities           642,825        396,991        423,881        308,044         (368,119)        (86,033)          698,587            619,002 

CAPEX           496,457        414,911        274,309        190,657                   12               116           770,778            605,684 

Depreciation, amortization and write-downs           299,530        386,877        243,984        366,157                   48              (293)          543,562            752,741 

Impairment of goodwill  4,774 - - -   -                   -               4,774                        - 

(b) Secondary reporting format – geographic segments

The components of revenues by geographic segments are as follows:

  Fixed network telecommunications  Mobile telecommunications  Consolidated

    2006  2005  2006  2005  2006  2005

     %  %  %  %  %  %

European Economic Area (EEA)  2,676,037 98.46% 2,377,304 98.93% 3,036,191 99.55% 2,744,817 99.58% 5,712,228 99.04% 5,122,121 99.28%

Rest of Europe  26,342 0.97% 4,553 0.19% 10,072 0.33% 8,537 0.31% 36,414 0.63% 13,090 0.25%

North-America  15,561 0.57% 21,182 0.88% 1,814 0.06% 1,692 0.06% 17,375 0.30% 22,874 0.44%

Rest of world   - - - - 1,717 0.06% 1,287 0.05% 1,717 0.03% 1,287 0.02%

Total,  2,717,940 100.00% 2,403,039 100.00% 3,049,794 100.00% 2,756,333 100.00% 5,767,734 100.00% 5,159,372 100.00%

of which            

Estonia  2,466,051 90.73% 2,249,214 93.60% 2,893,800 94.89% 2,601,627 94.39% 5,359,851 92.93% 4,850,841 94.02%

Outside Estonia  251,889 9.27% 153,825 6.40% 155,994 5.11% 154,706 5.61% 407,883 7.07% 308,531 5.98%
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 a) Primary reporting format –  business segments

In thousands of Estonian kroons  Fixed network telecommunications Mobile telecommunications  Unallocated/ Eliminations    Consolidated

    2006 2006 2006 2005   2006 2005   2006 2005

Total segment revenue        2,929,821     2,585,454     3,502,152     3,080,456                      -                    -        6,431,973         5,665,910 

Inter-segment net sales         (211,881)     (182,415)      (452,358)     (324,123)                     -                    -         (664,239) (506,538)

External revenue        2,717,940     2,403,039     3,049,794     2,756,333                      -                    -        5,767,734         5,159,372 

Operating profit/ (loss)           571,189        494,960     1,101,698        921,470           (26,514)        (18,579)       1,646,373         1,397,851 

Financial income                       -                       -             42,768              40,820 

Financial costs                     (1,950) (3,030)

Finance income – net                     40,818              37,790 

Share of profit/ (loss) of associates                    59            1,084               134             (632)                     -                    -                  193                   452 

Profit before tax                1,687,384         1,436,093 

Income tax on dividends                 (373,377) (348,515)

Net profit for the period                       -                   -                    -                    -                      -                    -        1,314,007         1,087,578 

Other information by business segments

Assets (except investments in associates and goodwill)         2,532,512     2,228,407     1,939,985     1,858,785          232,540        513,940        4,705,037         4,601,132 

Goodwill             50,834          55,416          38,848                    -                      -                    -             89,682              55,416 

Investments in associates               8,030               927            9,217            2,024                      -                    -             17,247                2,951 

Total assets        2,591,376     2,284,750     1,988,050     1,860,809          232,540        513,940        4,811,966         4,659,499 

Liabilities           642,825        396,991        423,881        308,044         (368,119)        (86,033)          698,587            619,002 

CAPEX           496,457        414,911        274,309        190,657                   12               116           770,778            605,684 

Depreciation, amortization and write-downs           299,530        386,877        243,984        366,157                   48              (293)          543,562            752,741 

Impairment of goodwill  4,774 - - -   -                   -               4,774                        - 

(b) Secondary reporting format – geographic segments

The components of revenues by geographic segments are as follows:

  Fixed network telecommunications  Mobile telecommunications  Consolidated

    2006  2005  2006  2005  2006  2005

     %  %  %  %  %  %

European Economic Area (EEA)  2,676,037 98.46% 2,377,304 98.93% 3,036,191 99.55% 2,744,817 99.58% 5,712,228 99.04% 5,122,121 99.28%

Rest of Europe  26,342 0.97% 4,553 0.19% 10,072 0.33% 8,537 0.31% 36,414 0.63% 13,090 0.25%

North-America  15,561 0.57% 21,182 0.88% 1,814 0.06% 1,692 0.06% 17,375 0.30% 22,874 0.44%

Rest of world   - - - - 1,717 0.06% 1,287 0.05% 1,717 0.03% 1,287 0.02%

Total,  2,717,940 100.00% 2,403,039 100.00% 3,049,794 100.00% 2,756,333 100.00% 5,767,734 100.00% 5,159,372 100.00%

of which            

Estonia  2,466,051 90.73% 2,249,214 93.60% 2,893,800 94.89% 2,601,627 94.39% 5,359,851 92.93% 4,850,841 94.02%

Outside Estonia  251,889 9.27% 153,825 6.40% 155,994 5.11% 154,706 5.61% 407,883 7.07% 308,531 5.98%
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NOTE	3. 	 A D D I T I O N A L 	 I N F O R M A T I O N 	 O N 	 T H E 	 I N C O M E 	 S T A T E M E N T

     2006  2005 
(a) Net sales    
Mobile communications   2,902,067  2,670,056
Fixed telephony   1,368,363  1,441,897
Service, installation and customer equipment   791,509  387,764
Internet   549,693  418,267
Data communications and network capacity   487,988  339,738
Other   909,003  723,881
Inter-group transactions   (1,240,889)  (822,231)
    5,767,734  5,159,372

(b) Operating costs by function  
Cost of sales   3,260,113  2 958 335
Sales administrative and R&D expenses   
 Sales   496,187  566,968
 Administration   412,546  244,903
 Research and development   121  121
    908,854  811,992
    4,168,967  3,770,327

(c) Operating costs by nature  
Goods purchased   1,745,293  1,097,896
Network expenses, interconnect traffic   1,740,100  1,538,659
Other goods and services purchased   90,342  202,037
    3,575,735  2,838,592
Wages and salaries   483,534  395,984
Social charges   167,902  135,846
Other   38,141  31,208
    689,577  563,038
Marketing expenses   184,128  173,816
Information technology   71,700  40,203
Rent and leasing fees   48,377  36,485
Rent cars and equipment   38,142  37,429
Energy expenses   35,310  33,228
Travel expenses   9,268  3,359
Consultants’ services   6,206  5,030
Audit fees and costs   3,569  2,171
Change of bad debt expenses   (14,201)  12,812
Other expenses   51,881  56,275
    4,699,692  3,802,438
Inter-group transactions    (1,079,061)  (784,852)
Total external OPEX   3,620,631  3,017,586
Depreciation, amortization and write-downs   548,336  752,741
Total operating expenses   4,168,967  3,770,327
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NOTE	3. 	 A D D I T I O N A L 	 I N F O R M A T I O N 	 O N 	 T H E 	 I N C O M E 	 S T A T E M E N T 	 ( C O N T I N U E D )

     2006  2005 

(d) Other operating revenues and expenses  
Other operating income  
Profit from sales of fixed assets   35,196  9,256
Foreign exchange gain   4,068  3,184
Interest on fines and penalties   3,603  1,908
Other   10,144  8,692
    53,011  23,040
Other operating expenses  
Foreign exchange loss   3,872  2,861
Interest on fines and penalties   882  2,996
Loss from sales of fixed assets   651  1,692
Other   -   6,685
    5,405  14,234
Net effect on profit   47,606  8,806
  

(e) Depreciation and amortisation  
Production   481,321  671,498
Sales   32,185  76,251
Administration   34,830  4,992
    548,336  752,741

(f) Other net financing items  
Interest income   42,177  39,748
Foreign exchange gain   591  1,072
    42,768  40,820
Foreign exchange loss   1,269  221
Interest expense   681  2,809
    1,950  3,030
Net effect on profit   40,818  37,790

NOTE	4. 	 T A X A T I O N

    According to the Income Tax Act of the Republic of Estonia the net profit earned by enterprises is not taxed. Thus, there are no temporary differences 
between the tax bases and carrying values of assets and liabilities and no deferred tax assets and liabilities arise. Instead of taxing the net profit, 
the distribution of retained earnings is subject to income tax: 22/78 of net dividend paid (until 31 December 2006 the tax rate was 23/77 and until 
31 December 2005 - 26/74). The corporate income tax arising from the payment of dividends is accounted for as an expense in the period which 
dividends are declared, regardless of the actual payment date or the period for which the dividends are paid for.

    In case dividends are paid from the retained earnings for the period 1994-1999, it is possible to deduct the income tax paid earlier on the part 
of the retained earnings and prepayments of the tax on dividends made before the year 2000 from the amount of income tax to be paid on the 
respective amount of distribution. 

Corporate income tax
     2006  2005
Dividends paid   1,241,591  1,103,816
Income tax 23/77 (29.87%) (2005 - 24/76 (31.58%))   (370,865)  (348,573)
Part of the income tax paid by Group subsidiaries, which is transferred 
 to the next accounting period   (2,512)  -
Reduction of the income tax on dividends due to tax rate change  -  58
Current tax expense   (373,377)  (348,515)
Effective income tax rate   30.07%  31.57%
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NOTE	5. 	 P R O P E R T Y , 	 P L A N T 	 A N D 	 E Q U I P M E N T	

 
   Land and     Machinery and   Other equipment   Construction Expenditures for  
    buildings    equipment  and fixtures  in process   non-current assets   Total 
At 31 December 2004      

Cost  690,500 6,703,351 652,126 37,416 - 8,083,393

Accumulated depreciation (409,122) (5,222,945) (436,418) - - (6,068,485)

Net book amount 281,378 1,480,406 215,708 37,416 - 2,014,908

Year ended 31 December 2005      

Opening net book amount 281,378 1,480,406 215,708 37,416 - 2,014,908

Additions - 69,260 48,985 395,444 19,943 533,632

Acquired by finance leases - 7,240 - - - 7,240

Acquired through business 

 combination (Note 9) - 4,397 11,292 - - 15,689

Reclassification  15,439 272,430 92,174 (372,612) (7,431) -

Reclassification to assets classified 

 as held-for-sale (4,219) - - - - (4,219)

Disposals  (356) (5,686) (59) (497) - (6,598)

Depreciation charge (Note 2 (a)) (27,789) (580,406) (118,541) - - (726,736)

Closing net book amount 264,453 1,247,641 249,559 59,751 12,512 1,833,916

At 31 December 2005      

Cost 676,214 7,012,031 801,147 59,751 12,512 8,561,655

Accumulated depreciation (411,761) (5,764,390) (551,588) - - (6,727,739)

Net book amount 264,453 1,247,641 249,559 59,751 12,512 1,833,916

Year ended 31 December 2006      

Opening net book amount 264,453 1,247,641 249,559 59,751 12,512 1,833,916

Additions 22,758 208,563 4,234 475,825 - 711,380

Acquired through business 

 combination (Note 9) - 910 9,039 - - 9,949

Reclassification  77,146 498,107 (94,599) (468,142) (12,512) -

Reclassification to assets 

 classified as held-for-sale - (771) (972) - - (1,743)

Disposals  - (132) (1,259) (39) - (1,430)

Depreciation charge (Note 2 (a)) (36,354) (416,949) (54,174) - - (507,477)

Closing net book amount 328,003 1,537,369 111,828 67,395 - 2,044,595

At 31 December 2006      

Cost 852,189 7,531,843 407,649 67,395 - 8,859,076

Accumulated depreciation (524,186) (5,994,474) (295,821) - - (6,814,481)

Net book amount 328,003 1,537,369 111,828 67,395 - 2,044,595
   

As at 31.12.2005 the real estate located in Tallinn at Särje 22A, 24 and 26 in amount of 4,219 thousand kroons  and the data communication network 
of 11,530 thousand kroons were recorded as ‘Assets classified as held for sale’’. These assets were sold in 2006 with a gain of 44,000 thousand 
kroons and 1,500 thousand kroons respectively. As at 31.12.2006 for the unused network amount of 771 thousand kroons remained as ‘Assets clas-
sified as held for sale’’.

 E E S T I  T E L E K O M  A N N U A L  R E P O R T  2 0 0 6 ��  N O T E S  T O  T H E  F I N A N C I A L  S T A T E M E N T S



NOTE	6. 	 P R O P E R T Y , 	 P L A N T 	 A N D 	 E Q U I P M E N T 	 A C Q U I R E D 	 B Y 	 F I N A N C E 	 L E A S E

  Machinery and equipment
At 31 December 2004 
Cost   22,700
Accumulated depreciation  (2,270)
Net book amount  20,430

Year ended 31 December 2005 
Opening net book amount  20,430
Additions  7,240
Acquired through business combinations  532
Termination of lease  (19,677)
Depreciation charge  (1,392)
Closing net amount  7,133

At 31 December 2005 
Cost   7,772
Accumulated depreciation  (639)
Net book value amount  7,133

Year ended 31 December 2006 
Opening net book amount  7,133
Depreciation charge  (1,894)
Closing net book amount  5,239

At 31 December 2006 
Cost   7,772
Accumulated depreciation  (2,533)
Net book amount  5,239

FINANCE	LEASE	LIABILITY
  2006 2005
At 31 December 4,497 6,603
Principal payments during the financial year  1,704 15,719
Interest expenses during the financial year 302 109
Average annual interest rate 3% 3%
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NOTE	7. 	 I N T A N G I B L E 	 A S S E T S

      Licenses, patents
     and trademarks  
     Goodwill and client relations  Total  
At 31 December 2004   

Cost    - 231,298 231,298

Accumulated amortisation   - (140,108) (140,108)

Net book amount   - 91,190 91,190

Year ended 31 December 2005   

Opening net book amount   - 91,190 91,190

Additions   55,416 20,292 75,708

Acquired through business combination (Note 9)   - 28,831 28,831

Disposals    - (3,036) (3,036)

Amortisation charge (Note 2 (a))   - (26,005) (26,005)

Closing net book amount   55,416 111,272 166,688

At 31 December 2005   

Cost    55,416 277,814 333,230

Accumulated amortisation   - (166,542) (166,542)

Net book amount   55,416 111,272 166,688

Year ended 31 December 2006   

Opening net book amount   55,416 111,272 166,688

Additions   39,040 38,496 77,536

Acquired through business combination (Note 9)   - 10,953 10,953

Disposals and write-offs   - (272) (272)

Amortisation charge  (Note 2 (a))   - (36,085) (36,085)

Impairment charge (Note 2 (a))   (4,774) - (4,774)

Closing net book amount   89,682 124,364 214, 046

At 31 December 2006   

Cost    89,682 314,292 403,974

Accumulated amortisation   - (189,928) (189,928)

Net book amount   89,682 124,364 214,046

Impairment tests for goodwill

Management determined budgeted gross margin based on past performance and its market expectations. The weighted average growth rates 
used are consistent with the forecasts included in industry reports. The discount rates used reflect specific risks relating to the relevant CGUs. 

The carrying value of goodwill was tested as of 31 December 2006. The recoverable amount of a Cash Generating Unit (CGU) is determined 
based on value-in-use calculations. These calculations use cash flow projections based on financial budgets approved by management covering 
a five-seven-year period. Cash flows beyond the five-year period are extrapolated using the estimated growth rates. The growth rate does not 
exceed the long-term average growth rate for the business in which the CGU operates. Management determined budgeted gross margin based 
on past performance and its expectations for the market development. 

The key assumptions used for goodwill tests are as follows:

     Fixed network  Mobile 
   telecommunications CGU’s telecommunications CGU’s
WACC 1)  8.3% 10%
Growth rate 2)  3.0% 3.0%
Discount rate 3)  8.3% 8.0%
Net book amount of  goodwill relating to CGU’s  50,834 38,848
1) Weighted average cost of capital.

2) Weighted average growth rate used to extrapolate cash flows beyond the budget period.

3) Discount rate applied to the cash flow projections.

As a result of testing the goodwill that was allocated to one fixed network’s CGU’s an impairment loss in amount of 4,774 thousand EEK was identified. 
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NOTE	8. 	 I N V E S T M E N T S 	 I N 	 S U B S I D I A R I E S

   COUNTRY OF   OWNERSHIP 
  Notes INCORPORATION INTEREST 
    2006 2005 PRINCIPAL ACTIVITY OWNER 
Elion Enterprises AS  Estonia 100% 100% Network services for operators, data  AS Eesti Telekom
      communication and Internet products,
      voice communication solutions and 
      Internet content services for business
      and residential customers 
AS Elion Esindus   Estonia 100% 100% Retail sales of telecommunication  Elion Enterprises AS
      products and services 
AS EsData   Estonia 100%  100% Operating and development of data Elion Enterprises AS
      communication, Internet and  cable networks,
      and providing related services; sale, installation 
      and maintenance of equipment related
      with this activities
Viru Net OÜ 10 Estonia 100% 100% Internet services Elion Enterprises AS
AS MicroLink  10 Estonia 100% 99.72% Holding Company Elion Enterprises AS 
AS MicroLink Eesti 10 Estonia 100% 99.72% IT services: system integration and  AS MicroLink 
      infrastructure solutions; software 
      development; ERP and business solutions;
      data communications and networking; central
      systems and data centre solutions; systems 
      management and maintenance; end-user PC
      services and support; full IT outsourcing.
AS EMT  Estonia 100% 100% Construction and operating of mobile networks, AS Eesti Telekom
       providing mobile communication services 
EMT Esindused AS   Estonia 100% 100% Retail sales of telecommunication products  AS EMT
      and services 
AS Mobile Wholesale  Estonia 100% 100% Wholesale of mobile phones AS EMT
Serenda Invest OÜ  9 Estonia 51% - Administration of communication portal  AS EMT
      based in Estonia internet

NOTE	9. 	 A C Q U I S I T I O N 	 O F 	 B U S I N E S S 	 C O M B I N A T I O N S

      In April 2006, AS EMT, a wholly owned subsidiary of AS Eesti Telekom, purchased 51 per cent of the shares of Serenda Invest OÜ. Serenda Invest OÜ owns 
the brand name Rate and administrates Estonian internet based communication portal Rate.ee.

   49% of Serenda Invest OÜ belongs to Rate Solution OÜ, which owner is Andrei Korobeinik, the author and founder of Rate.ee.

    Rate.ee is the biggest social network in Estonia, which connects 360,000 registered users. The aim of the acquisition of Serenda Invest OÜ is to provide 
and expand telecommunication and multimedia services. 

    The acquired subsidiary contributed revenue of 12,027 thousand EEK and net profit of 9,315 thousand kroons to the Group for the period from the date of 
acquisition to 31 December 2006. If the acquisition had occurred on 1 January 2006, the contribution to Group revenue would have been be approximately 
the same and profit would have been lower of approximately 1,000 thousand kroons.

    The purchase consideration comprises cash and cash equivalents paid of 29,328 thousand kroons, and deferred consideration of 10,078 thousand kroons 
payable in 2008 and 2009 (see Notes 22 and 23).

    The goodwill is primarily attributable to the profitability of the acquired business, the significant synergies and combined costs savings expected to arise. 

    Fair value of assets and liabilities acquired are based on discounted cash flow models. The valuation of identifiable intangible assets was performed by 
an independent professional appraiser. 

    In the last quarter of 2006, Elion acquired Norby Telecom’s private client service business. Fair value of assets and liabilities acquired are based on 
discounted cash flow models. The valuation of identifiable intangible assets was performed by an independent professional appraiser. The purchase 
consideration of 20,030 thousand kroons was allocated fully to tangible and intangible assets. 

    On October 31, 2005, the transfer of 96% of the shares of AS MicroLink, the leading IT company in the Baltic States, to Elion Enterprises AS (subsidiary 
belonging 100% to AS Eesti Telekom) came into force. The purchase price for the shares was 445 million kroons. MicroLink AS offers services for software 
development, business and financial information systems, infrastructure solutions, computer workplace and information system maintenance, adminis-
tration of data communications, private networks, and centralized systems, as well as monitoring and client support services. AS MicroLink contributed 
revenue of 52,409 thousand kroons and net profit of 7,664 thousand kroons to the Group for the period November 1 to 31 December 2005. 

    If the acquisition had occurred on 1 January 2005, the effect on the revenue would have been 183,746 thousand kroons and the net profit 30,319 thou-
sand kroons. The calculations are based on the Group’s accounting principles. The results of the subsidiaries have been adjusted as if the depreciation of 
the acquired assets and other adjustments had been recognized based on their fair values starting from 1 January 2005.

    In December 2005, an additional 3.24% and in 2006, an additional 0.28% of minority interest was purchased in AS MircoLink for 14 million kroons and 
0.9 million kroons respectively. 
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The effect of the acquisition of subsidiaries on goodwill and cash flows in 2006 and 2005 were as follows:

       2006
      Serenda Invest OÜ Norby 
       Telecommunications
      Fair  Acquirer’s  Fair  Acquirer’s
     Note  value  carrying amount  value carrying amount
Fixed assets    5  910 910 9,039 3,213
Intangible assets   7  - - 10,953 -
Trade receivables     - - 38 38
Cash and cash equivalents     40 40 - -
Liabilities     (8) (8) - -
Net identifiable assets and liabilities    942 942 20,030 3,251
Interest acquired     51%   100.00% 
Share in net identifiable assets and liabilities acquired   480   20,030 
Goodwill   7  38,848   - 
Total consideration     39,328   20,030 
Cash and cash equivalents paid     40   - 
Unpaid consideration    22, 23  (10,078)   - 
Net cash out flow      (29,210)   (20,030) 
 

Acquisition of minority interest
In 2006 the Group acquired remaining 0.28% of the share capital of MicroLink AS.

Details of minority interest of MicroLink AS acquired and related goodwill arising on the acquisition are as follows:

Purchase consideration     937
Minority interest acquired     (745)
Goodwill     192

       2005
      MicroLink Grupp Eesti Viru Net OÜ 
      At 31 October At 1 January
      Fair  Acquirer’s  Fair  Acquirer’s
     Note  value  carrying amount  value carrying amount
Fixed assets     17 524 16 694 2,976 2,976
Trademark     17 607 -  
Client contracts     9 143 -  
Inventories     1 653 1,653 - -
Trade receivables     12 916 12,916 123 123
Other receivables     12 901 12,901 - -
Assets classified as held for sale         
 Data communication network     11 530 1,899 - -
 Investments held for sale     238 898 90,759 - -
Cash and cash equivalents     123 598 123,598 56 56
Liabilities     (36 075) (36,075) (2,107) (2,116)
Net identifiable assets and liabilities    409,695 224,345 1,048 1,039
Interest acquired     96.48%   100%  
Share in net identifiable assets and liabilities acquired   395,273   1,048  
Goodwill   7  49,312   5,602  
Total consideration      (444,585)   (6,650)  
Cash and cash equivalents     123,598   56  
Deferred consideration    22, 23  45,802   1,650  
Net cash out flow      (275,185)   (4,944)  
  
The trademark of MicroLink was valued using an income based approach. Contractual customer relationships were valued using multi-period 
excess earnings method. The expected future revenue streams and EBIDTA margin on a combination of historical trends and future expectations 
of management have been benchmarked for reasonableness against the forecasts for a group of guideline companies. A remaining useful life 
of 7 years has been assigned to the customer relationships.
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NOTE	10.	 I N V E S T M E N T S 	 I N 	 A S S O C I A T E S
     Year ended 31 December
      2006  2005
Cost of investments    32,509 18,409
Share of post-acquisition loss, net of dividends received    (15,262) (15,458)
     17,247 2,951

During the 2006 year, subsidiaries of the Eesti Telekom Group - Elion Enterprises AS and AS EMT- each invested an additional 7,050 thousand kroons 
in AS Sertifitseerimiskeskus, thereby increasing the associated company’s share capital by the corresponding amount. During the same period, the 
same amount was invested in the enlargement of the share capital of AS Sertifitseerimiskeskus by the company’s co-shareholders, Hansapank AS 
and SEB Eesti Ühispank AS. 

Details of the Group’s associates, as of 31 December 2006 and 2005, are as follows:

 Country  Ownership interest 
 of incorporation 2006 2005 Principal activity    Owner 
AS Sertifitseerimiskeskus Estonia 50% 50% Providing certification and related services Elion Enterprises AS – 25%
         AS EMT – 25%
OÜ Voicecom Estonia 26% 26% Designing and providing software
      for mobile related services  AS EMT

Financial information of associates 
   AS Sertifitseerimiskeskus  OÜ Voicecom Total
2005    
Assets 15,455  6,488 21,943
Liabilities 11,748  2,266 14,014
Revenues 21,315  8,007 29,322
Profit/ (loss) (3,127)  595 (2,532)
2006      
Assets 35,352  7,022 42,374
Liabilities 3,233  2,490 5,723
Revenues 19,249  10,221 29,470
Profit/ (loss) 212  310 522
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The interest rates and repayment terms of the Group’s long-term receivables are as follows:

    Note Interest rate Maturity date Year ended 31 December
        2006 2005
(a) Long-term loan receivables     
Loan to Union of Põlva County Municipalities   10.00% 2010 1,055 -

Non-current portion of receivables        1,055 -
(b) Long-term receivables from associated company     
Loan to AS Sertifitseerimiskeskus   28 6.50% 2006 - 4,100
Current portion of receivables (-)      - (4,100)

Non-current portion of receivables        - -

(c) Non-current trade receivables   
Factoring receivables      1,369 2,342
Non-current trade receivables      17,603 610
       18,972 2,952
Current portion of receivables (-)      (14,468) (1,452)
Non-current portion of receivables      4,504 1,500

(d) Other long-term receivables     
Instalment receivables    2% - 16% 2006 - 2010 143,767 88,177
Finance lease receivables   12 (a) 8% - 16% 2006 - 2010 76,283 1,325
       220,050 89,502
Current portion of receivables (-)      (106,470) (46,808)
Non-current portion of receivables      113,580 42,694
Total other non-current receivables      119,139 44,194

NOTE	11.	 L O N G - T E R M 	 R E C E I V A B L E S



Expected repayments of the long-term receivables:

  2006  2005
Within one year 120,925  52,360
Later than one year and not 
later than five years incl. 119,152  44,194
  240,077  96,554

NOTE	12.	 F I N A N C E 	 A N D 	 O P E R A T I N G 	 L E A S E S 	 ( T H E 	 G R O U P 	 A S 	 L E S S O R )

a) Finance leases 
The investments in finance leases and respective receivables are as follows:

   Year ended 31 December Year ended 31 December

  Note 2006 2005
(a) Finance lease  - non-current receivables   
Finance lease – gross receivables  51,904 331
Unearned finance income (-)  (5,743) (22)
Finance lease – net receivables  46,161 309

(b) Finance lease – current receivables   
Finance lease – gross receivables  34,417 1,133
Unearned finance income (-)  (4,295) (117)
Finance lease – net receivables  30,122 1,016
Total finance lease net receivables  11 (d) 76,283 1,325

PC, DigiTV equipment (three-year contract) and mobile phones (two-year contract) are leased out at the terms of finance lease.

Expected repayments of the referred finance lease receivables: 

    Year ended 31 December Year ended 31 December

  Note 2006 2005
(a) Gross receivables from finance lease  
 Within one year  33,998 1,133
 Between one and two years  52,323 331
   86,321 1,464
Unearned future finance income on finance lease (-)  (10,038) (139)
Net investment in finance lease 11 (d) 76,283 1,325
(b) Net investment in finance lease  
 Within one year  29,741 1,016
 Between one and two years  46,542 309
Net investment in finance lease 11 (d) 76,283 1,325

b) Operating leases receivables
  The Group leases office space and IT equipment and solutions under the terms of operating lease. Income from such leases amounts to 37,851 

thousand kroons and 23,327 thousand kroons in 2006 and 2005, respectively.

NOTE	13.	 I N V E N T O R I E S

     Year ended 31 December Year ended 31 December

   2006 2005
Raw materials and consumables  43,987 38,171
Goods for resale  93,133 48,487
Advances to suppliers  5,572 212
    142,692 86,870

In 2006, impairment for the inventories were in the total amount of 3,556 thousand kroons (2005 – 26,816 thousand kroons) based on the estimated 

decline of the net realisation value below their acquisition cost.
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NOTE	14.	 T R A D E 	 A N D 	 O T H E R 	 R E C E I V A B L E S

    Year ended 31 December Year ended 31 December

  Note 2006 2005

Trade receivables   
Accounts receivable                 666,772  623,488
Provision for impairment of receivables                    (11,231) (17,856)
   655,541 605,632

Other receivables   
Receivables from associates 28 200 4,259
International settlements  43,278 63,990
Accrued interest   14,917 15,001
Other accrued income  1,038 49
Prepaid expenses  42,804 60,865
Prepaid value-added tax  3,612 3,146
Prepaid other taxes  60 25
Current portion of other long-term receivables 11 (d) 106,470 46,808
Other receivables  16,292 37,170
   228,671 231,313
    884,212  836,945

NOTE	15.	 S H O R T - T E R M 	 I N V E S T M E N T S

   Year ended 31 December Year ended 31 December

   2006 2005
a) Short-term investments with maturities up to three months

 Current securities held-to-maturity  - 24,845
(b) Short-term investments with maturities over three months 

 Current securities held-to-maturity  83,931 52,520
 Deposits  980,928 1,189,273
   1,064,859 1,241,793
Total short-term investments  1,064,859 1,266,638

The effective interest rates on short-term investments in 2006 were:
>		 investments in EEK – 3.12% (2005 – 2.53%)
>		 investments in EUR – 2.87% (2005 – 2.33%).

   2006 2005
Short-term investments in EEK  935,198 1,145,345
Deposits  859,085 1,092,350
Current securities held-to-maturity  76,113 52,995
   
Short-term investments in EUR  129,661 121,293
Deposits  121,843 96,923
Current securities held-to-maturity  7,818 24,370
  
Short-term investments total  1,064,859 1,266,638
Deposits total  980,928 1,189,273
Current securities held-to-maturity  83,931 77,365

There were no assets for trading or available-for-sale in 2006 or 2005.
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NOTE	17.	 C A P I T A L 	 A N D 	 R E S E R V E S

   a) Issued capital
    Year ended 31 December Year ended 31 December

   2006 2005
Shares issued   
Ordinary shares, par value 10 EEK per share, fully paid  137,954,528 137,954,528

The holders of ordinary shares are entitled to receive dividends as declared by the general meeting, and are entitled to one vote per share at general 
meetings of the shareholders of the parent company.

The following charts list the largest owners of ordinary AS Eesti Telekom shares at the year ended: 

    2006
   Number of shares Ownership interest %
TeliaSonera AB (immediate parent company Baltic Tele AB)  74,110,079 53.72
Republic of Estonia  37,485,100 27.17
Deutsche Bank Trust Company Americas  12,505,821 9.07
Skandinaviska Enskilda Banken AB Clients  2,238,107 1.62
ING Luxembourg S. A.  1,491,330 1.08
Morgan Stanley + Co International Equity Client Account  1,191,442 0.86
Danske Bank Clients Holdings  1,017,063 0.74
Trigon New Europe Small (Little) Associates Found  645,240 0.47
Bank Austria Creditanstalt AG Clients  579,526 0.42
The Northen Trust Company  470,000 0.34
Other public investors  6,220,820 4.51
   137,954,528 100.00

    2005
   Number of shares Ownership interest %
TeliaSonera AB (immediate parent company Baltic Tele AB)  69,330,171 50.26
Republic of Estonia  37,485,100 27.17
Deutsche Bank Trust Company Americas  13,700,667 9.93
Skandinaviska Enskilda Banken AB Clients  6,588,858 4.78
Ing Luxembourg S. A.  1,663,000 1.21
Danske Bank Clients Holdings  787,464 0.57
Clearstream Banking Luxembourg S. A. Clients  590,209 0.43
Morgan Stanley + Co International Equity Client Account  562,400 0.41
Skandinaviska Enskilda Banken Finnish Clients  527,899 0.38
Trigon Centre and East Europe Fund  488,658 0.35
Other public investors  6,230,102 4.52
   137,954,528 100.00

b) Reserves

 Reserves include:

 >	 	 Statutory legal reserve required by the Commercial Code.  Subject to the approval of the general meeting, the reserve may be used for covering 
cumulated losses, if the latter cannot be covered with other unrestricted equity, and for increasing share capital.

 >	 	 Share premium – the positive difference between the issue price and nominal value of issued shares (issue premium).

NOTE	16.	 C A S H 	 A N D 	 C A S H 	 E Q U I V A L E N T S

   Cash and cash equivalents consist of cash on hand, balances with banks and shares of money-market funds:

     Year ended 31 December Year ended 31 December

   2006 2005
Bank accounts and cash on hand  234,924 173,912

Deposits with maturities up to three months   89,481 231,636

   324,405 405,548
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c) Dividends
  Dividends in the total amount of 1,241,591 thousand kroons (2005 – 1,103,636 thousand kroons) or 9.00 kroons per ordinary share were declared 

and disbursed in the reporting period 2006 (2005 – 8.00 kroons). 

d) Treasury shares
  The Annual General Meeting of Shareholders, on 18 May 2006, authorized AS Eesti Telekom Management Board to acquire within one year from 

the adoption of this resolution, i.e. until 18 May 2007 (the same authority, which was obtained from last Annual General Meeting on 18 May 
2005, terminated on 18 May 2006) AS Eesti Telekom shares of A-series so that the total of nominal values of treasury shares held by AS Eesti 
Telekom would not exceed the limit set by statutory regulations, and that the price payable per share would not exceed the highest price paid 
for the ordinary shares of AS Eesti Telekom on the Tallinn Stock Exchange on the day of acquiring the shares. AS Eesti Telekom has to pay for the 
shares from the Group’s assets in excess of its share capital, legal reserve and share premium. The amount of shares to be acquired each time 
shall be determined on each occasion separately by a resolution of AS Eesti Telekom’s Supervisory Council. 

 AS Eesti Telekom has not acquired treasury shares during 2006 and 2005.

e) Earnings per share

    2006 2005
 Profit for the year from continuing operations for the period attributable 
    to equity holders of the Company (EEK)  1,309,443,000 1,087,416,000

 The average number of ordinary shares  137,954,528 137,954,528
 EPS   9.49 EEK 7.88 EEK

  As the Group has no instruments with a dilutive effect on earnings per share neither in 2006 or 2005, diluted earnings per share equals basic 

earnings per share.

f) Share price
  AS Eesti Telekom shares are quoted in the main list of the OMX Tallinn Stock Exchange and in the main list of GDR-s on the London Stock Exchange. 

Each GDR (Global Depositary Receipts) represents three ordinary shares.

  The highest price of an AS Eesti Telekom share on the OMX Tallinn Stock Exchange during 2006 was 131.43 EEK; the lowest price was 108.74 kroons 
(2005 – 134.56 kroons and 111.09 kroons respectively), and the average price was 120.38 kroons per share (2005 – 122.43 kroons per share).

NOTE	18.	 I N T E R E S T - B E A R I N G 	 L I A B I L I T I E S

   Year ended 31 December Year ended 31 December

(a) Non-current Notes 2006 2005
Non-convertible long-term debts 19  423 1,117
Finance lease liability 6, 24 (a) 2,701 4,656
   3,124 5,773

(b) Current   
Non-convertible debts 19 946 1,226
Finance lease liability 6, 24 (b) 1,796 1,947
     2,742 3,173
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NOTE	19.	 INTEREST-BEARING	LIABILITIES	 INFORMATION

The Group does not have any contingencies from outstanding bank loans as of 31 December 2006. 

On 18 January 2001, AS Eesti Telekom entered into a loan facility agreement with a syndicate of international banks for the purpose of raising a 
40 million euros (625.9 million kroons) debt. The maturity date of the loan was 5 years (until 18 January 2006) and the annual interest rate wass 
EURIBOR of relevant interest period + 0.775%. The syndicate consisted of Bankgesellschaft Berlin AG, the Dai-Ichi Kangio Bank Ltd, Landesbank 
Schleswig Holstein Girozentrale, Sampo Bank Plc, AB Swedbank and AS Hansapank. 

As of 31 December 2006 and 2005, the loan has not been used.

The details of the Group’s non-convertible long-term debts are as follows:

   Year ended 31 December Year ended 31 December

  Notes 2006 2005
Factoring  1,369 2,343

Current portion of non-convertible long-term debts (-) 18 (b) (946) (1,226)

Non-convertible long-term debts 18 (a) 423 1,117

Expected repayments of the referred long-term debt:

   2006 2005

Within one year  946 1,226

Later than one year and not later than three years incl.  423 1,117

   1,369 2,343
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NOTE	20.	 R E T I R E M E N T 	 B E N E F I T 	 O B L I G A T I O N S
   Year ended 31 December Year ended 31 December

   2006 2005
Current portion of retirement benefit obligations  865 865
Non-current portion of retirement benefit obligations  7,912 6,926
Total retirement benefit obligations  8,777 7,791 

Balance at the beginning of the year  7,791 8,657
Benefits paid  (865) (866)
Additional provisions  1,505 -
Interest accrued  224 80
Exchange differences  122 (80)
Balance at the end of the year  8,777 7,791

The calculation of retirement benefit provisions are based on agreements concluded with certain individuals for a fixed period and amount. These 
provisions are recorded in the balance sheet at their present value. The interest rates of high-quality corporate bonds are used as the average 
discount rate of 4.5%. 
       Compensation of 
     Site restoration Termination   Disputed  the tolerance of   
    expense  benefits penalties  technical infrastruc-  Guarantee  
        provision provision provision ture provision provision Total
Current portion of provision   - 3,171 2,132 - - 5,303
 Non-current portion of provisions  19,183 - - 1,980 961 22,124
    19,183 3,171 2,132 1,980 961 27,427
      
At 31 December 2005   - 3,709 2,132 1,980 - 7,821
Additional provisions   19,183 3,171 - - 961 23,315
Used provisions during year    - (3,709) - - - (3,709)
At 31 December 2006   19,183 3,171 2,132 1,980 961 27,427

 >	   Site Restoration expense provision. In 2006, AS EMT recognized site restoration expense provision to the extent a legal or constructive obligation 
to a third party exists. The company has concluded two types of contracts for the use of the land under masts and modular buildings: “Contracts 
constituting rights of superficies” and “Contracts encumbering a registered immovable with the personal right of use”. The majority of the contracts 
have been concluded for periods of 25 and 50 years. Upon the expiration of the contracts, AS EMT is obligated to compensate all the costs that are 
related to the restoration of the land under the masts and modular buildings to its usual economically good condition, primarily to free the contract 
objects from unusable structures and buildings and to restore the property into the condition that existed before the contract was signed.

 >	 	Termination benefits provision. The provision has been created and it will be used in connection with the termination employment contracts 
when, and only when, the company has a detailed written plan for the termination of the work relationship and there are no realistic possibilities 
for not implementing this plan.

NOTE	21.	 P R O V I S I O N S



NOTE	23.	 TRADE	AND	OTHER	PAYABLES   Year ended 31 December Year ended 31 December

  Notes 2006 2005

Trade payables            365,381  319,745

Payable to employees            122,205  82,333

International settlements               54,285  46,265

Current liability related to acquisition of shares  9 4,934 47,452

Other accrued expenses  13,295 25,439

Value-added tax payable               18,319  23,621

Social insurance tax payable               14,749  15,134

Employee withholding tax payable                 8,234  8,802

Income tax fringe benefits payable                 1,654  2,441

Unemployment contribution payable                    358  588

Other taxes payable                    586  575

Customer advances                 3,427  6,829

Deferred income from government grants 25                1,804  928

Other prepaid revenue               41,822  14,180

Payables to associates 28                   312  112

     651,365 594,444

NOTE	24.	 OPERATING	AND	FINANCE	 LEASES	 (THE	GROUP	AS	 LESSEE)

a) Operating lease payments

    Year ended 31 December Year ended 31 December

   2006 2005

Minimum lease payments under non-cancellable operating leases:  

 Within one year  26,220 22,122

 Later than one year and not later than five years incl.  48,666 43,462

 After five years  - 29

    74,886 65,613

The operating lease expenses for 2006 and 2005 were 28,246 thousand kroons and 24,268 thousand kroons, respectively.

b) Finance lease payments

    Year ended 31 December Year ended 31 December

  Notes 2006 2005

Finance lease payments, both principal and interest charge, are payable as follows:  

 Within one year  1,951 2,026

 Later than one year and not later than five years incl.  2,816 4,749

   4,767 6,775

Interest charge (-)  (270) (172)

Current portion of finance lease liability  18 (b) (1,796) (1,947)

Long-term liability 18 (a) 2,701 4,656
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 >	 	Provision for disputed penalties. Elisa Mobiilsideteenused AS has submitted a statement of claim against Elion Enterprises AS, in which they 
demand the performance of contractual obligations, and that  interconnection fees not paid on time in the amount of 9,652 thousand EEK and a 
penalty of 2,132 thousand kroons thereon be ordered to be paid by Elion Enterprises AS. Elion Enterprises AS has contested the propriety of the 
interconnection fee claim. The amount for interconnection fees is recognized in the Group’s 2005 operating costs, but has not been transferred to 
Elisa Mobiilsideteenused AS. Based on the statement of claim, an appropriation has been made for penalty in case the court action in not resolved 
in favor of Elion Enterprises AS.

 >	 	Provision for the compensation of the tolerance of technical infrastructure. According to the Riigikogu resolution of 30 April, 2004, owners of 
technical infrastructure and networks are obligated to pay landowners compensation for the tolerance of technical infrastructure and networks 
built on their land starting on 1 October, 2004. The implementation act regarding the size and payment of the compensation has not yet been 
passed. Upon the passage of the implementation act, Elion Enterprises AS will have to compensate possible claims started from 1 October, 2004. 
Considering this, an appropriation has been made totaling the possible compensation amount for the period 1 October, 2004 – 31 December, 
2006. The calculation of the amounts is based on the law and the draft regulation of the Government of the Republic.

 >	 	Guarantee provision. Provision for long-term additional guarantee of services.

NOTE	22.	 NON-CURRENT	NON-INTEREST	BEARING	LIABILITIES   Year ended 31 December Year ended 31 December

  Notes 2006 2005

Non-current liability for purchase of shares in subsidiaries 9 5,144                     -

Other  8  -

   5,152 -



NOTE	26.	 FINANCIAL	RISK	MANAGEMENT

The Group’s activities expose it to a variety of financial risks: interest rate risk, credit risk, liquidity risk, currency risk and fair value risk. The Group’s 
risk management is focused on the unpredictability of financial markets and seeks to minimise potential adverse effects on the Group’s financial 
performance. 

Funding the Group as well as managing Group’s excess liquidity and financial risks are the responsibilities of the Treasury Department that fulfils its 
obligations in accordance with the rules approved by the Supervisory Board of AS Eesti Telekom.

To manage the Group’s liquid assets more efficiently the Group has cash pooling agreements in Hansapank, SEB Eesti Ühispank, Sampo Pank and in 
Estonian branch of Nordea Bank Finland. The cash pool is also used for funding the subsidiaries.

(a) Interest rate risk
 Interest rate risk bearing financial assets and liabilities have long term maturities which are sensitive to movements in interest rates. The Group does 
not have long-term interest rate sensitive financial assets. 

Interest rate risk for financial liabilities represents the volatility of interest rates, which may result the difficulties in forecasting exact amounts of 
debt repayments. In the worst case scenario, if the company has large amounts of debt on its balance sheet and the interest rates rise sharply, the 
solvency of the company becomes under threat.

Impact of 1% parallel change (rise) in the interest rate curve to net interest revenue would be 1,564 thousand kroons.

The interest rates and repayment terms of the Group’s loans are disclosed in note 19 in the financial statements.

(b) Credit risk
Credit risk represents the accounting loss that would be recognised at the reporting date if counter parties failed to perform as contracted. The Group 
does not have significant exposure to credit risk to any individual customer or counter party. To reduce exposure to credit risk, the Group performs 
ongoing customer performance evaluations. The management does not expect the failure of customers in meeting their obligations.

The Group has policies that limit the amount of credit exposure to any financial institution or other counterparty. The Group manages its excess 
liquidity and financial risks only with and through Estonian banks, which have at least a Baa3 Moody’s credit rating, and foreign banks, which have 
at least an A2 Moody’s credit rating.

(c) Foreign exchange risk
Currency risk is the potential loss of unfavourable movements in currency exchange rates against Estonian kroons. To hedge the currency risk arising 
from liabilities denominated in foreign currencies, the Group may conclude currency forward, option and swap transactions; also the Group’s group 
accounts include foreign currency assets.

Group Treasury manages currency risk so that in any time the movement of currency exchange rates more than 5% has not bigger effect to open 
currency positions than 3 million kroons.

Main operating currencies for the Group, other than Estonian kroons, are euros and US dollars. In 2006 approximately 10% of settlements were in 
euros and less than 5% of settlements in US dollars. Other foreign currencies contributed less than 1% of the total settlements. 

As of 31 December 2006 the Group did not have any outstanding derivative contracts related to hedge currency risks.

d) Liquidity risk
Liquidity risk relates to the availability of sufficient funds for debt service, dividend payment, and capital expenditure and/or working capital requirement.

Minimum required liquidity position (MRLP) should at any time exceed the level of 5% of planned annual turnover. MRLP is calculated as follows:

MRLP = current assets + unused committed credit facilities – debt repayable within 12 months.

e) Fair value
The fair values of cash, receivables, trade payables, loans and borrowings are not materially different from their carrying amounts. 
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NOTE	25.	 GOVERNMENT	GRANTS

The following table contains information about the usage of government grants occurred from the state budget and used by EMT for financing hardware 

and software. The government grants have been accepted by the Estonian Ministry of Economic Affairs and Communications.

  Notes 2006 2005

Government grants for operating expenses    

Balance of unappropriated government grant at the beginning of the period  - -

Received from the Government of the Republic   - 854

Recognized as government grant revenue   - 854

Balance of unappropriated government grant at the end of the period  - -

Government grants of assets    

Undepreciated balance at the beginning of the period   928 -

Received from the Government of the Republic   5,020 1,656

Depreciated into revenue   4,144 728

Undepreciated balance at the end of the period 23 1,804 928

Total government grants recognized as revenue   4,144 1,582



NOTE	27.	 CASH	FLOWS	FROM	OPERATING	ACTIVITIES
     Year ended 31 December Year ended 31 December

  Notes 2006 2005

Cash flows from operating activities   

Net profit for the period          1,314,007           1,087,578 

Adjustments for:   

 Depreciation, amortization and impairment of fixed 

     and intangible assets 3 (e), 5, 7            548,336              752,741 

 Profit from sales and write-off of fixed assets 3 (d)            (34,545) (7,564)

 Share of profit/ (loss) from associates                  (193) (452)

 Provisions               20,150                  4,015 

 Other net financing items             (42,244)                 8,917 

 Income tax on dividends                        4 (53)

 Miscellaneous non-cash items               (6,728) (18,971)

Operating cash flows before changes in working capital           1,798,787           1,826,211 

Change in current receivables               43,537 (22,384)

Change in inventories             (55,782)               39,166 

Change in current liabilities                52,232              104,428 

Change in working capital               39,987              121,210 

Cash generated from operations          1,838,774           1,947,421 

Interest received               68,126                65,220 

Interest paid               (8,386)  (6,705)

Net cash from operating activities  1,898,514           2,005,936 

NOTE	28.	 RELATED	PARTY	TRANSACTIONS

Transactions with related parties are transactions with ultimate parent company, associates, shareholders, key management, supervisory council, 
their relatives and the companies in which they hold majority interest.

a) Name and relationship of related party
 Name   Relationship with AS Eesti Telekom Group

 Key management, supervisory council and their relatives
 List of associates is shown in Note 10 
 Enterprises of TeliaSonera AB Group Parent company, shareholder
 State Government (State Chancellery and ministries) Shareholder
 Companies where supervisory council members of the Group 
 have significant influence 

b) Key managements’ and supervisory councils’ remuneration

  The remunerations of key management of the members of management board of Group Companies and supervisory council during the year were as follows:

  2006 2005

Salaries and other short-term employee benefits 53,872 39,596

Termination benefits 2,608 98

Other  698 596

  57,178 40,290

c) Trading transactions
 No impairment has been made in 2006 and 2005 for the receivables to related parties.

 During the year, Group companies entered into the following transactions with related parties:

   2006 2005

Telecommunication services provided  

Associated companies  1,890 1,053

Shareholders  212,352 206,884

Companies where supervisory council members of the Group have significant influence  240 -

   214,482 207,937

Other sales  

Associated companies  110 36

Shareholders  11,021 1,790

Companies where supervisory council members of the Group have significant influence 14 -

   11,145 1,826

Telecommunication services purchased  

Associated companies  477 2,141

Shareholders  180,894 154,960

   181,371 157,101
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NOTE	29.	 CONTINGENCIES

a) Contingent income tax liability
The consolidated retained earnings of AS Eesti Telekom as at 31 December 2006 amounted to 2,234,831 (31 December 2005 – 2,165,819) thousand 
kroons. As from 1 January 2007 income tax of 22/78 of net dividend paid (up to 31 December 2006 – 23/77) is imposed on the profit distributed 
as dividends. Thus, the retained earnings as at 31 December 2006 that can be paid out as dividends to the shareholders, amount to 1,743,168 
thousand EEK and the corresponding income tax would amount to 491,663 thousand kroons. As at 31 December 2005 it would have been possible 
to pay out dividends to the shareholders in the amount of 1,667,681 thousand kroons and the corresponding income tax would have amounted to 
498,138 thousand kroons.

b) Other contingent liabilities

  2006 2005

Key management termination benefits 17,736 21,936

The key management termination benefits above are obligations only in case of termination of contracts originated by Group. 
During the last few years, the Group’s companies have not been controlled by the Customs and Tax Board. 
The tax authority has the right to control a company’s accounting for tax purposes within 6 years of the tax return being submitted, and upon 
establishing mistakes to assess an additional tax amount, interest, or fines. In addition, in certain cases, upon the discovery of possible tax offences, 
fines may be assigned.  
According to the assessment of the management, there are no circumstances, whereby the tax authority could assess the company with any sig-
nificant supplemental tax. 

c) Court Actions
 >	 	 Making operator pre-selection possible
  On 22 April 2004, the National Communications Board issued a precept to Elion which obligated Elion Enterprises AS to guarantee the possibility of 

pre-selecting the use of the telephone services of other companies, incl. the transmission of accounting data for free, to the users of its telephone 
network analogue exchange. 

  On 20 May 2004, Elion Enterprises filed an action in the Tallinn Administrative Court to suspend the fulfilment of the order. On 17 April 2006, the 
court satisfied the company’s complaint and annulled the order of the Communications Board. The court found that the obligation imposed by 
the order would require Elion Enterprises to make an approximately 200-million-kroon investment in connection with the exchange of analog 
exchanges for digital exchanges. 

 The Communications Board, in turn, filed an appeal on 15 May 2006, in which it asked for the nullification of the court judgment.  
  On 10 January 2007, the Tallinn District Court partially satisfied the appeal by the Communications Board, by changing the motive of the Tallinn 

Administrative Court. The Tallinn District Court considered the judgment of the Tallinn Administrative Court to be correct and justified. 
  It is important to note that today the legal situation has changed – the Electronic Communications Act that came into force on 1 January 2005 obligates 

undertakings with significant market power to enable pre-selection. Therefore, Elion must count on the corresponding investments in the future.
 >	 	 Dispute over the fees for Kodulahenduse and Kõneaja boonus 
  On 8 May 2005, the Communications Board issued a precept to Elion Enterprises, according to which undertakings with significant market power 

do not have the right to include discounts in the fees for services. Also an execution proceeding was initiated in respect to Elion for the collection 
of the penalty payment.   

  On 22 August 2005, Elion filed a complaint with the Tallinn Administrative Court to have the execution proceeding of the Communications Board 
nullified and to have the illegality of the coercive measure ascertained. With a judgment on 12 December 2005, the Tallinn Administrative Court 
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   2006 2005

Other services purchased  

Associated companies  689 63

Shareholders  4,824 2,535

Companies where supervisory council members of the Group have significant influence  211 -

   5,724 2,598

Financial income  

Associated companies  264 267

Financial expenses  

Shareholders  - 78

Amounts owed by related parties  

Associated companies  200 4,259

Shareholders  25,053 36,172

Companies where supervisory council members of the Group have significant influence 38 -

   25,291 40,431

Amounts owed to related parties  

Associated companies  312 112

Shareholders  23,976 22,407

Key management and supervisory council  22,818 9,768

    47,106 32,287

NOTE	28.	 RELATED	PARTY	TRANSACTIONS	 (CONTINUED)



NOTE	30.	 EMPLOYEES

The average number of employees during 2006 was 2,206 and during 2005, 2,175.

NOTE	31.	 PARENT	OF	 THE	GROUP

The parent company of the Group is AS Eesti Telekom, situated at Roosikrantsi St. 2, 10119 Tallinn, Estonia.

The immediate parent company of AS Eesti Telekom Group is Baltic Tele AB, a 100%-owned subsidiary of TeliaSonera AB. Address: Box 7754,  
SE-103 96, Stockholm, Sweden.

AS Eesti Telekom Group consolidated financial statements are consolidated into TeliaSonera AB, the ultimate parent company, situated at Sturegatan 
1, SE-106 63 Stockholm, Sweden.

NOTE	32.	 SUPPLEMENTARY	DISCLOSURES	ON	THE	PARENT	ENTITY	OF	 THE	GROUP

INCOME STATEMENT OF THE PARENT ENTITY

   2006 2005 

Administrative expenses          (26,511) (18,996)

Other operating revenues and expenses                 (3) (5)

Gross loss          (26,514) (19,001)

Net income from subsidiaries       1,250,000       1,100,000 

Other net financing items           18,789           13,356 

Profit before tax       1,242,275       1,094,355 

Income tax on dividends                    -  (1,148)

Net profit for the period       1,242,275       1,093,207  

  

BALANCE SHEET OF PARENT COMPANY

    Year ended 31 December Year ended 31 December

   2006  2005 Restated

ASSETS  

Non-current assets  

Fixed assets              219               243 

Intangible assets                35                 53 

Investments in subsidiaries     1,317,383      1,317,383 

Total non-current assets     1,317,637      1,317,679 

Current assets  

Trade and other receivables        337,179           66,909 

Short-term investments        277,206         541,030 

Total current assets        614,385         607,939 

TOTAL ASSETS     1,932,022      1,925,618 
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dismissed the complaint by Elion Enterprises. Elion Enterprises filed an appeal with the Tallinn District Court, which also dismissed it. 
  On 28 December 2006, Elion filed an appeal in cassation with the District Court. The District Court has not made a judgment regarding accepting 

the appeal in cassation.   
 The court dispute has a practical meaning for Elion Enterprises – this is a question of pricing strategy. 

 b) Relations with the regulator

 >	 	 AS EMT was declared an undertaking with significant market power  
  On 23 March 2006, the Estonian National Communications Board notified AS EMT of its decision to declare it an undertaking with significant 

power in the market of voice call termination on mobile networks. The Communications Board also declared the remaining two communications 
companies operating mobile communications networks – Elisa Mobiilsideteenused AS and Tele2 Eesti AS – as undertakings with significant power 
in the market of voice call termination on mobile networks. In addition, the Communications Board established a transparency obligation, non-
discrimination obligation, accessibility obligation, and an obligation for price controls and cost accounting.

  According to the decision, the companies that have been declared undertakings with significant market power were to perform these obligations 
starting on 1 July, 2006. 

  On 21 April, both Tele2 and Elisa filed a complaint in the Tallinn Administrative Court, in which they applied to have the aforementioned decision 
related to undertaking with significant market power partially (Tele2) or entirely (Elisa) annulled, along with a preliminary application for legal 
protection. On 8 May, the Tallinn Administrative Court suspended the validity of the decision in the part relevant to Elisa and the part relevant to 
the obligations established for Tele2. 

    Pursuant to EMT’s application, the Communications Board also suspended the validity of the obligation for price controls and cost accounting for 
EMT, because the enforcement of the Communications Board decision only on the part of EMT would cause discriminatory treatment and the 
distortion of competition. In connection with the partial suspension of the Communications Board decision, the obligation to reduce termination 
fees to a maximum of 2.05 kroons by 1 July does not apply to any mobile operator. 

   The partial and temporary suspension of the Communications Board’s declaration of EMT as undertaking with significant market power will continue 
while the validity of the Communications Board decision is suspended by the application of preliminary legal protection for Elisa and/or Tele2. AS of 26 
March 2007, the Communications Board’s declaration of all three operators as undertaking with significant market power continued to be suspended.



Reclassification of balances

In 2006, the following comparative balances of 2005 were reclassified:

   Initial 31.12.2005 Reclassification Restated 1.01. 2006  

Current assets    

Short-term investments 1 266 638 (725 608) 541 030

Current liabilities    

Interest-bearing liabilities 725 608 (725 608) -

Until 2006, the entry “Short-term financial investments” on the parent company’s balance sheet included all monetary allocations related to the consolidated 

account. As of 2006, they have been proportionally distributed among the Group’s members according to their participation in the consolidated account.

STATEMENT OF CHANGES IN EQUITY OF THE PARENT ENTITY

 

      Statutory     

    Share  Share legal   Retained   

     capital   premium  reserve   earnings  Total

1 January 2005   1,379,545 356,018 137,645  54,577 1,927,785

Increase in statutory legal reserve   - - 310  (310) -

Dividends paid   - - -  (1,103,636) (1,103,636)

Total changes   - - 310  (1,103,946) (1,103,636)

Net profit for the period   - - -  1,093,207 1,093,207

31 December 2005   1,379,545 356,018 137,955  43,838 1,917,356

The book value of shareholdings under 

 dominant or significant influence    - - -  (1,317,383) (1,317,383)

The value of shareholdings under dominant 

 or significant influence accounted by the equity method  - - -  3,439,364 3,439,364

Adjusted equity as at 

 31 December 2005   1,379,545 356,018 137,955  2,165,819 4,039,337

1 January 2006   1,379,545 356,018 137,955  43,838 1,917,356

Dividends paid   - - -  (1,241,591) (1,241,591)

Total changes   - - -  (1,241,591) (1,241, 591)

Net profit for the period   - - -  1,242,275 1,242,275

31 December 2006   1,379,545 356,018 137,955  44,522 1,918,040

The book value of shareholdings under dominant 

 or significant influence    - - -  (1,317,383) (1,317,383)

The value of shareholdings under dominant 

 or significant influence accounted by the equity method  - - -  3,507,692 3,507,692

Adjusted equity as at 

 31 December 2006   1,379,545 356,018 137,955  2,234,831 4,108,349

The adjusted equity is the basis for the determination of distributable equity according to the Estonian Accounting Law.
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BALANCE SHEET OF THE PARENT ENTITY (CONTINUED)     Year ended 31 December Year ended 31 December

   2006  2005 Restated

EQUITY AND LIABILITIES  

Capital and reserves  

Share capital     1,379,545      1,379,545 

Share premium        356,018         356,018 

Statutory legal reserve        137,955         137,955 

Retained earnings  44,522 43,838

Total capital and reserves     1,918,040      1,917,356 

Non-current liabilities  

Retirement benefit obligations             3,707            1,856 

Current liabilities  

Trade and other payables             7,104            6,406 

Provisions             3,171                   - 

Total current liabilities           10,275            6,406 

Total liabilities           13,982            8,262 

TOTAL EQUITY AND LIABILITIES       1,932,022      1,925,618 



CASH FLOW STATEMENT OF THE PARENT ENTITY

    2006 2005

Operating activities  

Net profit for the period     1,242,275      1,093,207 

Adjustments for:  

 Depreciation and amortization                48               130 

 Provisions            4,676                    - 

 Other net financing items             (537) (1,036)

Operating cash flows before changes in working capital      1,246,462      1,092,301 

 Change in current receivables             (273)            1,048 

 Change in current liabilities                  (6) (117)

 Change in working capital             (279)              931 

Net cash from operating activities     1,246,183      1,093,232 

Investing activities  

Tangible and intangible fixed assets acquired               (12) (116)

Proceeds from sale of tangible and intangible fixed assets                   6                    - 

Net cash changes of short-term investments         239,707  (37,474)

Net cash changes of interest-bearing receivables        (273,301)          72,712 

Repayments of long-term loans granted            4,100                    - 

Net cash used in / from investing activities         (29,500)          35,122 

Cash flow before financing activities     1,216,683      1,128,354 

Financing activities  

Dividends paid   (1,241,591) (1,103,636)

Net cash used in financing activities    (1,241,591) (1,103,636)

Net change in cash and cash equivalents         (24,908)          24,718 

  

Cash and cash equivalents at beginning of year 1)          24,845                    - 

Net change in cash and cash equivalents         (24,908)          24,718 

Effect of foreign exchange rate changes                63               127 

Cash and cash equivalents at end of year 1)                   -           24,845 

1)  The account “Cash and cash equivalents” also includes short-term investments with maturity up to three months.
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Management Board’s Confirmation 
 Of The Financial Statements

The Management Board confirms the correctness and completeness of the consolidated financial statements of AS Eesti Telekom Group 

for the year 2006 as set out on pages 40 to 75. 

The Management Board confirms that: 

 1  the accounting principles used in preparing the financial statements are in compliance with the International Financial Reporting 

Standards as adopted by the European Union;  

 2  the financial statements present a true and fair view of the financial position, the results of operations and the cash flows of 

the Group; 

 3 Group companies are continuing their operations as a going concern. 

 Jaan Männik
 Chairman of the Board

 

 Tallinn, 26 March 2007

 Valdo Kalm
 Member of the Board

 Hille Võrk
 Member of the Board
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 Hille Võrk
 Member of the Board

TO	THE	SHAREHOLDERS	OF	AS	 EESTI 	 TELEKOM

We have audited the accompanying consolidated financial statements of AS Eesti Telekom and its subsidiaries (the Group) which comprise 

the consolidated balance sheet as of 31 December 2006 and the consolidated income statement, consolidated statement of changes in 

equity and consolidated cash flow statement for the year then ended and a summary of significant accounting policies and other explana-

tory notes.

Management Board’s Responsibility for the Financial Statements

Management Board is responsible for the preparation and fair presentation of these consolidated financial statements in accordance with 

International Financial Reporting Standards as adopted by the European Union. This responsibility includes: designing, implementing and 

maintaining internal control relevant to the preparation and fair presentation of financial statements that are free from material misstate-

ment, whether due to fraud or error; selecting and applying appropriate accounting policies; and making accounting estimates that are 

reasonable in the circumstances. 

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We conducted our audit in accord-

ance with International Standards on Auditing. Those Standards require that we comply with ethical requirements and plan and perform 

the audit to obtain reasonable assurance whether the financial statements are free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements. The 

procedures selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of the financial 

statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal control relevant to the entity’s 

preparation and fair presentation of the financial statements in order to design audit procedures that are appropriate in the circumstances, 

but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes evaluating the 

appropriateness of accounting policies used and the reasonableness of accounting estimates made by management, as well as evaluating 

the overall presentation of the financial statements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion. 

Opinion

In our opinion, the accompanying consolidated financial statements give a true and fair view of the financial position of the Group as of 

31 December 2006, and of its financial performance and its cash flows for the year then ended in accordance with International Financial 

Reporting Standards as adopted by the European Union.

Independent Auditor’s Report

 Urmas Kaarlep
 AS PricewaterhouseCoopers 

 26 March 2007

 Heidi Seeland
 Authorised Auditor
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Report on Corporate Governance 
  As of 1 January 2006, AS Eesti Telekom (Eesti Telekom) follows the instructions of the 

Estonian Principles of Corporate Governance (PCG). This report describes the management 

of Eesti Telekom in 2006 and its conformity with PCG instructions. In 2006, Eesti Telekom 

believes it adhered to PCG instructions except in the cases noted in this report. 

EESTI  TELEKOM 

Eesti Telekom is a public limited company registered in the 

Republic of Estonia, at Roosikrantsi 2, 10119 Tallinn, with the reg-

istry code of 10234957. The share capital of Eesti Telekom in 2006 

was 1,379,545,280 EEK, which is divided into registered shares 

of a single type with a nominal value of 10 EEK. Eesti Telekom 

shares are listed on the main list of the Tallinn Stock Exchange 

(Baltic Main List), with the abbreviation ETLAT. The Eesti Telekom 

share register is maintained by the registrar of the Estonian Central 

Register of Securities. Eesti Telekom has approximately 3,000 

shareholders. In addition, the global depositary receipts (GDR) of 

Eesti Telekom shares are listed on the Main Market of the London 

Stock Exchange, with the abbreviation EETD. Every Eesti Telekom 

GDR represents three Eesti Telekom shares.  

GENERAL MEETING

The highest management body of Eesti Telekom is the share-

holders’ general meeting.  General meetings can be regular or 

extraordinary. The authority of the general meeting is defined by 

the Estonian Commercial Code and the Eesti Telekom articles of 

association (the articles of association are available on the Eesti 

Telekom website at www.telekom.ee). Among other things, the 

authority of the general meeting includes amending the Eesti 

Telekom articles of association, approving the annual report, dis-

tributing the profits and electing the members of the Supervisory 

Board.  Each Eesti Telekom share provides one vote at the general 

meeting and shareholders can participate in general meetings 

and vote at the meetings personally or through representatives. 

Usually, the general meeting has the authority to pass resolutions 

if more than half the votes represented by shares are present. 

Resolutions of the general meeting are passed if over half the 

votes represented at the general meeting vote in favor, except in 

certain cases (i.e. amending the articles of association, recalling 

members of the Supervisory Board before the end of their term, 

increasing and reducing share capital, issuing convertible bonds, 

and the merger, division, reorganization, and termination of Eesti 

Telekom), in which case the resolution is passed if at least 2/3 of 

the votes represented at the general meeting vote in favor. 

In 2006, the shareholders’ regular general meeting took place on 

18 May. The meeting approved the 2005 Annual Report and pro-

posal for the distribution of profits, approved the conditions for the 

repurchase of Eesti Telekom shares, recalled the members of the 

Eesti Telekom Supervisory Board and elected new members, ap-

proved the procedure for the remuneration of Supervisory Board 

members, chose the Eesti Telekom auditor for the 2006 financial 

year, and approved the procedure for paying for auditing services.  

No extraordinary general meetings took place in 2006. 

On 6 February 2007, an extraordinary shareholders’ meeting took 

place based on the application of Eesti Telekom shareholder Baltic 

Tele AB, which recalled three members of the Eesti Telekom 

Supervisory Board. The recall of the Supervisory Board members 

was related to internal structural changes at TeliaSonera AB, the 

parent company of Baltic Tele AB, which caused changes in the 

work assignments of some of the TeliaSonera employees who 

were members of the Eesti Telekom Supervisory Board, thereby 

making the performance of their assignments as Supervisory 

Board members more difficult. 

The Eesti Telekom Management Board announces the convening 

of a general meeting at least three weeks in advance in the case 

of a regular meeting and at least one week in advance in the 

case of an extraordinary meeting, by publishing the corresponding 

notice in at least one newspaper with national circulation in the 

Republic of Estonia. The notice regarding the 2006 regular general 

meeting was published in the Postimees on 20 April 2006 and 

through the Tallinn Stock Exchange information system on 19 April 

2006. No questions were asked regarding the agenda presented 

in the given notice and no supplementary proposals were made. 

Therefore, in respect to the 2006 Eesti Telekom general meeting, 

the PCG instructions were followed, except for the rule prescribed 

by PCG clause 1.3.2, which was partially observed.  Pursuant to 

the given clause, the candidates for Supervisory Board mem-

ber who have not previously been members of the issuer’s 

Supervisory Board will participate in the general meeting. Heido 

Vitsur, a candidate for Supervisory Board member, did not partici-

pate in the 2006 regular general meeting for reasons not related 

to Eesti Telekom. 
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SUPERVISORY BOARD

The Supervisory Board plans the activities of Eesti Telekom, elects 

the members of the Management Board, and executes supervi-

sion over the activities of the Management Board. In conformity 

with the Eesti Telekom articles of association, the Supervisory 

Board makes decisions regarding the companies activities in sig-

nificant fields of activity and questions that are not under the sole 

authority of the general meeting according to the law or statutes 

and which are outside the framework of the company’s everyday 

economic activities (i.e. approval of budgets and business plans, 

resolving organizational questions related to Eesti Telekom and 

its group, etc.). 

Pursuant to the articles of association, the Eesti Telekom Supervisory 

Board comprises six to ten members who are elected by the gen-

eral meeting for a maximum of one year. Until 18 May 2006, the 

Eesti Telekom Supervisory Board included the following people: 

Bengt Andersson, Erik Hallberg, Alo Kelder, Tarmo Porgand, Tomas 

Lenke, Mats Salomonsson and Raivo Vare. As of 18 May 2006, the 

following people comprised the Eesti Telekom Supervisory Board: 

Bengt Andersson, Erik Hallberg, Heido Vitsur, Tarmo Porgand, 

Hans Tuvehjelm, Mats Salomonsson and Aare Tark. The follow-

ing people are associated with the Swedish company TeliaSonera 

AB that controls Eesti Telekom: Bengt Andersson, Erik Hallberg, 

Tomas Lenke, Mats Salomonsson and Hans Tuvehjelm. Supervisory 

Board member Aare Tark has had business connections with Eesti 

Telekom through a company (provision of legal services) con-

trolled by him. Therefore, it is not precluded that as of 18. May 

2006, Eesti Telekom will not observe the practice prescribed by 

clause 3.2.2, according to which at least three members of a 

seven-member Supervisory Board must be independent. In this 

respect, Eesti Telekom refers to the regulations of the Tallinn Stock 

Exchange, according to which an acceptable minimum stand-

ard is the existence of two totally independent members on the 

Supervisory Board. The members of the Supervisory Board will 

elect a Chairman from among themselves. In 2006, Erik Hallberg 

acted as Chairman of the Supervisory Board. 

At the extraordinary meeting of Eesti Telekom shareholders on 

6 February Bengt Andersson, Erik Hallberg, and Hans Tuvehjelm 

were recalled and Terje Christoffersen, Jörgen Latte and Anders 

Gylder were elected to replace them. At the Supervisory Board 

meeting held on the same day, the Supervisory Board elected 

Terje Christoffersen as the new chairman. 

Remuneration for the work of the members of the Supervisory 

Board has been made according to the resolution of the 2006 

regular shareholders’ meeting. In 2006, the payment for the 

Chairman of the Supervisory Board was 20,000 EEK per month 

and 9,000 EEK for the members of the Supervisory Board, and the 

direct costs incurred by the members of the Supervisory Board re-

lated to the performance of their obligations were compensated.  

No other additional payments are made to the members of the 

Supervisory Board. 

The work of the Eesti Telekom Supervisory Board (location, meet-

ings, resolutions, and minutes of the Supervisory Board) is organ-

ized according to the Supervisory Board regulations approved by 

them.  In 2006, the Supervisory Board held eight meetings. The 

Management Board presented regular reports to the Supervisory 

Board on the economic activities and financial status of the Eesti 

Telekom Group. The Supervisory Board was provided a summary of 

the topics discussed by the Auditing Committee and the Committee 

on Remuneration and Appointments, including the results of the au-

dits conducted by the internal and external auditors. During 2006, 

the Supervisory Board approved the 2005 Annual Report, the 2005 

results of the motivational system for Eesti Telekom Group top man-

agement, the Group’s business plan for 2007-2008, as well as the 

2007 Eesti Telekom Group and Eesti Telekom budgets and the mo-

tivational system for the top management for 2007. 

Pursuant to the law and the articles of association, decisions re-

garding transactions between members of the Supervisory Board 

and Eesti Telekom are under the authority of the general meet-

ing, and the members of the Supervisory Board may not compete 

with Eesti Telekom without the permission of the shareholders’ 

general meeting. Until the compilation of this report, the mem-

bers of the Supervisory Board have not notified the Eesti Telekom 

Management Board of any cases of conflict of interest in 2006.  

Therefore, in 2006, PCG instructions were followed in the work 

of the Eesti Telekom Supervisory Board, except for the rule pre-

scribed by PCG clause 3.2.2, which was not observed starting on 

18 May 2006.

MANAGEMENT BOARD

The Management Board is the Eesti Telekom management body 

that deals with the management of everyday economic activi-

ties and the representation of Eesti Telekom.  Each member of 

the Management Board may represent Eesti Telekom alone in all 

legal actions (in case of a two-member Management Board). For 

the achievement of Eesti Telekom’s objectives, the Management 

Board analyzes the risks related to Eesti Telekom’s activities and 

financial objects. With its own resolution, the Eesti Telekom 

Management Board has established rules regarding the mainte-

nance of internal information, internal rules for accounting, etc. 

The Management Board must comply with the legitimate regu-

lations of the Supervisory Board. In 2006, a constant exchange 

of information took place between the Management Board and 

Supervisory Board of Eesti Telekom, i.e. the Management Board 

submitted regular reviews on the economic activities and financial 

status of the Eesti Telekom Group to the Supervisory Board. 

According to the Eesti Telekom articles of association, the Supervisory 

Board may elect two to five members to the Management Board. 

The members of the Management Board are elected for three years 

with the option of extending the term. The Supervisory Board ap-
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Hille Võrk
Member of the Management Board, CFO 
Born in 1967
Master (Economics), Tallinn Technical 
University, Cambridge University
Board member since 2004

Eesti Telekom shares: 0

Jaan Männik 
Chairman of the Management Board 
Born in 1945
M.Sc. in mechanical engineering (1972), 
Lund University of Technology, Sweden
Board member since 2000

Eesti Telekom shares: 0

Valdo Kalm 
AS EMT, Chairman of the 
Management Board, CEO
Born in 1966
Tallinn Technical University 
Board member since 2003

Eesti Telekom shares: 0

Valdur Laid 
Elion Enterprises AS, Chairman of the 
Management Board, CEO
Born in 1969
Master (Business Administration)
Tallinn Technical University, International 
Institute for Management Development 
(IMD), Lausanne Switzerland 
Board member since 2002
Eesti Telekom shares: 0

Management Board
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Terje Christoffersen
TeliaSonera, Vice President of 
Business Area Mobility 

Eesti Telekom shares: 0

Aare Tark
Senior partner  
at Law Office Tark & Co 

Eesti Telekom shares: 0

Mats Salomonsson
TeliaSonera, CFO of Business Area 
Mobility 

Eesti Telekom shares: 0

Anders Gylder
TeliaSonera Sweden Executive 
President 

Eesti Telekom shares: 0

Heido Vitsur
Councellor to the Minister 
of Economic Affairs and 
Communications

Eesti Telekom shares: 0

Tarmo Porgand
Ministry of Finance, Acting Head of 
State Participation Policy Division 

Eesti Telekom shares: 0

Jörgen Latte
TeliaSonera Sweden, CFO 

Eesti Telekom shares: 0

Council
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points one Management Board members as the Chairman, who 

also acts as the company’s Managing Director. In 2006, the mem-

bers of the Eesti Telekom Management Board were Managing 

Director Jaan Männik and Financial Director Hille Võrk.

On 5 December 2006, the Supervisory Board of Eesti Telekom 

decided to appoint Valdo Kalm as the new Chairman of the 

Management Board. Valdo Kalm will take over the position of Eesti 

Telekom’s Chairman from the current Chairman, Jaan Männik, after 

the regular Eesti Telekom shareholders’ meeting, which is planned 

for 22 May 2007. The Eesti Telekom Supervisory Board also de-

cided to appoint Valdo Kalm to be a member of the Eesti Telekom 

Management Board as of 1 January 2007. Until being named 

Chairman of the Management Board, he will serve as the Deputy 

Chairman of the Management Board.  

The salaries and severance pay of the members of the Management 

Board, and the payment conditions are determined by the employ-

ment contracts concluded with the members of the Management 

Board. The bonus system for members of the Management Board 

is approved annually by a resolution of the Supervisory Board. 

Upon the achievement of the maximum level of the objectives 

for 2006, the members of the Management Board would receive 

a bonus equal to six months salary. The retiring Chairman of the 

Management Board also has a pension agreement with Eesti 

Telekom. In 2006, Eesti Telekom did not comply with PCG clause 

2.2.7, which provides for disclosing the benefits and bonus sys-

tem of each member of the Management Board on the website 

and in this report, as well as the presentation of the principles for 

the remuneration of the members of the Management Board at 

the general meeting. On 13 December 2005, the Eesti Telekom 

Supervisory Board decided that, at this time, the disclosure of such 

information is not in the interests of the Eesti Telekom Group and 

it would not provide an adequate overview of the motivational 

system for the Group’s top management. Currently, there are no 

share option programs in the Eesti Telekom Group. 

Pursuant to the law and the articles of association, transactions 

between members of the Management Board and Eesti Telekom 

must be approved by the Supervisory Board, and members of the 

Management Board may not compete with Eesti Telekom without 

the permission of the Supervisory Board. Until the compilation of 

this report, the members of the Management Board have not no-

tified the Eesti Telekom Management Board of any cases of con-

flict of interest in 2006.  

Therefore, in 2006, PCG instructions were followed in the work 

of the Eesti Telekom Management Board, except for the rule pre-

scribed by PCG clause 2.2.7. 

 

CONTROL FUNCTIONS

In addition to a reporting system and procedures for risk man-

agement, the Eesti Telekom Supervisory Board and Management 

Board have established various control functions. 

Auditing Committee

The Auditing Committee helps the Supervisory Board to perform 

its supervisory function. Until 18 May 2006, the Committee mem-

bers were Mats Salomonsson (Committee Chairman), Tomas 

Lenke and Alo Kelder. The secretary was Hille Võrk. On 30 May 

2006, Mats Salomonsson (Committee Chairman), Hans Tuvehjelm 

and Tarmo Porgand were elected as members of the Committee, 

and Hille Võrk was appointed as secretary. During 2006, the 

Committee met five times. 

External Auditors

According to the articles of association, the auditor(s) are chosen by 

the general meeting. In 2006, the Eesti Telekom auditor was Urmas 

Kaarlep from AS PricewaterhouseCoopers. AS PricewaterhouseCoopers 

audited all the companies in the Eesti Telekom Group and submitted 

the auditor’s report to the general meeting. The auditors also in-

formed the Auditing Committee and Management Boards of the 

Group’s companies of their observations. 

Internal Control

Since April 2002, the internal control service has been purchased 

from AS Deloitte & Touche Audit. The Audit Committee and 

Deloitte agree upon the extent of the internal control projects 

once a year. Deloitte reports on the completed work to the Audit 

Committee. 

Committee on Remuneration and Appointments 

The principle function of the Committee on Remuneration and 

Appointments is to harmonize the remuneration principles for the 

top management of the Eesti Telekom Group and to make pro-

posals for the appointment of Supervisory Board members and 

their remuneration. The members of the Committee until 18 May 

2006 were Erik Hallberg (Committee Chairman), Bengt Andersson 

and Raivo Vare and the secretary was Jaan Männik. As of 30 May 

2006, the members of the Committee are Erik Hallberg (Committee 

Chairman), Bengt Andersson and Aare Tark and the secretary is Jaan 

Männik. During 2006, the Committee met four times.

INFORMATION DISCLOSURE AND FINANCIAL 
REPORTING 

The information required by the PCG instructions are available on 

the Eesti Telekom website www.telekom.ee, including the financial 

calendar, articles of association, financial reports, information on 

presentations and meeting with analysts, information on the mem-

bers of the Supervisory Board and Management Board, the auditors, 

and other information. Therefore, in 2006, Eesti Telekom complied 

with the PCG instructions on information disclosure.

Eesti Telekom prepares its accounting reports in accordance with 

the international financial reporting standards applied in the 

European Union. In respect to the disclosure of financial reporting, 

Eesti Telekom proceeds from the provisions of the law and the 

regulations of the Tallinn Stock Exchange. 
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Share Information 
 SHAREHOLDERS’ GENERAL MEETING

The AS Eesti Telekom shareholders’ general meeting will take place on 22 May 2007, starting at 1 pm at the Estonian National Library, 

at Tõnismägi 2, Tallinn.

SHARE	INFORMATION

  2002 2003 2004 2005 2006

Year-end number of shares 137,383,178 137,644,428 137,954,528 137,954,528 137,954,528

Annual average number of shares 137,383,178 137,535,574 137,825,320 137,954,528 137,954,528

Equity per share, EEK 28.39 30.04 29.40 29.28 29.85

Earnings per share, EEK 7.57 7.59 7.16 7.88 9.58

P/E ratio 12.1 13.6 15.7 15.1 13.7

Dividends per share for the year, EEK 6 8 8 9

Dividend payout ratio, % 79.3 105.4 111.7 114.2 

AS Eesti Telekom shares have been listed on the Main List of the Tallinn Stock Exchange (ETLAT) and the GDRs on the Main List of 

the London Stock Exchange (EETD) since 1999. The Tallinn Stock Exchange is part of the largest OMX exchange group, the OMX Nordic 

Exchange, which includes the Tallinn Stock Exchange, as well as the Riga, Vilnius, Copenhagen, Stockholm, and Helsinki exchanges. 

 

AS	EESTI	TELEKOM	SHARE.	TRADING	HISTORY	ON	THE	TALLINN	STOCK	EXCHANGE

In Estonian kroons 2002 2003 2004 2005 2006

High 98.10 123.61 126.58 134.56 131.43

Low 62.59 80.42 101.70 111.09 108.74

Last 91.22 103.42 112.65 118.91 131.43

Change, % 28.93 13.38 8.93 5.56 10.53

No. of shares traded 8,877,509 16,455,815 18,551,564 23,749,354 19,336,241

Turnover, mln 691.33 1,662.91 2,077.12 2,907.63 2,327.76

Market capitalisation, mln  12,532.05 14,235.74 15,541.25 16,404.66 18,131.56

Source: Tallinn Stock Exchange

Baltic Indexes 2006
Source: Tallinn Stock Exchange
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DIVIDENDS	

EESTI  TELEKOM  has no official dividend policy. However, the 

shares have been characterized as relatively high-yield dividends. 

The shareholders were paid a dividend of 9 EEK per share for the 

2005 financial year, which is a yield of 7.8%.   

During 2006, there were no significant changes in the owner-

ship structure of Eesti Telekom. The company’s majority owner 

TeliaSonera AB increased its participation in Eesti Telekom from 

50.26% to 53.72% through its subsidiary Baltic Tele AB. 

On 11 November 2006, the Riigikogu passed the Estonian 

Development Fund Act. The objective of the Development Fund is 

to stimulate and support the development of the Estonian econo-

my: to modernize the economy, increase exports, and create ad-

ditional jobs that require high qualifications. An earmarked invest-

ment capital will be established to finance the Development Fund. 

Upon its establishment, the Development Fund will be given at 

least 3% of the AS Eesti Telekom shares that belong to the state. 

The Development Fund may use the resources received from divi-

dends or from the sale of the shares for investment activities.

As of the end of 2006, 19.1% of Eesti Telekom shares were freely 

traded. Almost half the freely traded shares were converted into 

GDRs. 

Other public 
investors (3277)
4.51%

<

<

<

<

<

<

<

<

<

Estonian state
27.17%

Free float
19.11% 

<

Baltic Tele
(Telia Sonera)
53.72% 

<

<

Deutsche Bank 
(GDR accounts)
9.07%

SEB Clients
1.62%

ING
1.08%

Morgan Stanley 
International client 
0.86%

Danske Bank 
clients 
0.74%

Trigon Capital 
New Europe 
Small Cap Fund
0.47%

Bank Austria 
Creditanstalt clients
0.42%

The Northern 
Trust Company
0.34%

AS Eesti Telekom Ownership Structure
31 December 2006

Source: Share register of AS Eesti Telekom

OWNERSHIP	STRUCTURE

31 December 2006

  No. of  No. of

  shares shareholders

Public investors in total 100.0% 100.0%

Estonian residents 15.3% 94.0%

Non-residents 84.7% 6.0%

 GDRs  47.4% 0.0%

 Sweden 9.6% 0.7%

 Luxembourg 8.7% 0.2%

 UK 5.0% 0.3%

 Denmark 3.9% 0.2%

 Austria 3.3% 0.1%

 Ireland 1.8% 0.1%

 Finland 1.8% 2.4%

 Latvia 0.6% 0.4%

 Lithuania 0.6% 0.3%

 USA 0.1% 0.3%

 Others 1.9% 1.1%

  

Private individuals 8.4% 90.6%

Legal entities 91.6% 9.4%

Source: Share register of AS Eesti Telekom
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FINANCIAL REPORTS

THE EESTI  TELEKOM  The Eesti Telekom Annual Report is publis-

hed in Estonian and English. It can be ordered from the company by 

fax at 631 1224 or telephone at 631 1212. The Eesti Telekom Annual 

Report is also available on the Internet at www.telekom.ee. 

The 2007 interim reports will be published on the following dates: 

 > 1st quarter interim report on 19 April;

 > 2nd quarter interim report on  19 July;

 > 3rd quarter interim report on 19 October.  

Eesti Telekom compiles the interim reports in Estonian and English 

and they are available on the Internet at www.telekom.ee.

The Eesti Telekom market news and press releases are also avai-

lable on the company’s website. 

SHARE ANALYSIS

In 2006, Eesti Telekom shares as a portfolio investment have been 

analyzed by at least the following:

 > SEB Eesti Ühispank  (tel. +372 665 6645)

 > Hansapank  (tel. +372 613 1370)

 > Suprema Securities  (tel. +372 640 5700)

 > Lõhmus Haavel & Viisemann (tel. +372 680 0400)

 > CAIB   (tel. +44 207 309 7888)

 > ING Bank  (tel. +44 207 767 5017)

 > Impivaara Securities   (tel. +44 207 284 3937) 

 > Zabolis Ir Partneriai   (tel. +370 5 266 1259)

INVESTOR RELATIONS

Hille Võrk

Financial Director

Tel. +372 627 2460

E-mail: hille.vork@telekom.ee

Information for Investors
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In	their	activities,	the	companies	of	the	Eesti	Telekom	Group	consider	the	welfare	of

future	generations.	We	introduce	our	employees	to	sustainable	lifestyles,	print	all	our

publications	on	recycled	paper,	and	in	our	offices,	use	as	much	two-sided	printing	as

possible,	as	well	as	collect	old	paper,	and	sort	wastes.	As	a	company	that	values	the

environment,	we	organize	tree-planting	campaigns	for	our	employees	in	the	spring.

To	reduce	paper	use,	we	daily	recommend	e-invoices	to	our	customers,	which	have

increased	by	about	a	third	during	the	last	few	years.


