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Management Report  

Area of activity 
Arco Vara AS and other companies of the Group (Arco Group) are engaged in various aspects of the real estate business 
that can be divided into three business lines: Service Division, Development Division and Construction Division. At the end 
of 2008, Arco Vara AS Group comprised 29 subsidiaries (2007: 34), 17 joint ventures (2007: 20) and one associate (2007: 
1). 
The performance of all divisions is subject to seasonal fluctuations. The transaction volumes of the Service Division usually 
expand in autumn and spring while the turnover of the Construction Division and the investment volumes of the 
Development Division subside in the winter.  
The principal activity of the Service Division is real estate brokerage, valuation, management, consulting and short-term 
investment in residential real estate.  
The principal activity of the Development Division is developing integrated residential environments and commercial real 
estate. Fully developed housing solutions are sold to end-customers. Commercial properties are developed until they start 
generating cash flow after which they are sold to a real estate fund or another developer. However, the Group holds some 
completed commercial properties that are yielding income from rent, but have not been sold yet as they have not been 
developed to their full potential. 
The principal activity of the Construction division is offering general and subcontracting service and carrying out 
environmental engineering works.  
Domestic markets of Arco Group are Estonia, Latvia and Bulgaria.  
 
Mission, vision and common values 
 
The mission of Arco Vara Group is to be a valued provider of comprehensive real estate solutions. 
The vision of Arco Vara group is to become a symbol of real estate. 
Core values of Arco Group: 
 Partnership � our client is our partner 
 Reliability � we are reliable, open and honest 
 Professionalism � we deliver high-quality services 
 Respect � we respect our client�s personality 
 Responsibility � we keep our promises 
 
 
Comments by the CEO  

Our clients have purchased or booked 128 apartments and plots in 2008 � 15 more than the previous year. In the fourth 
quarter substantial correction in the margins and sales periods of the business resulted in additional write downs of all 
assets in accounting and in continuing business at a much lower price level. A significant shift in the market took place in 
October when the interbank lending market froze, whereas the negative long term effect of the situation on liquidity, 
outlook and price expectations of property market in the Group�s home markets became obvious by the end of the year. 

Considering the situation the Group initiated a fixed cost reduction programme in value of at least 50 million kroons (3.2 
million euros). As at the end of March 2009 the Group employed about 250 people. Top management salaries have also 
been cut by 10% after the balance sheet date.  
 
As at the end of the year the Group has liquid assets in value of 213.0 million kroons (13.6 million euros). Bank loans and 
bonds amount to 1 046.3 million kroons (66.9 million euros) of which 353.4 million kroons (22.6 euros) are short-term. To 
decrease liquidity and refinancing risks the Group intends to sell some of the land bank and cash flow generating 
properties. The goal for 2009 is to decrease the net debt position by 300 million kroons (19.2 million euros). The 
refinancing risk in 2009 is mainly related to Latvian SEB and Sampo Bank in Estonia. 
 
The restructuring programme in service division is ongoing: the offices in Lithuania and Romania are closed; also some of 
the offices in smaller locations have been closed or franchised. The Group is no longer subsidising the brokerage offices in 
Ukraine and Bulgaria. The number of employees in service division has decreased to 73 by March 2009. After the balance 
sheet date it can be said that the service division does not yet break-even but there has been a substantial decrease in 
losses. The division concentrates its activities foremost on the Estonian, Latvian and Bulgarian markets.  
 
Development division�s performance indicators (planning, construction, vacancies and apartment sales) for the year were 

positive. Highlights of the period included: adoption of zonings in projects Tivoli, Laeva 2 and MB-2, exiting from the 
Simferopol project and the apartment sales block deal in Sofia. It is essential to complete the ongoing projects within the 
year 2009 (Madrid in Sofia, Merivälja and Kodukolde in Tallinn, Bi�umui�a-1 and Mazais Baltezers-3 in Riga) to enable us 
to sell the already booked product and to decrease the leverage. By the beginning of March 2009 an additional more than 
27 apartments have already been sold or booked, including 12 in Kodukolde project in Tallinn. 
 
It is a growing challenge for the construction division to turn a profit and to be able to win environmental engineering 
tenders in both Estonia and Latvia. Many contracts have been signed in the industry as a whole; however, the state 
financing is pending. Internal sales have almost vanished and future pipeline consists mainly of external orders. After the 
balance sheet date the number of employees has been decreased substantially due to completion of a major project in 
Latvia. 
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Key Financials 

 

 

 Revenue and other income for the year totalled 690.4 million kroons (44.1 million euros), 20.4% down year-over-
year. 

 EBIT amounted to -1 049.7 million kroons (-67.1 million euros); 

 Net loss was -1 160.1 million kroons (-74.1 million euros), of which fair value adjustments -1 086.6  million kroons 
(69.4 million euros); 

 Equity ratio was 36.1% (2007: 54.1%). ROE -74.5% (2007: 14.3%). ROIC -40.3% (2007: 10.0%); 

 Group�s order backlog in the construction business stood at 185.0 million kroons (11.8 million euros) against 

331.0 million kroons (21.2 million euros) last year. 

 During the year 98 apartments and plots in projects of Arco Vara were sold and 30 were booked (2007 were sold 
and booked: 113). 

 

    EEK  EUR 

    2008 2007 2006 2005 2004  2008 2007 2006 2005 2004 

In millions                        

Revenue and other income   660 727 484 476 350  42 46 31 30 22 

Gross profit/loss   -351 185 135 118 109  -22 12 9 8 7 

Operating profit/loss   -1 050 103 260 154 130  -67 7 17 10 8 

Profit before tax   -1 151 250 227 121 109  -74 16 15 8 7 

Net profit/loss   -1 160 236 217 116 107  -74 15 14 7 7 

Net revaluation gains/losses   -1 086 77 375 104 58  -69 5 24 7 4 

Net loans   842 517 1 143 578 555  54 33 73 37 35 

Loan term, years   2,5 2,2 2,7      2,5 2,2 2,7     

Interest rate of loans    7,0% 6,7% 5,6%      7,0% 6,7% 5,6%     

Gross margin, %   -53% 25% 28% 25% 31%  -53,0% 25,4% 27,8% 24,7% 31,2% 

Operating margin, %   -159% 14% 54% 32% 37%  -159,0% 14,2% 53,8% 32,3% 37,0% 

Net margin, %   -176% 32% 45% 24% 30%  -176,0% 32,4% 44,9% 24,5% 30,5% 

ROE, %   -74,5% 14,2% 31,5% 26,9%    -74,5% 14,2% 31,5% 26,9%   

ROA, %   -38,3% 7,5% 11,7% 8,5%    -38,3% 7,5% 11,7% 8,5%   

ROIC, %   -40,3% 10,0% 15,7% 12,3%    -40,3% 10,0% 15,7% 12,3%   

Quick Ratio   0,9 1,1 0,2 0,5 0,2  0,9 1,1 0,2 0,5 0,2 

Current Ratio   2,5 2,2 0,6 0,8 0,8  2,5 2,2 0,6 0,8 0,8 

EPS, in kroons and euros   -12,2 2,8 3,1 1,6 1,6  -0,8 0,2 0,2 0,1 0,1 
Lowest share price,  
in kroons and euros   2,4 20,5        0,2 1,3       
Highest share price,  
in kroons and euros   23,2 38,8        1,5 2,5       

Number of staff   396 664 478 280 220  396 664 478 280 220 
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Revenue and profit 
 
  EEK  EUR  

  
 

2008 2007 2008 2007 

In millions          

Revenue and other income           

Service  104,1 139,6 6,7 8,9 

Development  246,4 566,3 15,7 36,2 

Construction  416,8 425,5 26,6 27,2 

Eliminations  -76,8 -264,1 -4,9 -16,9 

Total revenue and other income  690,4 867,3 44,1 55,4 

           

EBIT          

Service  -47,9 -16,5 -3,1 -1,1 

Development  -985,1 162,0 -63,0 10,4 

Construction  6,3 16,9 0,4 1,1 

Eliminations  -2,6 -16,5 -0,2 -1,1 

Unallocated expenses  -20,4 -42,9 -1,3 -2,7 

EBIT  -1 049,7 103,1 -67,3 6,6 

           

Interest income and expense  5,1 -3,7 0,3 -0,2 

Net other financial items  -106,7 150,9 -6,8 9,6 

Income tax expense  -8,8 -14,8 -0,6 -0,9 

Net profit / loss  -1 160,1 235,5 -74,4 15,1 
 
     

 
The bulk of the Group�s revenue was generated by the construction division, 416,8 million kroons (26,6 million euros). The 
plunge in sales may be attributed to the performance of the development division. Although 128 apartments and land plots 
were sold or booked, the majority of revenue and gross profit is recorded at the end of 2009 and in spring 2010, after 
completion of the projects Madrid, Merivalja, Kolde and BM-1. Around 50% of the spaces of the Madrid project have 
already been booked. 
 
As for the year, we had to accept net loss of -1 160.1 million kroons (-74.3 million euros). This includes write down of 
inventory in the amount of 434.3  million kroons (27.8 million euros), 555.6 million kroons (35.5 million euros) write down of 
the fair value of real estate investments, 45% write down (54.5 million kroons; 3.5 million euros) claim of AS Ühendatud 
Kapital, write down of other claims totalling 21.1 million kroons (1.4 million euros) and the write down of property, plant and 
equipment and intangible assets including Goodwill adjustments in the amount of 21.1 million kroons (1.4 million euros).  
 
Financial income was: interest income 53.3 million kroons (3.4 million euros), including cancellation of the claim of interest 
and principal payment of the Kippsala project in the amount of 27.9 million kroons (1.8 million euros) and the currency rate 
gains 12.2 million kroons (0.8 million euros).  
Financial expenses were: loss due to disposal of shares in AVEC Asset Management AS were 38.0 million kroons (2.4 
million euros) and interest expenses in the amount of 48.2 million kroons (3 million euros). 
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Cash flows 
 

  EEK  EUR  

  
 

2008 2007 2008 2007 

In millions          

Cash flows from operating activities  -127,6 -547,9 -8,2 -35,0 

Cash flows from investing activities  -62,6 136,7 -4 8,7 

Cash flows from financing activities  -402,2 1 118,4 -25,7 71,5 

Net cash flow  -592,4 707,2 -37,9 45,2 

           

Cash and cash equivalents at beginning of period  765,0 58,3 48,9 3,7 

Effect of exchange rate fluctuations  0 -0,5 0,5 0,0 

Cash and cash equivalents at end of period  172,6 765,0 11,0 48,9 

 
The main components of negative operating cash flow were the changes in inventories where investments in Kolde, BM-1, 
Madrid and Manastirski residential projects are recorded. Although VAT receivable has decreased the balance is still 
considerable at 46.7 million kroons (3.0 million euros), including the VAT receivable from the Latvian Tax Board � 22.0 
million kroons (1.4 million euros). 
The main components of negative investment cash flow were: payables for acquired subsidiaries due in the amount of 
44.0 million kroons (2.8 million euros), Ukraine investments and loans of 108.4 million kroons (6.9 million euros) and 
depositing and investing liquid assets to short-term bonds. 
The main components of financing cash flow were: 82.3 million kroons (5.2 million euros) of interests cost, 57.7 million 
kroons (3.7 million euros) of gross dividend payment, 252.0 million kroons (16.1 million euros) change in net debt, the 
majority of which were extraordinary principal repayments during refinancing transactions or the redemption of bonds.  
A major setback for the short term liquidity has been the default of AS Ühendatud Kapital to pay its 11 million USD 

outstanding debt (136.4 million kroons, 8.7 million euros). By the moment of publishing the report, Arco Vara has filed a 
relevant action in the Tallinn Arbitration Court. The claim by Arco is already due. 
 
In January 2009 the company made an extraordinary repayment of 40 million kroons related to Tivoli and Laeva loans to 
SEB Bank to release the obligation to maintain liquid assets worth 150 million kroons (9.6 million euros) in SEB bank 
accounts. After the payment the level of short term liabilities decreases to 310 million kroons (19.8 million euros) of which 
commercial papers coming due in the summer amount to 60 million kroons (3.8 million euros), the land acquisition loan for 
Ahtri project is 97.2 million kroons (6.2 million euros) and the loan for Hills in Vilnius ca 20 million kroons (1.3 million 
euros). In addition, 90 million kroons (5.6 million euros) of loans are accounted as short term, because the repayment 
depends on the sales of apartments and the management�s estimation of sales period. Unless the apartments are sold, the 
loan will not have to be repaid in 2009. 
 
Approximately 650 million kroons (41.5 million euros) of total interest-bearing liabilities are related to Estonian projects of 
which 240 million kroons (15.3 million euros) are nominated in kroons and the rest in euros. 190 million kroons (12.1 
million euros) are related to Bulgarian projects of which the majority is nominated in euros. 190 million kroons (12.1 million 
euros) are related to Latvian projects of which the majority is nominated in euros. 
 
Service division 
 
The number of brokerage transactions in a year has decreased by 17%, the number of valuation reports has decreased by 
22%. The fall has been particularly significant in the fourth quarter � the number of transactions diminished by 47% and the 
number of valuation reports by 44%. Considering the market situation we have closed 10 offices within a year and exited 
the Lithuanian and Romanian markets. As at the end of December the service division operates in 18 locations. 
 
The Bulgarian and Kiev offices are no longer subsidised and will have to be self-reliant. The number of top and middle 
management in the division has been cut substantially. The main focus in the service division is on adjusting the business 
model and the cost structure in line with the 50% fall of the market volumes.   
As at the end of the year the division employed 139 people (402 in 2007).  
 

   2008 2007 Changes, % 

Number of properties brokered  1 674  2 006  -17% 

Number of projects on sale  282  183  54% 

Number of valuation reports issued  6 816  8 785  -22% 

Number of appraisers  38  46  -17% 

Number of real estate brokers  114  237  -52% 

Average number of staff  139  402  -65% 
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Development division 
 
The main risk factor for the development division is 
the refinancing of loans for the land bank in Estonia. 
Ongoing projects must be completed and for that 
the bank funding is secured in Estonia, Latvia and 
Bulgaria. 27 units of apartments have been already 
sold or booked during first two months of 2009. In 
the Madrid project in Sofia 50% of the total volume 
has already been pre-booked, in the Manastirski 
project it is 10% respectively. In the Kolde project in 
Tallinn the construction of a new house will be 
completed and 62 apartments will be put on market. 
In order to cope with the liquidity risk, the prices in 
current projects in the Baltic�s as well as in Sofia 

have been decreased substantially and during the 
year we aim at selling cash flow generating projects 
and partially also the land bank. As at the end of the year the division employed 44 people (55 in 2007). Further 
information on the projects: www.arcorealestate.com/development. 
 

Constructions divsion 
 
The construction division has only won tenders of environmental and infrastructure engineering. The average volume of 
the tenders has decreased and the contractor is usually the state or local governments. During the year, the following 
major procurements were won: design and 
construction contract for drinking water 
structures in the basin of the Emajõe and 

Võhandu rivers in Estonia, design and 

construction contract for the pedestrian tunnel 
for the Stockmann department store in Riga, 
and the design and construction contract for the 
iron separation station for the water purification 
station in the Ogre village, Latvia.  
During the year, construction contracts worth 
299 million kroons (19 million euros) were 
awarded. At the year-end, the Construction 
division�s order backlog stood at 185 million 
kroons (11.89 million euros). As at the end of 
the year the division employed 191 persons 
(2007: 183).  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

http://www.arcorealestate.com/development
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Summary table of major projects 

Type Name Location Holding 
Building rights 
according to 
business plan 

Current state Classification in 
the balance sheet 

Commercial Ahtri 3 Estonia, 
Tallinn 

50% ca 44 500m2 

The old plan and building permit are in effect. Municipality is 
processing a new detail plan. In the new plan, above-ground 
building rights extend to ca 51,100 m2. Negotiations with 
potential tenants ongoing. 

Investment 
property 

Commercial Ilmarine Estonia, 
Tallinn 

50% Ca 80 000 m2 
Adoption of the thematic plan �Location of high rise buildings in 

Tallinn� is under way. 
Investment 
property 

Commercial Laeva 2 
Estonia, 
Tallinn 100% 7 776 m2 

Detail plan approved Construction permit in place. Negotiations 
with potential tenants. 

Investment 
property 

Commercial Paldiski 80 
Estonia, 
Tallinn 100% 24 000 m2 No building rights. Municipality is processing the detail plan. 

Investment 
property 

       

Type Name Location Holding 
Building rights 
according to 
business plan 

Current state Classification in 
the balance sheet 

Cash flow Enerpoint 
Estonia, 
Kuressaare 100% 3 352 m2 

Construction to extend a new production building is  completed. 
Building rights in place. Generates cash flow. 

Investment 
property 

Cash flow Kaarli 2 
Estonia, 
Tallinn 

33% Plot  4 791 m2 
Café with a total area of 242 m2 and a car park. Generates 

cash flow. 
Investment 
property 

Cash flow Kerberon Estonia, 
Tallinn 

100% 15 750 m2 Building rights in place, building rights.. Generates cash flow. Investment 
property 

Cash flow Melon 
Estonia, 
Tallinn 

50% 5 728 m2 

Building rights in place. We are applying for additional building 
rights on the yard ca 11,000m2. Sketches of the approved 
detail plan are subject to proceedings at the Tallinn City 
Planning Department.. Generates cash flow. 

Investment 
property 

Cash flow Pärnu turg 
Estonia, 
Pärnu 100% 2 529 m2 Building rights in place. Generates cash flow. 

Investment 
property 

Cash flow Raekoja 10 Estonia, 
Kuressare 

50% 1 493 m2 Generates cash flow. Investment 
property 

Cash flow Rüütli 16 / 

18 
Estonia, 
Tallinn 

50% 980 m2 Building rights in place. Generates cash flow. Investment 
property  

Cash flow 
TOP 
Äripinnad 

Estonia, 
Tallinn 50% 17 754 m2 

Building rights according to the existing construction. New 
detail plan is being adopted, the whole volume at least 74.675 
m2. Generates cash flow. 

Investment 
property 

       

Type Name Location Holding 
Building rights 
according to 
business plan 

Current state Classification in 
the balance sheet 

Apartments Bi�umui�a 1 Latvia, Riia 80% 
Unsold building 
rights 18 800 m2 Sales of the apartments in progress. Inventories 

Apartments Bi�umui�a 2 Latvia, Riia 40% 87 770 m2 Design work is under way. Inventories 

Apartments Hills Lithuania, 
Vilnius 

100% 6 500 m2 Building rights in place. The project is on sale. Inventories 

Apartments Kolde 
Estonia, 
Tallinn 100% 

Unsold building 
rights 18 580 m2 Leasehold right. Sales of apartments in progress. Inventories 

Apartments Madrid 
Bulgaria, 
Sofia 

100% 
Unsold building 
rights 12 349 m2 

Building rights. Construction and sale of apartments are under 
way. 

Inventories 

Apartments Manastirski Bulgaria, 
Sofia 

100% Unsold building 
rights 26 075 m2 

Building rights. Construction and sale of apartments are under 
way. 

Inventories 
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Apartments Tivoli Estonia, 
Tallinn 

100% 58 470 m2 Construction right in place. The zoning is  completed. Inventories 

Apartments 
TOP 
Elupinnad 

Estonia, 
Tallinn 50% 33 770 m2 No building rights. Planning is in the initial stage. 

Investment 
property 

Plots Baltezers-2 Latvia, Riia 80% 1 940 m2 7 plots on sale. 
Investment 
property 

Plots Baltezers-3 Latvia, Riia 80% 
172,380 m2, 
land total 861 
900 m2 

Leasehold right. 189 plots. Preparations for first stage (33 
plots) infrastructure construction. Inventories 

Plots Baltezers-5 Latvia, Riia 80% 48 plots unsold Building rights in place. Construction has been completed. Sale 
is ongoing. 

Inventories 

Plots Merivälja 2 Estonia, 
Merivälja 

100% Unsold 63 572 
m2, 52 plots 

Road and communications construction will be started. Sale of 
plots ongoing. 

Inventories 

Plots Pärtli Estonia, 
Saue 

50% 
84 plots, 
average plot 1 
500 m2 

No building rights. Adoption of a detail plan suspended until 
improvement o market situation. 

Investment 
property 

Plots Tooma Estonia, 
Saue 

50% 
107 plots, 
average plot 1 
802 m2 

No building rights. Adoption of a detail plan suspended until 
improvement in market situation. 

Inventories 

Plots Vahi Estonia, 
Vääna 

100% 
21 plots, 
average plot 3 
363 m2 

Building rights and building design in place, suspended until 
improvement in market situation. 

Inventories 

 

Note: The development and success of the Group�s development projects depend largely on external factors, particularly 
the adoption of plans and the issuance of building permits by the local government and the planning authorities. The 
information presented in the tables, such as building rights according to business plan, current state, project type and 
classification of the project in the balance sheet, has been recorded based on management�s intentions and best judgment 

and may change in line with changes in the planning process. Expectations of the projects� realisation may also change 
over time according to changes in the market and in competition. Management estimates the value of the project portfolio 
on an ongoing basis and is prepared to sell any project or part of a project at any time, depending on the results of the 
cost-benefit analysis. 

 

The projects presented in the summary table account for the following portions of the Group�s assets: 
 

Balance Sheet Item 

 
EEK EUR 

 

Balance sheet item at  
31.12.2008 

Book values of 
projects presented in 
the summary table at 

31.12.2008 

Balance sheet item 
at  

31.12.08 

Book values of 
projects presented in 
the summary table at 

31.12.2008 

In millions          

Total assets  1 970.6 1 294.7 125.9 82.7 

Inventories  849.4 753.0 54.3 48.1 

Investment property  542.8 541.7 34.7 34.6 

Assets under construction  41.8 0.0 2.7 0.0 

 

Significant changes in detail plans in 2008 
 
Tivoli: Tallinn City Council adopted a detail plan for the property. The gross enclosed area of up to five-floor apartment 
blocks is 51 400 m2 and the area for commercial premises is 7 000 m2. In addition, the plan foresees underground parking 
spaces on up to 21 150 m2. An apartment owner in the neighbouring community has filed a challenge and initial court 
protection is requested on his behalf. The case continues. 
Ahtri: The property has a detail plan with building rights. We have submitted a draft of a new detail plan to the city 
government. Until the new plan is adopted, the building rights provided in the previous plan will apply. In the new detail 
plan we apply for 51 110 m2 of above ground construction right. 
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Laeva 2: Detail plan approved. According to the plan we are allowed to construct a 6-storey building, total volume of gross 
space 7 776 m2. There will be an underground car park for 72 cars.  
PM80: Detail plan is subject to adoption proceedings in the City Council and to forwarding to public review.  
Baltezeres-3: Detail plan adopted by Garkalne municipality. The size of the plot is 86 ha, 60 ha of which can be built up 
with an intensity of 30% so that maximum building rights extend to 172 380 m2 of gross enclosed area. 

Changes in the group�s structure 
 
The most significant change in the Group�s structure was the divestment of shares in AVEC Asset Management AS. The 

largest transaction involved exchange of interests in subsidiaries � the Group exchanged its entire holding in Tallinna 
Linnaehituse AS for full ownership in Kolde AS and Kerberon OÜ. Furthermore, the construction division acquired a 55% 

holding in a small enterprise Tempera Ehitus OÜ, which has after the reporting period proven to be a bad investment and 

is being terminated. Holdings were sold in smaller enterprises such as UAB Ikas Projekt and SIA Plavnieku Centrs. The 
effect of the transactions on the Group�s consolidated finances is presented in note 7 to the financial statements. 
 
Staff 

By the end of the year 2008 the staff of Arco Vara Group was reduced to 396 employees (2007: 664; 2006: 478) and the 
total salary paid to the staff, including the associated taxes, amounted to 129.3 million kroons (8.3 million euros). As at 
01.12.2008 the distribution of the employees by regions and areas of activity was as follows: 
 

2008    Estonia   Latvia Lithuania Ukraine Bulgaria Romania TOTAL 

Services 58 35 0 29 17 0 139 

Development 27 7 0 0 10 0 44 

Construction 63 128 0 0 0 0 191 

General management 22  0 0 0 0 0 22 

TOTAL 170 170 0 29 27 0 396 

2007               

Services 123 101 52 65 34 27 402 

Development 36 8 3 0 5 3 55 

Construction 84 99 0 0 0 0 183 

General management 24 0 0 0 0 0 24 

TOTAL 267 208 55 65 39 30 664 

 
 
In 2008 the members of the management board were paid remuneration including the associated taxes in the aggregate 
amount of 19 million  kroons (1.2 million euros) of which the remuneration of the members of the management board, 
including the associated taxes amounted to 2.7 million kroons (0.2 million euros)  , the bonuses, including the associated 
taxes � to 12.2 millon kroons (0.78 million euros)  and the severance pays, including the associated taxes � to 4.1 million 
kroons (0.3 million euros). 

The remuneration paid to members of the supervisory board, including the associated taxes amounted to 0.6 million 
kroons (0.04 million euros). 
 

Share information 

At the end of the year 2008 the aggregate number of shareholders was 1767; 98% of the shareholders holds less than 
100 000 shares, and 67% � less than 1000 shares. The total number of outstanding shares of the company is 95 284 150. 
At the end of December the closing price of a share was 2.82 kroons (0.18 euros). The company holds 450 000 of its own 
shares with the average acquisition value of 8.87 kroons (0.57 euros). In a year the share price has dropped 88.3%. 
The share price changes (in EUR) of the shares of Arco Vara AS, and changes of transaction volumes in 2008 are 
illustrated by the following diagram. 
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10 major shareholders as at 31.12.2008 Number of shares Shareholding % 
TOLETUM OÜ 20 718 508 21.74% 
HM INVESTEERINGUD OÜ 20 675 883 21.70% 
FREIER PROJEKT OÜ 19 929 133 20.92% 
SEB Ab Clients 11 549 471 12.12% 
JPMORGAN CHASE BANK, UK RESIDENTS 6 901 743 7.24% 
Central Securities Depository of Lithuania 2 897 556 3.04% 
GAMMA HOLDING OÜ 1 429 192 1.50% 
SEB PROGRESSIIVNE PF 684 471 0.72% 
SEB KASVUFOND 582 250 0.61% 
UNICREDIT BANK AUSTRIA AG 491 520 0.52% 
Other 9 424 423 9.89% 
 

Share positions of the members of the management board and the 
supervisory board  
as at 31.12.2008 Position 

Number of 
shares Shareholding % 

Lembit Tampere Chair of the management board 0 0.00% 
Veiko Taevere Member of the management board 0 0.00% 
Heigo Metsoja Member of the management board 0 0.00% 
Richard Tomingas (Toletum OÜ) Chair of the supervisory board 20 718 508 21.74% 
Hillar-Peeter Luitsalu (HM Investeeringud OÜ, related perosn) Member of the supervisory board 20 734 558 21.76% 
Aare Tark Member of the supervisory board 0 0.00% 
Kalev Tanner Member of the supervisory board 0 0.00% 
Ragnar Meitern Member of the supervisory board 0 0.00% 
Total  41 453 066 43.50% 
 

Dividend Policy 
In the years between 2005 and 2008 Arco Vara Group was announcing dividends in the amount of up to 15% of the 
consolidated net profit, and intends to continue the distribution of dividends pro rata to its net profit. Nevertheless the 
Group cannot warrant that dividend payments will be continuing at the same rate in the future, because the exact sum of 
dividends depends on the results of the latest financial year of the Group and the estimated liquidity position in the medium 
run. 
 
Financial Risks Management 
An overview of the financial risks management policy and the risk positions as at 31.12.2008 has been provided in Note 
No. 33 to the financial statements of the consolidation group. 

 

Corporate Management and Compliance with Recommended Corporate Governance Practices of 
Tallinn Stock Exchange 

 
The shares of Arco Vara AS were listed in the main list of the Tallinn Stock Exchange on 21 June 2007.  
Being a publicly traded company Arco Vara AS is governed in its operations by the legislation effective in the Republic of 
Estonia, the requirements, rules and guidelines established by the Tallinn Stock Exchange, and the company�s core 

values.  
 Partnership � our client is our partner  
 Reliability � we are reliable, open and honest  
 Professionalism � we deliver quality  
 Respect � we respect our client�s personality  
 Responsibility � we keep our promises 

 
Along with the annual report Arco Vara AS also submits its Corporate Governance Practices (CGP) report, in which the 
management of the company confirms the adherence to the CGP requirements, and explains the reasons of any failure to 
do so.  
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The annual report has been prepared in compliance with the CGP guidelines. This CGP report is a separate chapter of the 
management report constituting a part of the annual report. 
 
 
I General Meeting of Shareholders 
 
The highest directing body of a company is the general meeting of shareholders.  
The competence of the general meeting, the procedure for calling a meeting and passing of decisions is set forth in the 
articles of association of the company. 
 
In 2008 the company held one annual and one special general meeting of shareholders.  
The annual general meeting took place on 13.05.2008 in Tallinn at Tõnismägi 2. The meeting was called by publishing the 

relevant notice in Eesti Päevaleht and on the company�s website on 21.04.2008. The notice contained information on the 

location where the shareholders were given the possibility to review all the essential data and materials of the general 
meeting, and where to submit their questions. The following were not disclosed to the shareholders: the contract executed 
with the auditor, because according to the pre-contractual negotiations the contents of the contract was not subject to 
disclosure; the information on the candidate to the position of a member of the supervisory board regarding the candidate�s 

participation in supervisory boards, management boards or executive management of other companies. The omission was 
eliminated on 14.05.2008, when the CV of the new member of the supervisory board was published, along with the 
resolutions of the general meeting.  
The information was provided to the shareholders both in Estonian as well as in English. The company responded to the 
questions posed by shareholders before the general meeting, and published the questions and answers pertaining to the 
items on the agenda of the general meeting on the website of the company.  
Before the general meeting the supervisory board did not publish its proposals regarding the topics on the agenda of the 
meeting, because the supervisory board did not have suggestions of any relevance.  
The meeting was chaired by Hannes Vallikivi, who is not the chair of the supervisory board of the meeting, nor a member 
of the management board. The agenda of the meeting included approval of the annual report, division of profit, election of 
auditors, granting the right to acquire own shares, as well as removal of a member of the supervisory board, and election 
of a new member of the supervisory board. The distribution of profit was discussed at the meeting as a separate topic, and 
a separate decision was taken in respect to the same. The general meeting of shareholders was held in the Estonian 
language and the chair of the meeting ensured smooth running of the meeting. All the members of the management board, 
the chair of the supervisory board (Richard Tomingas) and two members of the supervisory board (Hillar-Peeter Luitsalu 
and Arti Arakas) attended the meeting. The rest of the members of the supervisory board (Aare Tark and Kalev Tanner) 
and the auditor were unable to attend the meeting due to their duties in other companies. The candidate to the supervisory 
board, Ragnar Meitern, who had not previously been a member of the supervisory board, could not participate in the 
general meeting, inasmuch as his place of work is outside the Republic of Estonia. The company deemed monitoring of 
and participation in the general meeting of shareholders via means of communication not possible.  
 
The special general meeting of shareholders was held on 06.11.2008 in Tallinn at Narva mnt. 7c. The notice on calling the 
meeting was published on 29.10.2008 in the newspaper Päevaleht and on the company�s website. The notice stated the 
reason for calling the special meeting, and the person proposing to call the meeting. This information was provided to the 
shareholders both in Estonian as well as in English. The company responded to the questions posed by shareholders 
before the special general meeting, and published the questions and answers pertaining to the items on the agenda of the 
special general meeting on the website of the company.  
The meeting was chaired by Hannes Vallikivi, who is not the chair of the supervisory board of the meeting, nor a member 
of the management board. The issue on the agenda was partial modification of the resolution of the general meeting of 
shareholders dated 13.05.2008, by which the company was granted authorisation to acquire its own shares, and the 
minimum price per one share was set as 1/10 of the nominal value of the share. The special general meeting of 
shareholders was held in the Estonian language and the chair of the meeting ensured smooth running of the meeting. All 
the members of the management board, the chair of the supervisory board (Richard Tomingas) and one member of the 
supervisory board (Hillar-Peeter Luitsalu) attended the meeting. The rest of the members of the supervisory board (Aare 
Tark, Kalev Tanner and Ragnar Meitern) and the auditor were unable to attend the meeting due to their duties in other 
companies. The company deemed monitoring of and participation in the general meeting of shareholders via means of 
communication not possible.  
 
Information pertaining to the agendas of the annual and special general meeting of shareholders, as well as the questions 
posed by shareholders before the meetings, and the responses given are displayed until the notice on calling the next 
general meeting of shareholders is published. 
 
II Management Board 
 
Since 16.10.2008 as well as on the date of preparing this report the management board of Arco Vara AS includes 3 
members: 

 Lembit Tampere � chair of the management board, who organises the work of the management board, and 
the management of the company; 

 Heigo Metsoja � member of the management board organising financial management of the company; 
 Veiko Taevere � member of the management board responsible for the management of the development 

division. 
 
From 01.01.2008 till 05.02.2008 the management board included 5 members: Viljar Arakas (chair of the management 
board), Ahto Altjõe (member of the management board, head of the construction division), Aare Tammemäe (member of 
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the management board, financial manager), Veiko Pedosk (member of the management board, head of the development 
division) ja Avo Rõõmussaar (member of the management board, head of the service division). 
 
From 06.02.2008 till 18.02.2008 the management board included 4 members: Aare Tammemäe (chair of the management 

board, financial manager), Ahto Altjõe (member of the management board, head of the construction division), Veiko 
Pedosk (member of the management board, head of the development division) ja Avo Rõõmussaar (member of the 

management board, head of the service division). 
 
From 18.02.2008 till 28.08.2008 the management board included 4 members: Aare Tammemäe (chair of the management 

board, financial manager), Ahto Altjõe (member of the management board, head of the construction division), Veiko 

Taevere (member of the management board, head of the development division) ja Avo Rõõmussaar (member of the 
management board, head of the service division).  
 
From 28.08.2008 till 15.10.2008 the management board included 4 members: Lembit Tampere (chair of the management 
board), Heigo Metsoja (member of the management board, financial manager), Veiko Taevere (member of the 
management board, head of the development division) ja Avo Rõõmussaar (member of the management board, head of 

the service division). 
 
Upon assuming the office every member of the management board has executed a service contract with the company 
governing the service assignments of that member. Contracts with members of the management board have been entered 
into for the term of three years. None of the members of the management board is concurrently a member of management 
boards of more than two issuers, a chair of the supervisory board of another issuer, nor a chair of the supervisory board of 
an issuer of the company�s group.  
 
All the members of the management board have executed a contract of a member of the management board with the 
company, which specifies the rights, obligations and liability of the members of the management board, and lays down the 
provisions governing payment of principal remuneration. The amount of the remuneration was agreed upon in line with the 
service assignments and activities entrusted to the relevant member of the management board, the current state of the 
business, and the future trends.  
 
In the contracts of a member of the management board, which were signed with Viljar Arakas, Aare Tammemäe, Veiko 
Pedosk and Avo Rõõmussaar, were included bonus system. 
The members of the management board are entitled to a bonus, if the consolidated profit and turnover of the company 
match the agreed benchmarks. If the consolidated turnover or profit was higher or lower than the agreed benchmarks, a 
separate formula was applied to calculate the bonus. No bonus was paid in the case of negative economic results, and the 
members of the management board were not charged the respective negative amount. The described system encouraged 
persons to act in the best interests of the company, and to refrained from acting in one�s own interests or in the interest of 

other persons. In the event that a member of the management board was removed from office without a good reason, the 
member of the management board was entitled to a bonus payable for the relevant year pro rata to the number of days in 
office, based on the approved economic results of the preceding quarter of the relevant year.  
 
In 2008 the members of the management board were paid remuneration in the aggregate amount of 14 311 872 EEK of 
which the remuneration of the members of the management board amounted to 2 049 707 EEK, the bonuses � to 
9 164 992 EEK and the severance pays � to 3 097 173 EEK.  
 
The members of the management board have informed the company of their participation in other business entities, which 
are not members of the Arco Vara Group, or management bodies thereof. 

 Ahto Altjõe � member of the management board of OÜ Infotrade; 
 Veiko Pedosk � member of the management board and sole shareholder of Kvaliteks OÜ; 
 Avo Rõõmussaar � member of the management board and shareholder of Strateg Consulting OÜ, the sole 

shareholder and member of the management board of Energiamets OÜ; 
 Viljar Arakas � member of the management board of Estonian Property Owners� Association (Eesti Omanike 

Keskliit) and the sole shareholder and member of the management board of OÜ Miemma Holding; 
 Lembit Tampere � member of the management board of CHB Kindlustusmaakler OÜ, OÜ Alasniidu, OÜ 

Overseas, OÜ ECE Maja and OÜ Harku Projektijuhtimine and the sole shareholder and member of the 

management board of OÜ Remmelga Aiand; 
 Aare Tammemäe � the sole shareholder and member of the management board of OÜ Brandeis Grupp; 

 
Certain interest held by the members in management board, and their participation in managing bodies does not constitute 
a breach of the prohibition on competition. Moreover the members of the management board have assumed the obligation 
to refrain from any breach of the non-competition obligation under their respective agreements. Furthermore, the internal 
work procedure rules of the company stipulate that no member of the management board or any employee shall demand 
or accept in their own personal interest any moneys or other benefits from any third persons in connection with their job, 
nor grant any third persons unlawful or unreasonable favours. 
 
The members of the management board have not concluded any transactions with themselves, any persons connected 
with or related with themselves, nor taken any decisions based on their personal interests.   
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III Supervisory Board 
 
The task of the supervisory board is to plan the operations of the company, organise the business and carry out 
supervision over the activities of the management board. The members of the supervision of Arco Vara AS are elected by 
the general meeting of shareholders. 
 
In line with the CGP one-half of the members of the management board of the issuer are independent. If the supervisory 
board includes an uneven number of members the number of independent members may be less by 1. 
 
The supervisory board of the company consists of 5 members. From the beginning of the financial year until 16.05.2008 
the members of the supervisory board were Richard Tomingas (chair of the supervisory board), Hillar-Peeter Luitsalu, Arti 
Arakas, Aare Tark and Kalev Tanner. At the annual general meeting of shareholders held on 16.05.2008 Arti Arakas was 
removed from the office of a member of the supervisory board, and Ragnar Meitern was elected a new member of the 
supervisory board.  
 
Since 16.05.2008 the independent members of the supervisory board, in line with the definition provided by CGP, are 
Kalev Tanner and Ragnar Meitern. The members of the supervisory board Hillar-Peeter Luitsalu and Richard Tomingas 
cannot be deemed independent members, because within the last three years they have been members of the 
management of a number of business entities of the issuer�s group, and have business relationships via the business 

entities OÜ HM Investeeringud and OÜ Toletum in which they hold interest.  According to the CGP definition Aare Tark is 
also not an independent member, because he provides legal services to Arco Vara AS through the Law Office Tark&Co, 
controlled by him. 
Therefore the supervisory board of the company includes 2 independent and 3 dependent members, which meets the 
CGP�s requirement according to which, in the case that the supervisory board has an uneven number of members, the 

number of independent members may be one less than the number of dependent members. Such composition of the 
supervisory board ensures efficient management and is the best option for the company and the shareholders.  
 
The members of the supervisory board elect from among themselves the chair of the supervisory board. 
Since 1997 the position of the chair of the supervisory board was held by Arti Arakas; on 12.12.2007 he submitted an 
application to the meeting of the supervisory board on his resignation from the position of the chair of the supervisory 
board. The supervisory board granted the application and from 21.01.2008 the position of the chair of the supervisory 
board is held by Richard Tomingas. 
 
The remuneration of the members of the supervisory board has been approved by the resolution of the general meeting of 
shareholders dated 31.05.2007; the amount payable to every member of the management board is 7500 EEK/month 
(without social tax).  No additional remuneration is paid to the members of the supervisory board, and no special 
remuneration is paid to the chair of the supervisory board. No severance pay is paid to resigning members of the 
supervisory board.  
Arti Arakas, Hillar-Peeter Luitsalu and Richard Tomingas who are also active members of supervisory boards of 
companies controlled by the issuer, have been granted the use of cars, computers and mobile telephone, and according to 
the resolution of the general meeting the expenses connected with the same are borne by the issuer. 
 
The supervisory board has formed no committees. 
 
Altogether 10 meetings of the supervisory board were held in 2008. In 2008 each member of the supervisory board of the 
issuer participated in more than one-half of the meetings of the supervisory board held during their term of office.  
 
Before Ragnar Meitern was elected a member of the supervisory board it was ascertained that he has no conflict of 
interest with the issuer. Furthermore, no conflict of interest has emerged in 2008 with respect to the other members of the 
supervisory board. 
 
 
 
IV Co-operation of Management Board and Supervisory Board 
 
In line with the articles of association of the issuer, and the established routine of work the management board and the 
supervisory board work in close co-operation. 
The members of the supervisory board Hillar-Peeter Luitsalu and Richard Tomingas are actively involved in the 
supervisory boards of all the parent companies of all the three key areas of activity (Arco Ehitus OÜ, Arco Investeeringute 

AS and Arco Real Estate AS). 
The management board and the supervisory board hold joint meetings when matters concerning the company�s strategy 

are discussed, and the parties continuously exchange information pertaining to the strategic development of the issuer. 
Furthermore, at such meetings the management board informs the supervisory board of any deviations from the 
company�s plans and targets and the reasons thereof.  
When needed meetings of the chair of the supervisory board and the chair of the management board are held to exchange 
information. With respect to exchange of information the internal rules governing the keeping, disclosure of internal 
information, as well as transactions with the shares of Arco Vara As are applied.  
 
On 25.08.2008 the supervisory board removed from their respective offices the chair of the management board Aare 
Tammemäe and a member of the management board Ahto Altjõue. This removal from office of the chair and the member 
of the management board was deemed necessary for the purpose better organisation of the business of the company, 
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ensuring management efficiency, and restructuration of its activities. Lembit Tampere was appointed the new chair and 
Heigo Metsoja the new member of the management board. On 18.09.2008 the supervisory board granted the resignation 
application of the member of the management board Avo Rõõmussaar, and removed him from office at his own request.  
 
 
V Disclosure of Information 
 
Since listing of the shares Arco Vara AS on the Tallinn Stock Exchange the company has been adhering to the information 
disclosure requirements laid down by Tallinn Stock Exchange and in compliance with the objective of applying equal 
treatment to all its shareholders. 
The website of Arco Vara AS can be found at the address www.arcorealestate.com  and the information targeted at 
shareholders is available at the easily found section http://www.arcorealestate.com/en/investor-info/general where it is 
available both in Estonian as well as in English. The issuer has disclosed on its website all the facts and assessment 
pertaining to the issuer, which have been disclosed to financial analysts or other persons. Moreover, the website of the 
issuer discloses information about meetings held with analysts, presentations made to analysts or investors, as well as the 
time and place of presentations and press conferences intended for institutional investors, and general directions of the 
issuer�s strategy. The issuer did not draw up a so-called financial calendar at the beginning of the financial year, inasmuch 
as the issuer has published all the information subject to disclosure by the deadlines set forth in the relevant legislation.  
 
Company has organised once a meeting with investors, directly before the dates of disclosure of financial reports, but in 
the meetings were not published inside information or undisclosed financial data.  
 
VI Financial Reporting and Auditing 
 
The consolidated accounts of Arco Vara AS have been prepared in accordance with the International Financial Reporting 
Standards as adopted by the European Union (IFRS). 
 
The meeting of the supervisory board, which discussed the auditing results, was attended by the auditor. The auditor 
submitted his report; the members of the management board were not present when the results were reviewed. No 
minutes were taken at the relevant meeting of the supervisory board.  
 
The notice on calling the annual general meeting of shareholders of the company contained the data pertaining to the 
candidate to the auditor�s position. The auditor has been auditing the financial results of the company for past years, and 
inasmuch the supervisory board had no negative comments regarding the auditor�s activities the supervisory board 

deemed did not deem necessary to have a separate report on the auditor�s activities be presented to the general meeting.  
 
Arco Vara AS does not disclose the amount of the fee paid to the auditor, inasmuch as, in the opinion of the issuer, the 
non-disclosure thereof does not affect the reliability of the auditor�s report prepared following the auditing. 
 
 
Formulas 
 
Invested capital = current interest-bearing liabilities plus long-term liabilities plus equity 
Net loans = current interest-bearing liabilities at the end of period plus long-term liabilities at the end of period less cash 
and cash equivalents at the end of period less short-term investments in securities 
Equity to assets ratio = equity at the end of period / total assets at the end of period 
Average equity = the past 4 quarters� closing equity / 4 
ROE = net profit for the period/ the period�s average equity 
Average invested capital = the sum of current interest-bearing liabilities, long-term liabilities and equity for the last four 
quarters / 4 
ROIC = the sum of pre-tax profit and interest expenses for the last 4 quarters / average invested capital 
EPS 1 = net profit attributable to equity holders of the parent / weighted average number of ordinary outstanding shares of 
the period   
EPS 2 = net profit attributable to equity holders of the parent / number of shares at the end of period 
Quick Ratio = (current assets � inventories & biological assets)/current liabilities at the end of period 
Current Ratio = current assets at the end of period / current liabilities at the end of period 
 
 
 
 
 
  
  

http://www.arcorealestate.com
http://www.arcorealestate.com/en/investor-info/general





































































































































