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MANAGEMENT REPORT FOR 6 MONTHS 2018
General information

UPP Olaines OU (hereafter ‘the company’) was established for the purpose of funding, acquiring and
managing the real estate investment of Olaines Logistics Park: (buildings and land) located at
“Sarlotes”, Olaines county, Olaines parish, Latvia, cadastre number 8080 003 0029, registered in the
Land Register compartment No.5439 of the city of Olaine parish. The company was established in
24.08.2017 and had no economic activity until 15.12.2018, when it acquired the cold storage
warehouse Olaines Logistics Park.

To finance the acquisition of the property, the company issued secured subordinated bonds in the
total nominal value of 6.215 million euros. The company plans to arrange the bonds to be listed and
admitted to trading on Nasdaq Tallinn Bond List in Q3 of 2018.

The business performance is not affected by seasonal factors. The activities of the company have no
environmental or social impact.

As the company has been established solely for the purpose funding, acquiring and managing the
property, no strategic changes in the business are planned.

The management board is aware of no trends, uncertainties, demands, commitments or events that
are reasonably likely to have a material effect on the company’s prospects for the period after the
reporting period of this interim financial statement outside the course of its regular business activities

UPP Olaines OU is a going concern.

Management commentary for the second quarter of 2018 (‘Q2 2018’)

The most important event in the second quarter of 2018 was the rental income increase from signing
of a new lease agreement with a tenant representing a major retailer who was already mentioned as a
prospect in the last quarterly report. Landlord held negotiations with the existing tenant and the new
retailer regarding all the details of the lease: the price, term and other details arriving at the conclusion
that the best solution for all the parties involved would be to bring in the new tenant. By the end of
the second quarter the new tenant had already moved in and started its daily operations in Olaines
Logistics Park. The new tenant has had no complaints regarding the premises and both parties are
satisfied that the co-operation is to a good start.

Additionally, as provided in the Q1 2018 report, Olaines Logistics Park terminated the management
contract with Sirin in the first quarter. During the second quarter United Partners Property has
successfully taken over the tasks therefrom without any substantial issues.

Management board and supervisory board

The information about the management and supervisory boards described herein has been updated
in the light of changes in the management and supervisory boards. For more information about these
changes, see Note 14 ‘Subsequent events’.
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The management board of UPP Olaines OU has one member: Marko Tali.

The supervisory board of UPP Olaines OU has three members: Hallar Loogma, Mart Tooming and
Tarmo Rooteman.

No remuneration or other benefits have been allotted to the members of the management board and
supervisory board.

There are no employees in the company besides the members of the management and supervisory
board.

Key indicators of financial performance and position for 6 months 2018

(in EUR) Q22018 6 months 2018
Net rental income 653,579 1,287,097
Operating profit 643,001 1,148,914
Profit for the petiod (50,226) 164,489

The negative profit figure for Q2 2018 of (50,226) resulted from the recognition of an interest rate
swap instrument on the balance sheet and recording it as an interest expense in the amount of 380,378.
This interest expense item did not impact the cash flow.

(in EUR) As of 30.06.2018
Investment property 30,544,000
Interest-bearing loans 30,138,632
Interest-bearing loans less shareholder loan 27,140,332

6 months 2018

ROA (Net profit / Average total assets) 0.5%

DSCR with shareholder loan (Operating profit / Loan principal and interest payments on 111
interest-bearing loans) :

DSCR without shareholder loan (Operating profit / Loan principal and interest payments on 1.22
interest-bearing loans less shareholder loan principal and interest payments) ’
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CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS

Condensed consolidated interim statement of comprehensive income

(in EUR) Note Q22018 6 months 2018
Sales revenue 4 653,579 1,349,805
Cost of goods and services sold 5 0 (71,708)
Net rental income 653,579 1,278,097
Administrative expenses 6 (10,578) (129,183)
Operating profit 643,001 1,148,914
Financial income (costs) 7 (693,227) (984,425)
Profit before income tax (50,226) 164,489
Profit for the period (50,226) 164,489
Total comprehensive income for the period (50,226) 164,489

Condensed consolidated interim statement of financial position

(in EUR) Note 30.06.2018 31.12.2017
Cash and cash equivalents 8 329,560 381,336
Accounts receivable and prepayments 9 503,960 445,824
Total current assets 833,520 827,160
Investment property 10 30,544,000 30,544,000
Total non-current assets 30,544,000 30,544,000
TOTAL ASSETS 31,377,520 31,371,160
Accounts payable and other settlements 11 911,132 679,593
Loans and borrowings 12 1,064,004 886,667
Total current liabilities 1,975,136 1,566,260
Loans and borrowings 12 29,074,628 29,641,633
Total non-current liabilities 29,074,628 29,641,633
TOTAL LIABILITIES 31,049,764 31,207,893
Share capital 2,500 2,500
Retained earnings 325,256 160,767
TOTAL EQUITY 327,756 163,267
TOTAL EQUITY AND LIABILITIES 31,377,520 31,371,160
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Condensed consolidated interim statement of cash flows

(in EUR) Note Q22018 6 months 2018
Operating profit 643,001 1,148,914
Adjustments:

Decrease / (increase) in accounts receivable and prepayments 9 (132,282) (58,130)
Increase / (decrease) in accounts payable and other settlements 11 20,192 (103,993)
Total cash flow from / used in operating activities 530,911 986,785
Interest received 1 3
Total cash flow from / used in investing activities 1

Repayments of loans and borrowings (315,542) (389,668)
Interest paid (312,850) (648,896)
Total cash flow from / used in financing activities (628,392) (1,038,564)
Net increase / (decrease) in cash and cash equivalents (97,480) (51,776)
Cash and cash equivalents at the beginning of the period 8 427,040 381,336
Cash and cash equivalents at the end of the period 8 329,560 329,560

Condensed consolidated interim statement of changes in equity

(in EUR) Share capital Retained earnings Total equity
Balance at 31.12.2017 2,500 160,767 163,267
Total comprehensive income 0 164,489 164,489

Balance at 30.06.2018 2,500 325,256 327,756
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NOTES TO THE CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS

1. Corporate information
UPP Olaines OU is a company established on 24.08.2017 and incorporated in Estonia.

The structure of UPP Olaines OU as of 30.06.2018 is as follows:

UPP Olaines OU

Olaines Logistics SIA

Olaines Logistics Parks SIA Investrr?ent property: Olaines Logistics
€ Park, Riga

For more information on subsidiaries, see Note 3.
2. Basis of preparation

The unaudited condensed consolidated interim financial statements of UPP Olaines OU for 6 months
2018 have been prepared in accordance with IAS 34 Interim Financial Reporting, except for the
requirement to disclose comparative financial information. The company was founded in 24.08.2017
and did not have any economic activity until the acquisition of the investment property on 15.12.2017.
Therefore the company has no financial history for a year-on-year comparison.

Consolidated financial statements
The consolidated financial statements include the company and its subsidiaries.

The company controls a subsidiary when it is exposed to, or has rights to, variable returns from its
involvement with the entity and has the ability to affect those returns through its power over the entity.

The subsidiaries use the same accounting policies in preparing their financial statements as the parent
company. Inter-company balances and transactions, including unrealised profits and losses, are fully
eliminated in consolidation.

Business combinations are accounted for in the consolidated financial statements using the acquisition
method. The cost of a business combination accounted for using the acquisition method is allocated
to the fair value of assets, liabilities and contingent liabilities as at the date of acquisition. The difference
between the cost of acquisition and the fair value of acquired assets, liabilities and contingent liabilities
is recognised as goodwill. If fair value exceeds cost, the difference (negative goodwill) is immediately
recognized as income of the period.
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Investment property

Investment property is property (land or building or both) held or developed to earn rental income or
for capital appreciation, rather than for the use in the production or supply of goods or services or for
administrative purposes; or sale in ordinary course of business.

An investment property is initially recognized in the balance sheet at cost, including any expenditure
items directly attributable to the acquisition of the property (e.g. notary fees, property transfer taxes,
professional fees for legal services, and other transaction costs necessary for the completion of the
acquisition). After initial recognition, investment property is measured at fair value at each balance
sheet. The fair value is determined by independent appraisers, being the price that would be received
to sell an asset in an orderly transaction between market participants at the date of measurement.

In determining the fair value, the method of discounted cash flows is used. In order to calculate the
present value of a property’s future cash flows, the appraiser has to forecast the property’s future
rental income (including rent per 1 square meter and the occupancy rate) and operating expenses.
Depending on the terms of the lease (whether and how easily the lease can be terminated by lessee),
the appraiser will base the projections on either the property’s existing cash flows or the market’s
current average cash flows for similar properties. The present value of the future net cash flow is
found by applying a discount rate, which best reflects the current market assessments of the time value
of money and the risks specific to the asset. The discount rate is selected based on the market’s average
capital structure, not asset structure. The discounted cash flow method is used to determine the value
of investment properties that generate stable rental income.

Gains and losses arising from changes in the value of investment property are recognized in profit or
loss in the period in which they atise under the ‘Gain / loss from revaluation of investment property’.

An investment property is derecognized from the balance sheet on disposition or when the property
is permanently withdrawn from use and the asset is expected to generate no future economic benefits.
Gains and losses arising from the derecognition of investment property are recognized in profit or
loss in the period of derecognition (in Other income and other expenses, respectively).

When the purpose of use of an investment property changes, the asset is reclassified in the balance
sheet. From the date of the change, the accounting policies of the group where the item has been
transferred are applied. For a transfer from investment property to property, plant and equipment, the
property’s deemed cost for subsequent accounting is its fair value at the date of transfer.

Financial liabilities

All financial liabilities (trade payables, borrowings, accrued expenses and other current and non-
current liabilities) are initially measured at cost that also includes all directly attributable expenditure
incurred in the acquisition. Subsequent measurement is at amortized cost.

The amortized cost of current financial liabilities generally equals their nominal value; therefore,
current financial liabilities are carried in the balance sheet in their net realizable value. Non-current
financial liabilities are initially recognized at fair value less transaction costs incurred. Subsequently,
these non-current financial liabilities are measured at amortized cost using the effective interest rate



UPP Olaines OU | Interim report for 6 months 2018 (unaudited)

method. Interest expenses on financial liabilities are recognized on the line ‘Interest income’ and
‘Interest expense’ in the income statement on an accrual basis.

A financial liability is classified as current if it is due within 12 months from the balance sheet date or
if the Issuer does not have an unconditional right to postpone payment of the liability more than 12
months after the balance sheet date. Loans with due date 12 months after the balance sheet date which
are refinanced as non-current after the balance sheet date but before the financial statements are
authorized for issue, are recognized as current.

A financial liability is derecognized from the balance sheet when the obligation under the liability is
settled, cancelled or expires.

Cash and cash equivalents

Cash and cash equivalents are cash and short (up to 3 months from the moment of acquisition) high-
liquidity investments that are readily convertible into a known amount of cash for up to three months
from the actual transaction date and which are subject to insignificant risk of changes in market value.

Revenue recognition

Revenue is measured at the fair value of the consideration received or receivable from transactions.
Revenue is recognized to the extent that it is probable that the economic benefits will flow to the
group and the revenue can be measured reliably.

Rental income from investment properties is recognized on a straight-line basis over the lease term.

Income from intermediation of services (utility fees of tenants, leases, and other intermediated
services) the Issuer acts as an agent, which means that such revenues are not presented in gross method,
but are offset against the expense on services purchased.

Finance income is recognized on an accrual basis, using the effective interest rate method.
Financial assets

All financial assets are initially recognized at cost, which is the fair value of the consideration paid for
the financial asset. Acquisition costs are any costs that are directly attributable to the acquisition of the
financial asset, including fees and commissions paid to agents and advisers, as well as any non-
recoverable levies, taxes and duties.

Upon initial recognition, financial assets in the scope of IAS 39 are classified in one of the following
four categories of financial assets, with a principle of measurement detailed next to each:

a) Financial assets at fair value through profit or loss — fair value

b) Loans and receivables — amortized cost

¢) Held-to-maturity investments — amortized cost

d) Available-for-sale financial assets — fair value or cost in case of equity instruments, the fair
value of which cannot be reliably measured
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Financial assets are derecognized when the Issuer loses the right to cash flow from the financial assets
and also when a liability arises to transfer these cash flows in full extent without material delay to third
parties, to whom most of the risks and benefits related to the financial assets are transferred.

Detivative instruments

The company may use interest rate swaps to hedge risks related to changes in interest rates of loans
and borrowings. Such derivative instruments are initially recognized in the balance sheet at the fair
value upon entering the contract and are subsequently revaluated in accordance with the change in the
fair value of the instrument at the balance sheet date. A derivative instrument with a positive fair value
is recognized as an asset and a derivative instrument with a negative fair value is recognized as a liability.
To determine fair value of interest rate swaps, bank quotations at the balance sheet date are used as a
basis. Derivative instruments are measured at fair value through profit or loss.

Taxation
The company and taxation in Estonia

According to the Income Tax Act, the annual profit earned by entities is not taxed in Estonia.
Corporate income tax is paid on dividends. The tax rate on (net) dividends is 20/80. Income tax atising
from dividend distribution is expensed when dividends are declared (when the liability arises).

Subsidiaries in Latvia

In accordance with the tax law effective until 2017, profits of entities in Latvia were taxable with
income tax (15%). Therefore, until that, deferred tax was provided for on all temporary differences
arising between the tax bases of assets and liabilities of Latvian subsidiaries and their carrying amounts
in the consolidated financial statements. In accordance with the new Corporate Income Tax Law,
starting from 01.01.2018, corporate income tax with a rate of 20/80 is levied on profits arisen after
2017 only upon their distribution. Transitional provisions of the law allow for reductions in the income
tax payable on dividends, if the entity has unused tax losses or certain provisions recognized by
31.12.2017.

Due to the new tax law, there are no longer differences between the tax bases and carrying amounts
of assets and liabilities, and hence, deferred income tax assets and liabilities no longer arise in respect
of subsidiaries in Latvia.

Leases

Leases, which transfer substantially all the risks and rewards incidental to ownership to the lessee are
classified as finance leases. Other leases are classified as operating leases.

Assets subject to operating leases are recognized in the lessor’s balance sheet. Operating lease
payments received and made are recognized as income and expenses, respectively, on a straight-line
basis over the period of the lease.
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Measurement of fair values

The company measures certain non-financial assets such as investment property at fair value at the
end of each reporting period.

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the date of measurement. The fair value measurement is
based on the presumption that the transaction to sell the asset or transfer the liability takes place either:

e In the principal market for the asset or liability;

e In the absence of a principal market, in the most advantageous market at the measurement
date.

The company must be able to access the principal or the most advantageous market at the
measurement date.

The fair value of an asset or a liability is measured using the assumptions that market participants
would use when pricing the asset or liability, assuming that market participants act in their economic
best intetest.

A fair value measurement of a non-financial asset takes into account a market participant’s ability to
generate economic benefits by using the asset in its highest and best use or by selling it to another
market participant that would use the asset in its highest and best use.

The company uses valuation techniques that are appropriate in the circumstances and for which
sufficient data are available to measure fair value, maximizing the use of relevant observable inputs
and minimizing the use of unobservable inputs significant to the fair value measurement as a whole:

e Level 1: Quoted (unadjusted) market prices in active markets for identical assets or liabilities;

e Level 2: Valuation techniques for which the lowest level of input that is significant to the fair
value measurement is directly or indirectly observable

e Level 3: Valuation techniques for which the lowest level of input that is significant to the fair
value measurement is unobservable

For assets and liabilities that are recognized in the financial statements on a recurring basis, the
company determines whether transfers have occurred between levels in the hierarchy by re-assessing
categorization (based on lowest level input that is significant to the fair value measurement as a whole)
at the end of each reporting period.

10
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3. Subsidiaries

The company has a controlling interest in the following entities:

Name Imr.ned1ate parent .Place of . Ownership interest Activity
entity incorporation
30.06.2018  31.12.2017
Olaines Logistics SIA  UPP Olaines OU Latvia 100% 0% Holding
company
Olaines Logistics Olaines Logistics SIA  Latvia 100% 0%  Asset holding
Parks SIA company
4. Sales revenue segment information
By regions Q2 2018 6 months 2018
(in EUR)
Latvia 653,579 1,349,805
Total 653,579 1,349,805
By activities Q2 2018 6 months 2018
(in EUR)
Rental income 653,579 1,349,805
Total 653,579 1,349,805
5. Cost of goods and services sold
Q2 2018 6 months 2018
(in EUR)
Technical services 0 (40,220)
Extra works 0 (14,241)
Insurance 0 (2,400)
Tax expenses 0 (14,847)
Total cost of goods and services sold 0 (71,708)

11
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6. Administrative expenses

Q2 2018 6 months 2018

(in EUR)
Consulting services (3,061) (103,061)
Legal services (390) (10,017)
Banking services (2,193) (5,514
Accounting services (2,889) (7,101)
Securities services fees (2,045) (3,490)
Total administrative expenses (10,578) (129,183)

7. Financial income (cost)

Q2 2018 6 months 2018

(in EUR)
Interest expense on bonds (108,763) (217,525)
Interest expense to United Partners Property OU (45,499) (90,998)
Interest expense on bank loan (158,587) (295,525)
Change in the fair value of interest rate swap instrument (380,378) (380,377)
Total financial revenues (costs) (693,227) (984,425)

During Q2 2018, an interest rate swap instrument was initially recognized in the value of 380,378 as a

liability on the balance sheet.

8. Cash and cash equivalents

30.06.2018 31.12.2017
(in EUR)
Demand deposits 329,560 381,336
Total cash and cash equivalents 329,560 381,336

9. Accounts receivable and prepayments

30.06.2018 31.12.2017
(in EUR)
Customer receivables 414,887 392,181
Prepaid expenses 89,073 51,546
Other short-term receivables 0 2,097
Total accounts receivable and prepayments 503,960 445,824

12
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10. Investment property

As of 30.06.2018, the Issuer has made investments to the following property:

. Year of Market value at
Name Location Area (m2) o ctruction  30.06.2018
(in EUR)
Olaines Logistics Park  Olaine region in Riga, Latvia 37,204 2007 30,544,000

In the estimation of the management, no changes occurred in the value of the investment property
in Q2 2018, and the value of the investment property remains the figure from the valuation
conducted on 21.06.2017 by an independent appraiser.

As of 30.06.2018

Property Fair value Valuation Discount Exit Annual rental
method rate yield revenue
Olaines Logistics Park 30,544,000 DCF 9% 8% 2,458,481

Independent expert valuation in regards to the fair value of investment property is based on the
following:

e Rental income: real growth rates and rents under current lease agreements are used;

e Discount rate: Calculated using the weighted average cost of capital (WACC) associated with
the investment property

e [xit yield rate: based on the estimated level of return at the end of the estimated holding
period, taking into consideration the forecasted market conditions and the individual
characteristics and risks of the property

The table below contains information about significant unobservable inputs used 30.06.2018 in
measuring investment properties categorized to Level 3 fair value hierarchy.

Fair value measurement

Type of Valuation . . . Range of .
Significant unobservable input . sensitivity to

asset class method estimates .
unobservable inputs

Investment DCF Exit yield 7.5%-8.5% An increase in exit yield in

property isolation would result in a
lower value of Investment
property

13
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Discount rate

7.5%-9.0%

An increase in discount
rate in isolation would
result in a lower value of
Investment property

Rental growth p.a. 0-3.3% An increase in rental
growth in isolation would
result in a higher value of
investment property

Long term vacancy rate 0-10% An increase in long-term
vacancy rate in isolation
would result in a lower
value  of  investment
property

11. Accounts payable and other settlements

30.06.2018 31.12.2017
(in EUR)
Payables to suppliers 90,580 195,991
Tax payables 0 87,903
Prepayments from customers 407,673 318,508
Interest payables 32,345 77,191
Derivative instruments 380,378 0
Other short-term liabilities 250 0
Total accounts payable and other settlements 911,132 679,593

Derivative instruments denote an interest rate swap used to hedge interest rate risk stemming from
floating component of bank loan interest rate. Derivative instruments are measured and presented at

fair value.

12. Loans and borrowings

Short-term

Long-term

Interest

30.06.2018 Total Currency Due date
part part rate

(in EUR)

Bank loans 1,064,004 19861328 20,925,332 EUR  poioriann  30.11.2022

Bonds 0 6215000 6,215,000 EUR 7%  10.11.2022

Shareholder loan 0 2998300 2998300 EUR 6% specggg

Total loan 1,064,004 29,074,628 30,138,632 EUR

liabilities

14
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13. Transactions with related parties
Parent entities

The company is controlled by the following entities:

Name Type Place of incorporation Ownership interest
30.06.2018 31.12.2017

United Partners ~ Immediate parent entity Estonia 100% 100%

Property OU

United Partners  Ultimate parent entity and  Estonia 100% 100%

Group OU controlling party

During 6 months 2018, related party transactions occurred regarding the loan granted by United
Partners Property OU to UPP Olaines OU, as detailed below:

Loans from United Partners Property OU 6 months 2018
(in EUR)

Beginning of the period loan balance (at 31.12.2017) 3,033,300
Loans advanced 0
Loan repayments made (35,000)
Interest charged (90,998)
Interest paid (62,267)
End of the period loan balance (at 30.06.2018) 2,998,300

Other

No other related transactions besides the transactions listed above occurred during the reporting

period.
14. Subsequent events

On 13.09.2017, a meeting of the shareholders and board of UPP Olaines OU was held where it was
decided to change the composition of the management and supervisory board of UPP Olaines OU
and its subsidiary, Olaines Logistics SIA. The previous supervisory board member, Marko Tali, has
been appointed as the chairman of the management board of UPP Olaines OU and Olaines Logistics
SIA, while both of the previous members of the management board, Hallar Loogma and Kevin Soon,
have been discharged from their positions. Hallar Loogma has been appointed on the supervisory
board. Marko Tali has been the head of investments in United Partners Investments OU, the direct
investment arm of United Partners Group OU. These changes are part of the efforts to streamline the

15
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management of United Partners Group’s investments. These changes will be completed in the period
of 17. — 28. September 2018.

16
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STATEMENT OF THE MANAGEMENT BOARD

The chairman and member of the management board confirms that financial and other information
published in this interim report of UPP Olaines OU for the 6 months ended 30th June 2018 provides

a true and fair view of the company’s business development, financial petformance and financial
position.

According to the Terms and Conditions of UPP Olaines OU Subordinated Note Issue section 3.5.3
and 3.5.4, the management confirms that the company’s debt service coverage ratio on consolidated
level is greater or equal than 1.1 for the 6 months 2018 and that there has been no occurence of an
Extraordinary Early Redemption Event in 6 months 2018.

~ A

Marko Tali

Incoming chairman and member of the management board of UPP Olaines OU and outgoing
chairman of supervisory board of UPP Olaines OU

On 18.09.2018
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Hallar Loogma

Incoming member of the supervisory board of UPP Olaines OU and outgoing chairman and membet
of the management board of UPP Olaines OU

On 18.09.2018
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