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ADDRESS BY THE CHAIRMAN OF THE SUPERVISORY BOARD

The year 2016 was remarkable for the Group. Thtmksmmitted work and a slightly more favourable
economic situation than in the previous year theurachieved the economic indicators equal to pre-
crisis 2008. The drastic slowdown of the buildingrket in Estonia and other Baltic states that fedd

the economic crisis, which was amplified by thestant remission of investment in grids by our main
customer, Eesti Energia, confirmed year by year b®iief that focusing on foreign markets and on
increasing our sales outside Estonia is our ondéinch for success.

The above described situation has forced our eagnsalespeople and all other employees to make
extraordinary efforts. These efforts have been rde@ by success as the share of foreign markets in
our net sales has increased to 78%. Our Finniskidiabes Satmatic Oy ja Finnkumu Oy have done
very well. Thanks to the joint efforts of the saleam of AS Harju Elekter Elektrotehnika and theoigh
Group we have established firm preconditions fer tlext rapid growth. This belief is confirmed by
large-scale contracts concluded at the end ofgperting year.

The increase in the number of sales orders willréiaeforced by the investments into advanced
technology and the extension of production spaag,nost of all into human resources in order to
create, develop and maintain a strong team.

Today, we can declare that AS Harju Elekter hagessfully survived difficult times. We have been
able to continuously produce profits and pay dingite We are the only listed company in Estonia who
has paid dividends to its shareholders in all #ary of its activities.

On behalf of the Supervisory Board | would liketl@ank all our customers and partners in Estonia as
well as abroad, as well as our employees for tvaolehearted contribution in making the changes
happen and increasing our turnover. | would als® o thank our shareholders for their support.

/signature/

Endel Palla
Chairman of the Supervisory Board



AS HARJU ELEKTER ANNUAL REPORZD16

ADDRESS BY THE CHAIRMAN OF THE MANAGEMENT BOARD

The year 2016 was a period of bold decisions aadtgihanges and rearrangements for us. It wasra yea
when several initiatives were taken that will shdpe development of the Group in the forthcoming
years. Therefore, we are especially pleased tdrengear with good economic results. The Groug’s al
time largest net sales of 61.2 million euros wetdeved by more than a 9% growth in the sales velum
in the last quarter. Despite the uncertainty ofytbar we were able to maintain profits to the lexfehe
previous year. The Finnish subsidiaries achievedntbst outstanding results within the Group, while
Estonian subsidiaries experienced the biggest numbehanges and the Lithuanian subsidiary was
most volatile to external influences.

Indeed, the growth in Finland and Sweden made pgyhbut with a view to the future the potential
effects of large-scale contracts concluded witmisim companies at the end of the year is stillame.

We have learned to understand the rhythm by whietgtobal economy is changing and fluctuating. It
is good to realise that teams of all companiesi®iGroup in every country have new momentum. Many
new people have joined us which has given risanovative thinking and inspired the key personriel o
the companies to perform at a higher level. Asaalde of the Group | have noticed a great deal of
energy and enterprising spirit shown by our empdsyelt is rewarding to spread the spirit of
cooperation in such a dedicated team.

The understanding that the future success and QroflMAS Harju Elekter can only be based on exports
and activities outside Estonia has become very.fifhis belief should also shape and develop our
organisation in the future, define our investmeeeds and channel our development activities.
However, we should not neglect our domestic custemewhom we want to continue to offer products
and services of the highest quality.

The development of industrial real estate has sh@nrarkable growth during the recent years and is
about to develop into an important business segn@ntAS Harju Elekter. The increase in the
production and sales volumes of electrical equignmetessitate additional manufacturing capacity,
including the development of production space iae Keila Industrial Park. We have successfully
launched the development of the Allika IndustriarPwhere we have made available a production
facility for customers/renters and another largedpction facility and production and storage hall i
ready to be handed over to customers. We are Bctimeolved in discussions regarding the
introduction of more modern and sustainable energpge. In addition to developing industrial real
estate, whose power supply will rely mainly on s@nergy, we are envisaging projects that focus on
building large-scale solar energy fields.

Harju Elekter Group is constantly developing andasding. In addition to the companies belonging to

the Group today we are continually looking for néwsiness alliances/consortiums and possible
transpositions. By increasing and developing thistiexy assets we aim to be now and in the future
customers’ first choice, offering substantial adeatlie to products as well as technological sohgtio

By earning added value for our shareholders, we llop economic results of the Group will provide a

strong basis for dividend and the formation of #gfare price. We put much emphasis ensuring that
Harju Elekter will be the first choice for our cent and future employees, offering them many

opportunities and challenges for an interestinge&aand personal development.

We will work together with our stakeholders and Wiele team for a better future! | would also like
thank our customers, employees and shareholdeithdor excellent co-operation and contributions. |
hope that next year when AS Harju Elekter will ledebrating its 50 anniversary we can be proud of
our achievements, results and contribution to theebpment of the society.

/signature/

Andres Allikméae
Chairman of the Management Board
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MANAGEMENT REPORT

MISSION

To be well-known and accepted manufacturer of MVAIgctrical equipment and automation solutions
in the Baltic Sea region by responding to the tfeneeds without delay with competence and quality
and by offering added value and reliability to pars in co-operation projects.

GOAL

To be successful over a long period of time, tadase the company’s capital and generate revemue fo
the owners, as well as the partners, and to prowndivating work, income and development
opportunities for the employees.

AS Harju Elekter have been manufacturing electgcplipment since 1968. The Group’s main income
comes from energy distribution equipment (substatiocable distribution and fuse boxes) and
automatic control boards for the energy sectorustry and infrastructure. 78% of the products are
marketed outside Estonia.

HARJU ELEKTER GROUP’S ORGANISATIONAL CHART

Harju Elekter
|

N

Subsidiaries Strategical Investments
( \ \
. AS HARJU ELEKTER ELEKTROTEHNIKA ™ SIA ENERGOKOMPLEKSS
Manufacturer of electrical equipment for energy - MV/LV equipment sales organisation
100% distribution, industrial and construction sectors, 14% in Riga

located in Keila

. AS HARJU ELEKTER TELETEHNIKA . SKELETON TECHNOLOGIES GROUP 0OU
Manufacturer of telecom and fibre optic products, Developer and manufacturer
100% located in Keila 10% of ultra-capacitors
/e
SATMATIC OY Finnkumu Oy )
'I- Manufacturer of 100% I ,\PAKC ?R?UP O>f" . "
100% industrial control and | Finnish leading prefabri- 5% anutacturer ot wiring systems
automation devices, cated substation
located in Ulvila manufacturer in Kurikka
and in Kerava _
—
RIFAS UAB Automatikos Iranga UAB
- Manufaclturer Qf 27% hiee
0 automatic equipment, company whic
100% control and distribu- | deals with design,
tion units, located in Panevezys
in Panevezys —

HARJU ELEKTER KIINTEISTOT OY
+ Industrial real estate holding company

100%

AR HARJU ELEKTER AB
ww (Suspended for an unspecified term since 1.4.2014)

90% Sales office in Stockholm
()

As at 31.12.2016
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OVERVIEW OF THE ECONOMIC ENVIRONMENT

Global economy

The global economy has survived the unstable gstiimd the dominant geopolitical tensions, such as
Brexit, the presidential elections in the Unite@t8s, thecoup d’etatattempt in Turkey and terrorist
attacks in Nice. They have not had a major effacteast not yet. The employment rate has increased
inflation that had remained at the lowest level e last decade, has started to rise, and theofeel
certainty among entrepreneurs and consumers iretted$ie United States and China are supporting
the global economic growth and economic indicatars gaining strength in Europe. Here, the
economic growth is supported by the decrease implwyment, low interest rates and an expansive
monetary and budgetary policy. Economies of Nombeintries are also more stable than before.
However, the recovery processes, as well as theeyperspectives, are quite uneven in different
countries and regions. Although the sanctions éshtedal by the US and EU against Russia were still i
force, the Russian economy showed signs of recovbgn, thanks to the stabilisation of the exchange
rate of the rouble and supported by the price lpfnabre investments started to come into the cguntr
Thanks to the agreement between oil producing cesnio reduce output, the oil barrel price inceehs
from 27 dollars at the beginning of the year todeflars, i.e. it more than doubled, by the endhaf t
year.

Euro area

The year 2016 was all in all relatively succesdbrl the world’'s third largest economic union as,
according to the preliminary data, the economiethefEuropean Union and the euro zone increased
respectively by 1.9% and 1.7%. The economic grdiw is relying, as before, mainly on consumption,
was supported by a healthier and steadier bankisgem, the increase in real earnings and customer
certainty. Interest rates and inflation remainedticmally very low. However, the economic growth
will probably slow down due to the UK'’s perspectofdeaving the European Union.

The economic situation in Nordic countries, thenraade partners of Estonia, gives local exporders
reason to be happy. Sweden, which is Estonia’'setdr@xport market, increased its imports by
approximately 6% in 2016. Imports to Finland, which gradually recovering from economic
depression, also began to grow. In the beginning@Qdf6é the exports to Sweden exceeded those to
Finland by one quarter, but by the end of the yharexport capacity to these countries had almost
achieved parity.

Estonia and the Baltic countries

In 2016 the Baltic countries experienced a modesh@mic growth. If in 2015 Baltic economies were
influenced most of all by the decrease of expatRussia and other CIS countries, then in 2016 the
dramatic drop in investment that was brought abguhe decrease in payments from EU funds was the
key factor that hindered economic growth. The feccgupporting economic development are similar in
all Baltic countries: domestic demand, EU suppbs,increase in labour productivity and foreigrdé&a
According to preliminary estimations for 2016 theoeomic growth in Estonia was 2.1%, in Latvia
2.8% and in Lithuania 3.1%.

During the reporting year several economic indiaio Estonia showed signs of improvement: the
production quantity of the industrial sector in@ed, the growth of exports accelerated, the loan
portfolio of business grew at accelerated speedtlaadeel of certainty among households increased.
However, profits of non-financial corporations hdeen dropping for the third year in a row andrthei

investments for the fourth year. The share of lalmmsts in companies’ turnovers has grown to the
highest level since the crisis period following tgear 2009, threatening their competitiveness.
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YEAR 2016

Swiss CEAMS-CE Asset Management, along with itdiBalartners, announced the next nominees for
the Corporate Excellence Award. AS Harju Elekterswacognised as the best listed company in
Estonia while being the third in the overall Balissessment. It was recognised thanks to the cewotin
expansion in Northern Europe, conservative balasiveet, as well as a stable and experienced
management team.

Positive recognition was awarded also to the Geo&nish company Oy Finnkumu, who reached
high, 2nd ranking on the list of the EntrepreneafrSouth Ostrobothnia.

The AGM of PKC Group Oyj, which gathered on 4 A216, decided to pay dividends in the amount
of 0.70 euros per share. Dividends were transfetoethe shareholders’ bank accounts on 15 April
2016. AS Harju Elekter owns 1,094,641 shares. TVidehd income of 766 thousand euros is reflected
in the profit of Q2 2016. The 15% income tax witlthffom the dividends in Finland comprised 115

thousand euros.

At its 5 April 2016 meeting, the Supervisory BoadAS Harju Elekter decided to merge the metal
factories of the Group’s Estonian subsidiaries,sotidating the sheet metal processing resources,
capability and know-how of the entire Group into Afarju Elekter Teletehnika. The outcome of
restructuring is economy in terms of manufactuasgvell as labour costs. After the changes, ASWHar;j
Elekter Teletehnika will focus on the manufacturofgheet metal products and details for the atzdtr
engineering and telecommunications sector. Resitingtwas completed at the end of Q3.

AS Harju Elekter granted a loan of 660 thousand®tw Skeleton Technologies Group OU. In Q3, an
additional round of funding and involvement of ist@s was arranged and the loan was converted into
equity of Skeleton Technologies Group OU.

On 14 October 2016, AS Harju Elekter bought thé estate company Kiinteistd Oy Uutvallinkulma.
Following the transaction, it will bear the nameRzrju Elekter Kiinteistét Oy. The contract pricasv
518 thousand euros. The company leases 2,470 sigpmoduction premises to the Group’s Finnish
company, Finnkumu Oy. This activity is consistenthwthe policy of the Group, whereby any
production premises used by companies in the Gaoeipwned by the Group.

On 21 October 2016, in Allika Industrial Park, ltechon the city limits of Tallinn, the cornerstonas

laid for two important buildings: HE production astbrage facilities and the production and storage
building of Stera Technologies Oy — the commerpiaducer of mechanical and electromechanical
devices and components. Prior to that, in April@C4 preliminary contract was concluded with Stera
Technologies Oy for the construction and subseqleasing of production facilities for the company
and procurement conducted to identify a projectagan, with “Ehitusfirma Rand and Tuulberg AS”
gualifying. The investment volume is 8.2 millionres, which will be covered from own funds and a
bank loan. For this purpose, loan agreements iotaed amount of 7 million euros, was signed with
Swedbank AS. First stage will be ready for delivieryhe tenants in the first half of 2017.

Three important substation sales agreements wadusted in Q4 2016 and in Q1 2017, following the
reporting date. The most important of these areatitreement signed with Finland’s largest distridmuti
network company, Caruna, on 19 December 2016, famtinto order letters received from Konecranes,
on 10 January 2017, for delivering special-purpsgastations to the United States. As a result ®f th
new orders, the production of substations in theran and Finnish plants of the Group will increas
from the current 1,100 substations to 2,500 subsisper a year.

To ensure smooth fulfilment of the order volumeésyas decided in Q4 2016 to transfer the operations
of AS Harju Elekter Elektrotehnika to new produaticalls — being vacated by AS PKC Eesti — in the
Keila Industrial Park. The project will be implented during Q1-Q3 of 2017.

The Group’s subsidiaries are actively participatethe professional fairs in Estonia and Finlamdde
fair Energia 2016 in Tampere, which is specialisednergy production, transmission, distributiod an
accumulation; in SLO autumn fair as well as in theilding fair Estbuild in Tallinn.
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BUSINESS RESULTS

5 years statistical summary

Group 2016 2015 2014 2013 2012
Statement of profit or loss(million EUR)

Revenue 61.2 60.7 50.6 48.3 52.8
Operating profit 3.2 3.3 2.2 1.7 2.0
Profit attributable to owners of the Company 3.2 3.2 9.7 5.2 3.5
Statement of financial position at the end of theear (million EUR)

Total current assets 22.3 19.8 25.1 15.9 16.5
Total non-current assets 51.7 46.7 44.7 55.2 43.1
Total assets 740 66.5 69.8 71.1 59.6
Equity attributable to owners of the Company 60.358.1 58.5 62.5 48.8
Equity ratio (%) 815 874 83.8 87.9 81.8
Rates of growth(%, y-0-y)

Revenue growth 0.8 19.9 4.8 -8.5 13.1
Operating profit growth 29 47.1 27.8 -11.5 2.7
Profit attributable to owners of the Company growth 09 -67.1 87.9 46.8 26.8
Assets growth 111 -4.6 -1.8 19.2 12.7
Equity attributable to owners of the Company growth 3.8 -0.7 -6.4 28.1 21.1
Performance indicators (%)

Operating margin 52 54 4.4 3.6 3.7
Net margin 53 53 19.3 10.7 6.8
Return of assets (ROA) 46 4.7 13.8 7.9 6.3
Return of equity (ROE) 54 55 16.0 9.2 7.9
Share (EUR)

Average number of shares (1000 pc) 17,749,551 17,400 17,400 17,093
Equity per share 3.34 332 3.48 3.20 2.61
The closing price 283 263 2.79 2.70 2.64
EPS 0.18 0.18 0.56 0.30 0.21
P/E 15.72 14.61 4.98 9.00 12.57
Dividend per share [1o.18 P o.12 0.15 0.10 0.09
Liquidity ratio

Current ratio 2.1 2.8 2.8 2.3 1.8
Quick ratio 1.3 1.7 1.9 1.4 1.1
Personnel and remuneration

Average number of employees 455 472 459 455 452
Number of employees at the end of the period 480470 483 451 478
Wages and salaries (million euros) 10.6 9.7 9.2 8.6 9.1
Operating margin = Operating profit/Net sales *100

Net margin = Profit attributable to owners of then@pany /Net sales *100

Equity per share = Average equity attributablewmers of the Company /Average number of shares
Return of assets (ROA) = Profit attributable to evgnof the Company /Average total assets *100

Return of equity (ROE) = Profit attributable tarters of the Company /Average owner’s equity *100

EPS = Profit attributable to owners of the Company Efage number of shares

P/E = Share price/EPS

Equity ratio = Average equity attributable to owsmef the Company/Average total assets *100
Current ratio = Average current assets/ Averageeatitiabilities

Quick ratio = Average liquid assets (current assets/entories)/ Average current liabilities

(1 Management Board’ proposal
2] incl 0.07 euros, related payment from reductiothefshare capital
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In the 2016 annual report the financial indicatoff\S Harju Elekter (the consolidating entity) aitsl
subsidiaries: AS Harju Elekter Elektrotehnika, A&rid Elekter Teletehnika, Satmatic Oy, Finnkumu
Oy, Harju Elekter Kiinteistot Oy, Rifas UAB and Aarhatikos Iranga UAB and Harju Elekter AB
(suspended since 1.4.2014) are consolidated lidawby

In October AS Harju Elekter acquired 100% of tharek of Harju Elekter Kiinteistét Oy and the
subsidiary Rifas UAB purchased an additional 16%itefsubsidiary’s Automatikos IraagUAB
shares, increasing its shaoe67%. In addition to that AS Harju Elekter aceqdirafter the reporting
period in February 2017 an additional 10% of thee@gh subsidiary’s Harju Elekter AB shares,
increasing its share to 100%.

AS Harju Elekter has a share of 4.5% in the Fintigghd company PKC Group Oyj;j.

Earnings and margins

Sales revenue, net and operating profits

sales revenue profits
million euros million euros
70 12
60 - 10
50 g
40

-6
30
20 - -4
10 - -2
0 -0

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

I Sales revenue = QOperating profit Net profit

In 2016, the consolidated sales revenue reach@d(8015: 60.7) million euros and operating profz 3
(2015: 3.3) million euros. The consolidated neffipf the reporting year was 3.2 (2015: 3.3) roffi
euros.

Out of the consolidated revenue 34.2% (2015: 33.8%g contributed by the Estonian, 57.2% (2015:
52.2%) by the Finnish and 8.5% (2015: 13.9%) byiiitlieuanian companies.

As to the markets, once again the Finnish and kstomarkets were dominant with 88.9% (2015:
87.5%) of the Group’s products and services sa@dkth

During the year, 21.9% (2015: 23.5%) of the Groypeducts and services were sold on the Estonian
market. Year on year, supply to the Estonian madestreased by 0.8 (2015: -1.0) million euros or
respectively 5.8% and 6.5%. The decline was matalysed by decreased investments in the energy
distribution sector in Estonia starting from 20#hich has resulted in a decrease in sales voluores f
medium voltage distribution equipment and substatidd small market as well as low investments in
Estonia have given an incentive to find opportesiion other markets.

78.1% of the Group’s products and services were gotside Estonia (76.5% in the reference period).
Finland has growing the biggest market of the Gy@1p0% of the Group’s products and services were
sold on the Finnish market (2015: 64.1%). SalethéoFinnish market grew by 2.1 (2015: 9.4) million
euros, year on year. The Finnish market is conliyngharacterised by large investments in the energ
distribution sector.

The Lithuanian subsidiary’s main focus in saleatstyy is on export markets. In the reporting yda,
share of foreign markets in the subsidiary’s sategnue was to 89% (2015: 93%). Due to low oil
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prices and a change in ownership in the main custooh our Lithuanian company, the Group’s
deliveries towards Norway decreased by 1 millioroswr 26.1% in 12 months.

In 2016 the Group continued active work in Swedenthe fields of sales, as well as product
development. Net sales earned on the Swedish madtetased in twelve months by 0.7 million euros
i.e. 47.3%.

Net sales from other markets decreased duringehe lyy 26%, accounting for 1.2 (2015: 1.7) million
euros. Brazil, Poland and Ireland were entereceasmarkets in the reporting year.

The Group’s main area of activity is the productamd marketing of electric power distribution and
transfer equipment. As usual, production made wpldngest part of the consolidated revenue, i.e.
91.2%; real estate and other activities accourde8.8%.

There has been a growth in revenue among almogradiucts and services. 85.8% (2015: 86.0%) of
the reporting year revenue originated from the ealdectrical equipment, increasing up to 52.51&0
52.1) million euros. The rental income has incrddse6.9% by a year, amounting to 2.2 million euros

Revenue by business area Revenue by market

86% M Elactrical
equipment
2% m Sheet meta
products/services
2% @ Telekom
products/services
5% m sales of electrical
cumponenls
4% M Redl eslale renl

22% m Estonia

67% M Finland
1% m Lithuania
3% M Sweden
5% m Norway
2% M Others

1% m Other services

Cost of products and services sold increased 3 @@ring the year i.e. at an equal rate to the 0.8%
increase in net sales. As a result, the consotidgtess profit for the reporting year was 10.4 il
euros which is about the same as last year. In adagn to the reference period, the gross profit
margin drop by 0.1 percentage points with the yaaQunting to 16.9%.

Due to the Group’s continuous efforts to increagaoes the distribution costs have increased by 14%
compared to the previous year. Labour costs hagenrgithe most within distribution costs, mainly
because of the restructuring of companies and gdyamuses for good economic results. Almost three-
guarter of the increase in marketing costs wasrgéeak by the Group’s Finnish companies. The share
of marketing costs accounted for 5.0% of net sdRl5: 4.4%). On the other hand, general
administrative expenses declined by 4.6% compacedhé previous year. The ratio of general
administrative expenses accounted for 6.8% of timual net sales, decreasing during the year by 0.4
percentage points.

The number of employees of the Group increasedhgutie year by 10 people, amounting to 480
employees. In the second half of 2015 the optingeabf production was started in the Group’s

Estonian companies. Until Q3 2016 it involved thduction of the number of employees, but after the
conclusion of several large-scale sales contracteaion of new jobs was started in the last guant

the year. Hiring new people is complicated dueh® tobugh competition on the labour market and the
increasing wage pressure. In order to hire newla®p the existing employees the review of salary
levels was started in the last quarter. Duringyiéssr the number of employees was reduced onlyein th
Lithuanian company where after a very successfal y@ 2015 the production output was decreased
substantially in 2016. In the 12-month period, labcosts increased by 7.2%, amounting to 13.5

10
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million euros. The ratio of labour costs to salegenue was 22.0% (2015: 20.7%). In 2016, employee
wages and salaries totalled 10.6 (2015: 9.7) milkaros. The average wages per employee per month
amounted to 1,940 (2015: 1,710) euros. The notieeialcrease in salaries is mainly induced by the
good economic results of the Group’s Finnish corggim 2016 which led to the larger payments of
bonuses and provisions (for holidays and bonuges)taerefore, the overall labour costs of the @rou
increased.

Overall, the growth rate of operating expenses swaslar to the growth of net sales, increasing by
1.1% a year and amounting to 58.0 million euros2046, EBITDA was 4.8 million euros, the same
amount as in the reference period. EBIT decreasedgithe year by 0.1 million euros to 3.2 million
euros. Return on sales before depreciation fodBamonth period decreased by 0.1 percentage points
being 7.8%, and return of sales by 0.2 percentages) being 5.2%.

Dividend income in the reporting period was 0.81&00.8) million euros. Income tax expense in 2016
was 0.7 (2015: 0.9) million euros.

The consolidated net profit of the reporting yeasv@d.2 (2015: 3.3) million euros. EPS was 0.18 ®uro
in both periods.

Other comprehensive income

Other comprehensive profit, earned from the revanaof financial assets of the shares of Skeleton
Technologies Group OU, amounted to 1.6 million surothe reporting year. The market price of a
share of PKC Group Oyj on the Helsinki Stock Exafedecreased during the period of 12 moths by
0.42 euros and closed at 15.81 euros (2015: dexxtdns1.24 euros to 16.23 euros); -0.5 (2015: -0.4)
million euros of revaluation loss were earned frdm revaluation of shares of PKC Group Oyj.

Overall, other comprehensive income from the reatédm of financial assets was 1.1 million euros in

2016, increasing the revaluation reserve in edqujtthe same amount.

Financial position and cash flows

At the end of reporting period current assets arezlito 30% (2015: 30%) and non-current assets to
70% (2015: 70%), while foreign capital accounted1f®% (2015: 13%) and equity 82% (2015: 87%) of
total assets.

As of 31.12.2016 the value of assets of the Graunpumted to 74.0 million euros which is 7.4 million
euros more than a year before. Current assetsaseeduring the year by 2.4 million euros, of which
inventories 2.6 million euros and cash decrease2ldynillion euros. The value of non-current assets
the statement of the financial position increasethiav 12 month by a total of 5.0 million euros,
amounting to 51.7 million euros.

During 2016 the Group invested in property, plamd aquipment and real estate a total of 4.6 (2015:
2.3) million euros. Three million euros of it wassésted into the development of the production epac
in the Group’s Allika Industrial Park and for 0.9illion euros tangible assets were acquired by
purchasing a real estate company in Finland.

Due to the revaluation of long-term financial inveents into their fair value, the value of finarncia
assets in non-current assets, as well as the edi@iureserve in the owner’s equity, increased dy 1
million euros.

As at 31.12.2016, interest-bearing loans and bongsvformed 14.5% of the Group’s liabilities and
2.7% of the cost of assets. As at 31.12.2015, tfiggees were 14.4% and 1.8% respectively. By the
end of the year interest-bearing loans and borrgsvaamounted to 2.0 (31.12.2015: 1.2) million euros,
with short-term obligations making up 0.8 (31.12.200.3) million euros.

As at the reporting date, the Group’s liabilitiesatled 13.6 (2015: 8.4) million euros, of whichogh
term liabilities made up 12.4 (2015: 7.5) millionres or 91% (2015: 89%). The 4.9 million euro
increase in current liabilities was mainly causgdtie increase in trade payables by 2.7 milliorosur
and a debt to shareholders that amounted to 1l®méduros (due to the share capital reductionn-No
current liabilities of the Group increased by 0.8liom euros, amounting to 1.2 million euros. The
equity of the Group increased by 2.2 million eusrapunting to 60.4 million euros.
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In 2016 the cash flows from operating activitiesoamted to 2.6 million euros and a year before o 4.
million euros. The increase in trade and otherivetdes as well as inventories exceeded the trade a
other payables by 1.6 million euros during the répg year, while the year before these changes in
operation brought in 0.2 million euros.

In 2016 the last instalment 0.7 million euros waglgor the shares of Finnkumu Oy and a payment of
0.5 million euros for the acquisition of the reatate company Harju Elekter Kiinteistét Oy (Note 30
was made. In the reporting year a total of 1.2 2@19) million euros were used for the acquisitafn
subsidiaries. AS Harju Elekter gave Skeleton Tettgies Group OU 0.7 million euros of irrevocable
loans which was later converted into the equitthefcompany. In 2015 a total of 2.4 million eurassw
paid for financial investments. PKC Group Oyj paidividend of 0.70 euros per share — in 2016 abk wel
as in 2015 a total of 0.7 million euros of net demds were received. Real estate investments and
acquisition of property, plant and equipment infloed cash flows by 3.2 (2015: 2.1) million euros.
During the reporting year a total of 4.5 millionresiwas spent on investment activities, while ih5@

total of 4.8 million euros was spent on them.

All'in all, net cash used in financing activitieasv0.5 (2015: 4.2) million euros in 2016. The déshs

of financing activities were influenced by a smajayout to shareholders — in 2016 AS Harju Elekter
paid a dividend of 0.9 (2015: 2.7) million euroeTcash flow out, including the purchase of non-
controlling shares, was 0.05 (2015: 1.7) milliomasu The payout of 1.2 million euros related to the
share capital reduction took place in January 20i‘addition to that a bank overdraft amounting to
0.64 million euros and a long-term loan of 0.12ioml euros were used during the reporting year.

Cash and cash equivalents decreased during theingpgear by 2.4 million euros, amounting to 3.3
million euros, while in 2015 they decreased byriilion euros, amounting to 5.7 million euros.

The goals and principles of managing financialgisiated to the Group’s financial instruments ted
risks related to the changes in exchange ratesrestt rates and stock exchange rates that may occur
during the financial year and during compiling tleport are listed and described in Note 5 (Findncia
risks management) of the Consolidated Financide8tents.
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BUSINESS SEGMENTS

As of 31 December 2016 the Group was
active in two fields — production and real

estate — where the accompanying risks and
rewards were very different and both fields of
activity had enough weight to form a separate
segment. The share of the trading group
operating within the parent company and has
during the last years (including 2016)

remained below the essential 10% and,
therefore, it was recognised as within the
composition of other fields of activities.

Revenue by business segment

91% M Production
4% M Real estate

5% m Other
activities
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PRODUCTION

The production segment includes electrical
equipment factories in Estonia (AS Harju Elekter
Elektrotehnika), Finland (Satmatic Oy, Finnkumu
Oy) and Lithuania (Rifas UAB) which produce
mainly electric power distribution equipment
(substations, cable distribution and fuse boxes)
and automatic and control boards for the energy
sector, industry and infrastructure. AS Harju
Elekter  Teletehnika in  Estonia  which
manufactures products for the electrotechnical
sector as well as telecom sector, also belongs in
this segment.

In 2016 production gave 91.2% (2015: 91.6%) of
the consolidated sales revenue. The segment’s
volume of sales decreased within a year by 0.4%
amountina tc¢55.8 million euros

2013

W Real estate

2014 2015 2016

W Other activities

Revenue by company

29% M AS Harju Elekter
Elektrotehnika

40% m Satmatic Oy

17% M Finnkumu Oy

8% M Rifas UAB

6% W AS Harju Elekter
Teletehnika
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AS Harju Elekter Elektrotehnika

AS Harju Elekter Elektrotehnika, which is fully oeah by the Group, is a leading manufacturer and
distributor of MV/LV distribution units in Baltic @untries. The headquarters and plant of AS Harju
Elekter Elektrotehnika are located in Keila comipigs11,000 m of production, warehouse and office
premises. The number of employees is 168, incl fiftheof them working in sales and R&D.
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2016 was a breakthrough year for AS Harju ElektiekiEotehnika and successful from the point of
view of taking the development of the company tew stage. The company concluded two large-scale
delivery contracts with Finnish power networks whiwill multiply the production of sub-stations
during the forthcoming years. The company alsoivedea large order for approx. one hundred specific
sub-stations for United States ports. During tleemne years the company has focused mainly on export
markets and co-operation with companies locatethénBaltic Sea region. During the reporting year
strenuous efforts were made to determine the naadsexpectations of customers and to develop
suitable products for them. The product portfoliotlee company was strengthened by several new
product solutions and the co-operation with welbwn specialist of different fields gained ground.
Production processes were reviewed to carry ouracts and orders and in the beginning of 2017 the
company will move to a larger production space tfet remained vacant after PKC Eesti AS moved
out.

Revenue by product group Revenue by market

71% M Equipment for

enery/power 40%M Estonia
distribution
48%mM Finland
23% M Equipment for
industry sector 10%m Sweden
1%M Norway
6% ™ Equipment for 1% Others
building sector
and
infrastructure

The results of focusing on export markets and ssfak marketing has yet to be reflected in the
company’s net sales of 2016 which remained at #meslevel as in 2015 i.e. at 18.1 (2015: 18.5)
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million euros. The share of exports in net saleseased to 60% (2015: 54%). However, the efforts
related to Swedish and Finnish markets paid offhesannual net sales earned in the Finnish market
increased by 0.6 million euros i.e. 7.9% and inSkedish market by 0.5 million euros i.e. 40.3%eDu
to the continual decrease in investment in the rii@toenergy distribution sector the supply to the
Estonian market declined by 1.2 million euros 1&.8%.

Increasing the production capacity necessary fpmgpwith the growing amount of orders and moving
the production to new production halls are the camyfs biggest challenges for 2017. The company
continues to hire and train personnel and it hasext reviewing and restructuring its sub-unitsl(ithe
start of the selection process of CRM/SRM softwaotutions). The development and production
activities are extremely important for the succalsghplementation of new methods and managing
increasing production volumes.

AS Harju Elekter Teletehnika

The main activities of AS Harju Elekter Teletehnikehich is fully owned by the Group, include a
range of customer-based sheet metal products andnsanufactured articles are produced for the
electrical engineering and energy sectors as vgelbathe telecom sector. In addition, subcontragti
works are carried out and services rendered imatea of sheet metal processing and finishing. The
company also comprises a mechanical division, whidcutes special orders for companies in Keila
Industrial Park. The factory is located in Keiladdhe company employs 85 people.

2016 was a year of great changes and setting neusds for the company. On April 5, 2016 the

Supervisory Board of Harju Elekter together wittke tBoards of its Estonian subsidiaries made a
decision to merge the sheet metal factories of AgWHEIlekter Elektrotehnika and AS Harju Elekter

Teletehnika, incorporating all resources, capaéditand know-how related to sheet metals into AS
Harju Elekter Teletehnika. The aim of the restrdom was to ensure that the company could focus on
the production of competitively priced sheet meiedducts for the Group’s companies in Estonian,
Finland and Lithuania, as well as for customersh®bnging to the Group. A more competitive sheet
metal production was established as a result afuasiring by optimising the use of equipment and
making the production process more effective. Tieeger of the factories was carried out during the
second and third quarters of 2016 and it had atséiffect on the annual sales volume of the company
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The process of the merger of the sheet metal fastoras quite challenging for the subsidiarieshef t
Group. The transfer of the production process,d#tabase of product assemblies, and the start-up of
the order process did not go smoothly. Today we loak back and say that the company has
successfully resolved most of the problems. Theu@soEstonian subsidiaries have established a close
matter-of-fact co-operation between them. Hopefitllyill improve even more and help to increase the
synergy within the Group.

Setting a new focus and strategy on the activifdbe company had an immediate influence on the ne
sales of the company. Furthermore, in the sprimg,company’s economic results were also supported
by the upturn of the Finnish telecommunication seathich had a positive influence on the volume of
orders of telecommunication products, as well asth®/ increased demand for telecommunication
products in Sweden in the third quarter. In 2016 rtlet sales increased by 40.8% compared to 2015,
amounting to 3.9 million euros. The share of expantnet sales was 48.4%. The growth of net sales
was mainly due to a 93.6% increase in sales ord¢imeestic market. As to the product groups, the
largest growth — 116.8% — was achieved in the s#lebeet metal products and that was mainly due to
the energy sector orders that were transferreldegi@cempany after the merger of sheet metal fastorie

Revenue by product group Revenue by market

50% M Products for telecom
sector

46% M Sheet metal

products/services

52% m Estonia

37% mFinland
1% ™ Subcontracting
10% m Sweden
2% mSales of components

1% m Germany
1% m Others

One of the achievements worth mentioning were tistoener audits carried out during the last months
of the year, whereby customers evaluated the fomict) of the AS Harju Elekter Teletehnika’'s
processes and its ability to ensure product qudtgedback from customer audits is crucial, aglp$

the company to fully understand the customers’ segdl adjust its processes accordingly, in order to
offer customers more and higher quality added valime December regular ISO quality and
environmental management recertification auditsewearried out. The certification company Bureau
Veritas confirmed as a result of its audit that tenagement systems of AS Harju Elekter Teletehnika
complied with the requirements of new 1SO9001/28t8 1ISO14001/2015 standards. In the last quarter
of the year the company was positively recognisethb Labour Inspectorate who awarded it with the
“Good Working Environment” title as the best compdor occupational safety.

During the last financial year, the company preseénts products at several fairs. The feedback
gathered during these fairs has helped to imprboeefainctionality of products. However, the most
pleasing aspects of the company in 2016 were cekatehe introduction of products transferred as a
result of the merger, the production of prototypéssub-stations and the improvement of planning
accuracy and increasing security of supply. Moghefdevelopment activities focused on the comecti

of product assemblies and bringing them into canfgr with requirements. The development of the 5S
programme helped to substantially reduce wastagéjdiency and operations that did not add value.

In 2017 AS Harju Elekter Teletehnika will concemgran the growth of the production resources for
sheet metal by renewable investment in equipmethttlae introduction of an additional working shift,
as well as the possible involvement of agency watkiglore attention will be paid to the improvement
of productivity and planning accuracy, and on mamggrice risks during the purchase of sheet metal.
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Satmatic Group

Satmatic Group consists Satmatic Oy with headgusite Ulvila and its subsidiary Finnkumu Oy,
located in Kurikka.

In 2016, the Satmatic Group’s sales revenue amduont&5.1 (2015: 31.7) million euros, growing by
10.6% during the year. There are 94 employees wgriki the Group.

Satmatic Oy

Satmatic Oy, a fully owned subsidiary of AS Harjlelger, is a leading producer of automation
equipment for the industrial sector and of eleghdever distribution and transfer equipment in Fiala
The product range of the company covers the nekdastomers from the development of products,
programmes and projects to full maintenance seribe range of products is wide and the company
aims to offer its customers up to 20kV products aptutions. A substantial part of products and
solutions of Satmatic Oy are sold outside Finlarttiee directly or through mediators i.e. Finnish
exporters. Satmatic Oy is also an importer andleetaf the products of the Harju Elekter Group’s
companies in Finland. The headquarters and therfaof the company are located in Ulvila near Pori
The company also has a sales representation inv&énaorder to better service businesses and other
customers in Helsinki-area. The company hires 7dleyses.
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The economic environment in Europe, as well asstiadility of the Finnish exports industry was
reflected in net sales and in the increased nuwiberders to Satmatic Oy in 2016. During the reiport
year industrial investment started to grow as tbestruction of several power stations, bio-power
stations, LNG terminals and plants was startedimafRd. The net sales of the company increased a
substantial 18.2% compared with the previous yaagQunting to 24.7 (2015: 20.9) million euros. The
sales outside Finland — either directly or throogddiators — accounted for 66% of net sales.

Satmatic Oy operates mainly in three sectors: imdlisector, energy production and distributiontee

and infrastructure. According to the type of supplyo different production models can be
differentiated: contract manufacturing and projeesed product/solution. Although the Finnish export
sector dropped by approx. 5% and the technologysitnd exports decreased even more compared to
the previous year, the company was able to incréasproject-based sales to the industrial sector
despite the strong competition, and its sales atel@ders for sub-stations and to the Finnish ggpo
sector as a whole. However, the net sales to thempdistribution sector increased at a more moderat
pace.
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Revenue by product group Revenue by market
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The business activities of the company are basedoaompetitive production which is supported by
continuous product development and the automatfopraduction processes. All products without
exception must be of the highest quality and, atsdime time, have the smallest possible envirorahent
impact. Quality and environmental issues form aejrarable part of the company’s management, sales,
development, logistics, production and real estat@nagement.Besides developing first-rate
professional products/solutions, attention is ghsdd to valuing customer relations, as well as to
offering mutual added value.

Satmatic Oy pays a lot of attention to climate éssin its everyday business processes. The company
has promised to reduce emissions of carbon gaseselfgrring modes of production that save energy
and by increasing the awareness of customers aboetvable energy products and sources, as well as
by developing and selling more car charging syst@anglectric cars and contributing by that to the
increase in the number of electric vehicles in &l

An increase as regards project products continngte reporting year, therefore additional resagirce
were used for the development. Various electriofrob and automation installations were developted a
the factory and delivered to customers in the pulg paper industry, as well as the rock wool, stedl
food industries and for offshore, shipbuilding anthing sectors and (electrical) power stations. The
main target countries were Sweden, Poland, ChiS# &hd Finland.

Speedy growth continued with contractual custoraecs serial products, among which cable machines,
packaging lines, storage systems, car heating lshderds, charging stations and electronic assesnblie
formed the largest product groups.

Pre-fabricated substations and distribution cabittedt are manufactured in the plants of Satmagic O

and Finnkumu Oy and in the plant of AS Harju ElekEektrotehnika are sold to energy distribution

sector, mainly to Finnish network operators and groand energy stations. On-grid and off-grid solar
energy solutions proved to be the stand-out pradimcthe renewable energy sector. Total capacity of
the supplied solutions amounted to 2MW.

In 2017 the company focused on reviewing the exgspiroduct portfolio. Growth is expected from the
increase in sales of the Group’s products (sulesigit thanks to the contracts finalised at the twed
reporting year. This requires smooth co-ordinatdractivities within Finland from the company. In
addition to that special attention will be paidhe product group of renewable energy productdjrigea
switchboards for car parks and charging systemsenie sales and market share will be increased by
the further development of products and making tbgen more customer friendly.
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Finnkumu Oy

Finnkumu Oy is a wholly-owned subsidiary of Satm&l and Finnish leading prefabricated substation
manufacturer, involved in design, production ande saf electricity distribution devices, mainly
substations and distribution cabinets. Finnkumu@g founded in 2004 and has belonged to the Harju
Elekter Group since 2014. Finnkumu Oy has beenessfal during the whole period of its existence
and the sales revenue of the company has morealthdnied during the last 5 years.
N Sales revenue
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The reporting year has been evenly fast-pacedh®rcompany, although the busiest period and the
largest orders were in the middle of the year. iBeeplanning of production helped to distribute
(production) resources in the manner that ensumeelyt supply and shorter deadlines, avoiding any
delays. Products have become more complex andrtiieegs to make them more demanding. The
construction of power distribution networks andtéiation of cables continues at a pace and there a
no signs of a decrease in orders from the Finnistep distribution sector.

Despite stiff competition the net sales of Finnkudywere 10.7 (2015: 11.0) million euros which were
only 2.2% less than the previous year’s all-timeord. Besides that the company was able to increase
its profitability thanks to the skilful use of praction resources and economising in procuremerds an
purchases.

During its long period of existence the company éstablished a loyal customer base whose orders are
fulfilled by a relatively small marketing team. Erxts are improved jointly and adjusted to the seed
of specific projects. The production is organisetigh a strong and smoothly operating network of
sub-contractors who deliver all the necessary deféhe completion, final assembly and quality ¢hec

is carried out by a staff of 20 who are employethatcompany’s plant in Kurikka.

During the reporting year the production spacéhefurikka Factory was expanded and the production
capacity that was working at maximum during theergécyears was increased. The investment made
creates the prerequisite for an increase in nesselowever, the company’s success is based fiedt o

on the production of sub-stations of impeccabldityuand their timely delivery to customers. In erd

to fulfil customers’ expectations to shorten dativéme even more, making room for new orders.

The well-targeted and successful operation of thepany has attracted wider attention. In 2016
Finnkumu Oy was ranked second among Successfutimetrieurs of South Ostrobothnia region.

In 2017, Finnkumu will continue to produce high bjyapre-fabricated substations and distribution
boxes. The success of the company is based oloss customer operation and impeccable quality of
products, as well as timely delivery of products.
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Rifas Group

Rifas Group consists Rifas UAB with headquarterBamevezys and its subsidiary Automatikos Iranga
UAB (67%), specialised in project designing.

In 2016, the Rifas Group’s sales revenue amouiat&d (2015: 8.5) million euros, decreased by 38.7%
during the year. There are 91 employees workirtgenGroup.

Rifas UAB

Rifas UAB is AS Harju Elekter's 100% owned Lithuanisubsidiary. The main area of activities of the
company is the production and marketing of indabkt@utomation equipment, electric power
distribution and transfer equipment as well as rmttbased products and solutions for marine imgust
The company hires 85 employees.
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Recent years have been full of changes and difffoulRifas UAB. This is also reflected in net sale
that have been growing and declining as much ast®0&byear. The reporting year was difficult foe th
company and its sales dropped to 4.8 (2015: 8.lipmeuros. The share of foreign markets in the ne
sales of the company amounted to 87% (2015: 93%®.dEcline in orders is mainly because of the low
price of oil that forced the co-operation partneirshe company to freeze or postpone several pjec
but also because of the change of ownership otdmepany’s main customer. The loss was slightly
compensated by nearly 70% more orders than thégoieyear from the maritime sector.

Revenue by product group Revenue by market

11% M Lithuania

36%m Equipment for
industry sector

50% m Norway

36% m EU countries

64% M Equipment for
marine sector

3% m Others
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Most of the net sales come from the production salds of project based products and services and a
small part of it from the intermediate sale of &lieccomponents. Different frequency converterctle

and control boxes for the marine industry have ldrgest share in the range of products of the
company. The engineering capabilities of Rifas Ugter high quality products to the maritime sector.
Customers order mainly project and customer adaptddgtions that are not available in standard
catalogues. Thus, the resourcefulness of the emgmpe and development team that allows the
implementation of skilful and flexible solutionsitble for different projects is one of the mairesa
arguments of the company for gaining new largeescastomers.

REAL ESTATE HOLDING AND OTHER ACTIVITIES

Revenue by activity

The sales revenues of the real estate segment
(Parent company) and other non-segmen
activities (Parent company’'s Trade Grou
totalled 8.8% (2015: 8.4%) of the consolidate
sales revenue, out of which intermediary sale
goods formed 53.2%, rental income 41.2¢
intermediary sale of services 4.0%, and incor
from other products/services formed 1.6%

53% M Trade business
45% W Real estate

2% m Other services

AS Harju Elekter

AS Harju Elekter is the Parent company of tl
Group. Its activities are divided into twc
segments —Real estateand Other activities.

Unallocated activities include the coordinatic
of co-operation within the Group, management ofsglibiries and related companies through their
supervisory and management boards, management dindnces and investments of the Group and
management of development and expansion activégesvell as managing of personnel, IT and

communication services and guaranteeing the piiofelsoperation of the corporate stores. Stores
located in Tallinn, Tartu and Keila sell both prottuof the Group and related companies and other
goods necessary for electrical installation workmiyato retail customers and small and medium sized
electrical installation companies. The busineswicof the Parent company gives 8.8% (2015: 8.4%)

from the consolidated sales revenues.

Real estate

The sales revenues of the segment were 2.5 milions, being on the same level comparing to the
previous year. Rental income amounted to 2.2 miliaros, accounting for 88.8% (2015: 88.1%) of the
revenue of the segment. Utilities and other sesviotlled 11.2% (2015: 11.9%) of the sales reveriue
the segment.

Other activities

During the reporting period, the sales revenuestér non-segmented activities increased by 5.5%
amounting to 2.9 million euros and forming 4.7%4204.5%) of the Group's sales revenues. The main
revenue sources were the intermediary sale of ptedand the sale of Group’s products (electrical
equipment).
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OTHER FINANCIAL INVESTMENTS

The book value of other long-term financial investits increased within the year by 1.8 million euros
amounting to 22.0 million, while the fair valuefofancial investments increased due to a revaloatio
by 1.6 million euros. New financial investments amied to 0.7 million euros and the market price of
guoted securities dropped by 0.5 million euros.

SIA Energokomplekss

SIA Energokomplekss is a sales organisation, fodnite 2006. At the beginning the Group’s
participation in the Latvian company SIA Energokdeiss was 10% and it was increased to 14% in
2009. Holding in SIA Energokomplekss makes it gumssto participate together in invitations-to-
tender for MV and LV equipment in Latvia.

Skeleton Technologies Group OU

In 2015 AS Harju Elekter, as a strategical investequired a 10% holding in Skeleton Technologies
Group OU, a company developing and manufacturirtgacdpacitors. In the third quarter of the
reporting year an additional round of funding andolvement of new investors was carried out which
presented an opportunity to give a reliable eviduato the fair value of AS Harju Elekter holding i
Skeleton Technologies Group OU. As a result ofrévaluation of the holding the value of the finaahci
investment increased by 1.6 million euros. In addijtthe loan of 0.7 million euros granted by AS
Harju Elekter to Skeleton Tehchnologies Group O wanverted into equity capital.

AS Harju Elekter sees the attractiveness of thestment in both an increase of its value as wdlhas
possible participation of the company in the depelent, production and use of modular systems of
ultracapacitors in management and switching systems

PKC Group Oyj

PKC Group Oyj (hereinafter PKC) is a Finnish pullitaded company, which manufactures cable
insulation for the automobile, telecommunicationl a&hectronics industries. PKC shares are quoted on
the Helsinki Stock Exchange and AS Harju Elektes #%% of PKC shares as at December 31, 2016.
The market price of the shares decreased in 2016.4% euros, which decreased the value of the
investment by 0.5 million euros. On the last dayratling the price of a share on the Helsinki Stock
Exchange was 15.81 (2015: 16.23) euros. PKC slaecsgalued in the statement of financial position
according to market price and the change in theketarice of the shares has a direct influencehen t
Group’s assets.
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In 2016, PKC Group Oyj paid dividends to the shaldérs 0.70 euros per share. AS Harju Elekter
received dividends in the amount of 0.8 milliona=ur

After the reporting date, on 19.01.2017, MotherSami Systems Limited and the Board of PKC Group
Oyj concluded a merger agreement by which the legsiractivities related to cable insulation of the
companies will be merged. The takeover will be iedrrout by the subsidiary of Motherson Sumi

Systems Limited, MSSL Estonia WH OU, which has méu shareholders of PKC Group Oyj a

takeover offer of 23.55 euros per share. AS Halgkter owns 1,094,641 of PKC Group Oyj's shares.
The Supervisory Board of the Group has agreeddepdhe terms of takeover bid. On 22 March 2017
PKC Group Oyj has announced that the takeover aiddnded successfully. It means that AS Harju
Elekter will receive 25.8 million euros.

Share of PKC Group Oyj in 2014-2016
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PERSONNEL

The companies of the Harju Elekter Group are locateistonia, Finland and Lithuania. In 2016, as in
previous years, the labour market situation comtihto be a problem in the markets where the Group’s
companies were operating. Structural unemploymemineon in Estonia and Lithuania has now
become a concern in Finland. The situation forGneup’s companies is made even more complicated
by the unattractive salary levels in the businesgos. In Estonia and Lithuania, the employers have
difficulties finding high quality labour and it iaggravated by the movement of specialists to other
countries. Wage pressure has not eased and itde maen worse by the fact that the productivity has
not kept pace with the rise in salaries. Accordimd<orn Ferry Hay Group’s wages forecast for 2016
most employees in almost all regions will see, imitthe next three years, the largest wage incrimase
their lifetime which is caused by the increased aeunfor qualified workers combined with low
inflation. According to théStatistics Estonighe unemployment rate in Estonia was 6.8% in 204@e

the employment rate of 65.6% was among the higimefts history. The decline in the number of
inactive people had an important role in the aceélten of the increase in employment.

number of Personnel and labour costs million
employees euros
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Labour cost

mmm Number of the employees at the end of the period

At the balance date, there were 480 (2015: 470plpemorking in the Group and the average number of
employees was 455 (2015: 472). Employee wagesalades totalled 10.6 (2015: 9.7) million euros in
the year 2016. The average wages per employee grathramounted 1,940 (2015: 1, 712) euros. It is
important to note, that the average wage in Finlara multiple time higher compared to Estonia and
Lithuania.

The majority of the Group’s employees — 295 peeplworked in Estonia, including 42 people who

worked in the Parent company. At the end of the,ytbare were 94 people working in Finland and 91
in Lithuania. From 480 employees working in the @r®63 of them were men and 117 women, 126 of
whom have higher education, 301 people have secpratavocational secondary education and 53
have basic education. In order to improve the slalhd qualifications of employees joint in-service

training courses have been started in co-operatitnhigher and vocational educational institutions

Harju Elekter Group is characterised by its soligamisational culture. The high percentage of long-
term employees motivates newcomers to preservelevelop this culture. Every second employee has
been working in the Group for longer than 5 years.

The average age of the Group’s employees has rethatable, and was 41.4 years in the accounting
year. To find new competent employees, AS Harjkteleco-operates with universities and vocational
schools which in summer use the companies of tloegseither as their basis for vocational training o
in the framework of in-service training or retraigiprogrammes.
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Since 2001, AS Harju Elekter has had close co-operaelations with Tallinn University of
Technology (TUT), since 2010 as Golden Sponsorr@heyears, altogether 60 Bachelor's or Master's
degree students have participated in the schofapsbgramme.

Harju Elekter Group’s Estonian enterprises carrysaweral co-operation programmes with the Tallinn
Centre of Industrial Education, Tallinn Polytech@chool, TTK University of Applied Sciences, and
other schools. Finnish subsidiary continues a ctwseperation with Satakunta University of Applied
Sciences and Tampere Technical University.

Employees by country Length of service

207 Mupto5
years

111 m6-10years

295m Estonia

103 m 11-20years

94m Finland

32 m21-30years

91 ™ Lithuania
16 ® 31-40 years

11 m more than
41 years

The companies of the Group continued to implemeatrheasures that made the functioning of the
organisation even more effective. The Group’s Hatosubsidiaries merged their sheet metal factories
which entailed changes in the management and @a@tonal structure of both companies. The sudden
increase in the number of orders to AS Harju Eleektrotehnika speeded up the hiring process of
employees in the second half of the year. During hiiring process several shortcomings in the
remuneration system appeared which resulted irtauited changes to the existing system.

Exercises and training courses organised for employuring the year were mainly aimed at improving
professional skills and qualifications. In the Esém production units, activities continued in orde
implement the 5S production model to reduce wastagdfectiveness and activities that do not add
value. The competitiveness of the company was &se@ with the help of Lean-management according
to which the improvement proposals coming from pleesonnel are treated as valuable development
measure. First aid courses are organised reguiarlall the employees besides the training that is
focused on the development of competences relatdtetmain activities of the Group and professional
qualifications of the workers. All employees arentaoually instructed about the company’s policy on
the organisation of waste handling and collectirgte by category.

The Group has many possibilities for motivatingogssonnel:
- A bonus system linked to operating profit and iwesl all employees. Bonuses dependent on
profit motivate employees to always consider thee@me of their work for the company as a
whole;

A bonus system linked to length of service;

Share-option schemes, aiming at involving membéthe directing bodies and employees of
companies of the Group to motivate them actinchaltest interest of the Group. Last time it
was implemented in 2015;

The cross company as well as cross-border emplkeye®ange programmes, promote the rapid
development of knowledge and skills within the Greund offer rotation opportunities.
AS Harju Elekter is a responsible and caring emgiayffering its employees contemporary working
and recreation conditions. The Group is involvedanstructive co-operation with the Keila Indudtria
Park trade union, one of the main outcomes of wisiclollective labour agreement. The stability,iabc
guarantees and motivation scheme offered by ASuH&Egkter promote trust between the company and
its employees and prevent the disruption of work.
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INVESTMENTS AND DEVELOPMENT

In 2016, the Group investments to fixed assetdlitegab.4 (2015: 4.9) million euros. As a whole the
investments can be divided into two categoriest dlathem aimed to support and ensure the Group’s
further development and the other half includesewable investment that is made to ensure that
production premises and technology are kept upate-dnd comply with the quality requirements.

Investments and development

Investments R&D
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In 2016 several substantial information system hgvaents were implemented. The largest of them
was the development of the information system dlaiscy the subcontracting process of supplying sheet
metal factories and the environment for distribgitinformation about subcontractors. To improve the
management of issues related to the strategic a@wvent of the business information systems a
position of Development Manager of Business InfdiomaSystems was created. An electronic orders
environment was developed in co-operation with Bimrsubsidiaries. The further development of
economic software, as well as efforts to integthteexisting software, were carried out at Finnkumu
Oy. The development of the management and econsofiware, the further introduction of additional
modules and the development of different businesdyais projects were continued at all subsidiaries
More attention was paid to the improvement of sécwsolutions of data communication networks,
focusing mainly on the introduction of various infation security solutions. During the reportingye
the company started the modernisation of the Geodpta communication networks and established a
cross-company wireless network area that allowsenflexible work with mobile working stations. A
new video surveillance system was installed in dbmplex of offices and production spaces of the
Group’s Estonian companies. Investments in the [dpugent of business software made during the
reporting year totalled 0.1 (2015: 0.1) million esirand investments in information technology
equipment amounted to 0.1 (2015: 0.1) million euros

According to the development principles of the Grotihe Group’s companies aims at the continuous
modernising and development of new products to nieetneeds of its customers and to improve
production technology. In 2016 the developments;astcost price, of the Group amounted to a tital
0.6 (2015: 0.5) million euros, accounting for 1.@%he Group’s sales volume.

The main product development resources of the Gaveponcentrated in the Estonian subsidiary, AS
Harju Elekter Elektrotehnika; Satmatic Oy and Rifa8B specialise in industrial products and the
development of renewable energy solutions.
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The Development Centre which pools the engineeosn fiproduct development and technical
departments consists of 19 employees. The Develap@entre will be an incubator that will provide
sales units with innovative products and solutiand offer technical support to production unitseDu
to the structural changes in one of the subsidiatie structure of the product development depattme
was also drastically changed. Engineers were biiged between three functions: development of a new
product, improvement of the existing product anldsaupport. Each field had its own action plan.

The reporting year was full of changes and vergrggting for the Estonian product development team.
A substantial part of the Keila Development Cemtqgroduction development capacities were targeted
to the development of new substation solutionsuBsgation HEKA1VM 315-1 with a metal enclosure
that can be serviced from the outside and a sitst(lEKA1SM1000-1 with a metal enclosure that
can be serviced inside were specially developethfoiFinnish market and type tested accordingéo th
customer’s requirements. The high quality and cdibpisy with market needs of products was
confirmed by winning the Elenia and Caruna puldicders for Finnish power networks. Taking into
account the needs of the Swedish market, and ier dadparticipate in Swedish public procurement
tenders, special air insulated SS2 type substatiiiéA1VM200-1 and HEKA1VM1000-6, as well as

a substation with concrete doors, were developbld.design of the substation follows specificallg th
requirements and preferences of Nordic distributi@tworks. A wide range of different finishing
designs is offered starting with different shadielsrick and imitation wood surfaces.

As to low voltage products, the company has beesy lieveloping engineering tools. We have
completed LV electrical equipment, HEMP configurafor pre-fabricated substations which is a useful
tool for flawless generation of new assemblies. Whek with the development of HEPO (LV electrical
equipment used in Harju Elekter’'s substationsliisgoing on. In addition to that, the developmet

the product family of Ellevio LV panels was comgl@tand one of the solutions passed the required
tests successfully. For the Norwegian market a Bxgb solution suitable for Siemens was developed.

At the end of the year the company received a lagges order from Konecranes for the supply of 86
special prefabricated substations to be delivenast a two-year period. The engineering design was
started immediately to execute the order. TheahiGedback from the customer has been very pesitiv

The Finnish subsidiaries focused on developmerdgamjects related to renewable energy and offering
suitable solutions in this field. Satmatic Oy cdnited a lot to the reduction of waiting time in
production, by increasing the share of electromiformation flow and improving the level of
automation of material handling. The reception obds was also made more efficient. The Finnish
subsidiary increased its sales of solar power eqgiift and services. It continued the development of
heating switchboards for car parks and chargindesys for electric cars in order to make these
products even more customer-friendly.

The Group’s subsidiaries are actively participarethe professional fairs in Estonia and Finlamddé
fair Energia 2016 in Tampere, which is specialigednergy production, transmission, distribution an
accumulation; in SLO autumn fair as well as inlidding fair Estbuild in Tallinn.
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QUALITY MANAGEMENT AND ENVIRONMENTAL POLICY

A high quality business and management model isabribe assets of the Group. The objective is to
develop business processes, practices and systsad bn the principle of continuous improvement
and in accordance with the customers’ needs andcéons. Quality development is a continuous
process where every employee has a central rolelatp The Group particularly emphasises the
handling of customer feedback so that the necessfogmation reaches the relevant employees with
minimum delay and that corrective and preventiu@aaan be effectively implemented.

The daily business operation and organisation obu@s subsidiaries follows quality and
environmental policies based on international stathsl Issues related to both quality and the
environment, are discussed as an integral part weryday management, sales, development,
manufacturing, logistics and real estate managementities. The production processes of AS Harju
Elekter do not have a significant negative impatttte environment. Nevertheless, the companies of
the Group monitor and measure their environmemtgdact according to the environmental policy,
organise hazardous waste collection and transfersvaste handling companies. The company’s
employees have received the relevant training ¢nables them to take note of problems and make
suggestions to ensure that transport, waste marsgeand usage of materials and energy are organised
better and in a more environmentally friendly way.

The companies of the Group follow a system devaldpe the collection of packages and packaging
waste and for the recovery of packaging waste aomaance with the requirements of the Packaging
Act. The Group is a contractual partner of the poufit association, Estonian Pack Cycling. Theestor
of the AS Harju Elekter commerce group organisedbiéection, recycling and disposal of unusable
electronic devices (boilers) in accordance with\Wesste Act.

Following the principles of quality management amgironmental policy the subsidiaries of the Group
continually focused on optimising important worlopesses and on the efficient use of materials and
products in order to reduce the resultant waste toinimum. Fire safety training was organised for
workers which consisted of a theoretical part al a® a field exercise. In addition to that several
occupational and electrical safety trainings werganised for workers. The productivity was
continually increased in Estonian and Finnish glibses by further elaborating 5S production
principles.

During the accounting year several audits of kegoants, product certification companies and vendors
of licensed products were successfully carriedimsubsidiaries of the Group. Satmatic Oy has alval
UL certificate, which is a prerequisite for sellittge company’s products on the US market.

Internal and external audits are carried out in @®up’s companies at least once a year and
recertification takes place every three yearscdisipanies’ operations are in accordance with gualit
and environmental management standards ISO 90(&/20@ I1SO 14001, while the Lithuanian
subsidiary’s operations also comply with OHSAS 1BQ007 standard. As the first company of the
Group, AS Harju Elekter Teletehnika, received aknawledgement on 08.12.2016 that its quality and
environmental management systems are in compliantbelSO 9001:2015 and ISO 14001:2015 new
standards and new certificates of conformity weseied to it for the period of next three years.

Company 2010 | 2011 2012 2013 2014 | 2015
HE Elektrotehnika 1SO9001/
1SO14001
(since 2000.a) up to 9/2018

HE Teletehnika
1SO9001/

1SO14001 up to 12/2019
(since 2002.a)
Rifas 1SO14001 up 1o
1SO9001
! OHSAS 9/2018 ja 12/2018
(since 2003.a) 18001 !
Satmatic 1SO9001
1ISO14001
(since 2003.a) up to 7/2018
- recertification
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CORPORATE TARGET FOR 2017

In its business the Harju Elekter Group builds twe Group’s long-term development strategy.
Decisions, whether short or long term, are guidgdthe Group’s aim to be the best known and
recognised producer of electrical equipment andraation devices in the Baltic and Scandinavian
countries, manufacturing and delivering a highlpfessional range of products and comprehensive
solutions in the segment of MV and LV products,ngsadvanced technology and the best expertise
available. The Group’s activities derive from thencept of supporting our customers’ and partners’
interests and preferences in all our actions aciides. The changing world adds an abundant amount
of challenges and choices. We assume that the Gr®apwhole, its organisation and its subsidiaaies
ready to continue their success story within theirenment of the recurrent world and changing
economic models.

The establishment of further activities and plahshe Group will be built on its strengths relatied
product development, learnt experience and expectabf customers, aiming to be open and attentive
to everything new and changing. The priority of ®eoup is to focus on the main markets in
Scandinavian countries, extend our trade spheretangistablish ourselves in the Group in other
markets, by selling our products of industrial aétics and power distribution throughout the rdst o
the world.

The Group contributes daily to the developmentrargy-efficient products and technologies and & th
involvement of new and innovative projects anddfsedbf activities.

In 2017, the Group will focus on the following:

Completion of rearrangements in the Keila Induktidark to move the production of AS Harju
Elekter Elektrotehnika to the former premises oflPResti AS.

Assignment of ongoing projects of the Allika Induest Park to renters, continuous marketing of the
Industrial Park in order to find new renters anitlating new construction projects.

Use of solar energy and offering the integratediseras a new lines of business.

Continuous sales and marketing activities in tamatkets, focusing on public tenders for the
Swedish power distribution sector.

Increasing sales in the Estonian market, focusinthe adjustment of products and product groups
targeted to the building sector with the marketuinemments and making them more competitive.

Investments in the personnel, technology and imdliseal estate.

Investments in the digitalisation projects relatedbusiness development, security and financial
accounting.

A constant improvement and development of the Gamipn organisation; increasing the readiness
and the capability to respond to possible fast ghamn the future.

Continuation of an active search for, and launchifigfinancial investment, merger and takeover
opportunities.
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SHARE AND SHAREHOLDERS

The shares of AS Harju Elekter were first listedtloa Tallinn Stock Exchange on September 30, 1997.
Tallinn Stock Exchange is part of the largesthange company in the world, tNRASDAQ Group.

The last year was positive to share markets inwtbdd. The upturn was extensive and almost all
markets were on the plus side. The most populaeshdex in the world, S&P 500 increased by 13.4%,
amounting to 2,238.8 points by the end of the yEhe assembled index OMXBBGI of the Baltic stock
exchanges that belong to NASDAQ, the largest stoahange Groups in the world, increased during
the reporting year by 21.6%, amounting to 788.230i

2016 brought along some revival in the Nasdaq firalstock Exchange that celebrated its 20 years
anniversary. After an interval of six years aniaipublic offering (IPO) took place and after awerval

of almost 10 years the Tallinn stock exchange ind&&XT rose to a new record level. Within a year
OMXT increased by 19.6%, amounting to 1,075.50 {zoimhich is the largest increase of the index
since 2012. The trading activity increased as vilalking the year 51,170 transactions with a totdilie

of 159 million euros were made on the stock exchang

AGM of AS Harju Elekter that took place on April 28016 confirmed the new version of the Articles
of Association and decided to introduce a no pdwevahares. AGM also approved the decision to
reduce the share capital of the company by 1.2anikuros by decreasing the book value of the share
The reduction of the share capital was registemethé Commercial Register on October 18, 2046.
December 31, 2016, the share capital of AS Hargkt&l is 11.18 million euros, which is divided into
17.74 million no par value shares. The book valua share is 0.63 euros. The symbol of an AS Harju
Elekter share in NASDAQ is HAELT. ISIN: EE31000082%\| shares are freely negotiable on the
stock exchange and each share confers an equaltagiote and to receive a dividend. All the
shareholders of the company are equal and therecaseparate restrictions or agreements concerning
the right to vote. According to the information aable to AS Harju Elekter the agreements concluded
with the shareholders do not include any restmdicelated to the transfer of shares; neither dg th
include any specific power of audit.

Key share data

EUR 2016 2015 2014 2013 2012
Number of shares (in thousand)17,739,880 17,550,851 17,400,000 17,400,000 17,093,443
Book value - 0.70 0.70 0.70 0.70
Highest price 2.94 3.14 2.85 2.92 2.80
Lowest price 2.43 2.49 2.52 2.46 2.30
Closing price 2.83 2.63 2.79 2.70 2.64
Change (%) 7.6 5.7 3.3 2.3 15.8
Market value (in million) 50.20 46.66 48.55 46.98 45.94
Traded shares (pc) 947,294 1,086,451 800,823 936,162 759,869
Turnover (in million) 2.45 2.98 2.17 2.48 1.88
Earnings per share, EPS 0.18 0.18 0.56 0.30 0.21
P/E 15.57 14.61 4.98 9.50 12.57
Dividend per share *0.18 **0.12 0.15 0.10 0.09
Dividend yield (%) 6.4 1.9 5.4 3.7 3.4
Dividend payout ratio (%) 100.0 27.8 26.6 33.7 44.5

* Management Board's proposal
** incl 0.07 euros, related payment from reductadrihe share capital
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In the reporting year, the share price of AS Hdfjakter increased by 7.6% to 2.83 euros and the
company’s market value as at December 31 was 5Sllidmeuros. Compared to the previous year, the

volume of transactions and the number of shareledralecreased slightly. The number of shareholders
of the company continued increasing. At the end0df6, AS Harju Elekter had 1,925 shareholders.

Share of AS Harju Elekter in Tallinn Stock Exchange 2014-2016
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Shareholders structure, at December 31, 2016

At the end of 2016, AS Harju Elekter had 1,925 shalders. The number of shareholders increased
during the year by 148 persons. The largest shitehof AS Harju Elekter is AS Harju KEK, a
company based on local capital which as at Dece®bge2016 held 31.4% of AS Harju Elekter share
capital. Foreign equity participation is 16.7%. Mmars of the supervisory and management board and
persons or companies associated with them hold¥d (6 the shares. The comprehensive list of
shareholders is available at the website of theorfimt Central Register of Securities (www.e-
register.ee).

Shareholder structure by size of holding

Holding No of shareholders % of all shareholders % of votes held
> 10% 2 0.10 42.10
1.0-10.0% 9 0.47 23.10
0.1-1.0% 70 3.64 19.42
<0.1% 1,844 95.79 15.38
Total 1,925 100,0 100.0
Shareholders list ( > 5%) 31.12.2016 Holding (%)

HARJU KEK AS 31.39

ING LUXEMBOURG S.A. 10.71

Mr Endel Palla 6.56

Shareholders, holding under 5% 51.34

Shareholders by country Shareholders by category

83% m Estonia

11% m Luxemburg

2% mUSA

2% M Sweden

1% m Lithuania

1% m Finland
Others

44% m Companies,
banks, funds

56% M Individuals
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Dividends

According to the dividend policy of the Group, ah&d of the net profit of regular activities isigaut

as dividends. The Group has an established praofigeaying out dividends on gains from other
financial investments. The actual ratio will be atatined based on the Group’s cash flows,
development prospects and funding needs.

The Management Board proposes to pay a divider@l k& (2015: 0.05) euros per share, totally 3.2
(2015: 0.88) million euros for the financial yedr1®. Additionally, for the year 2015, 0.07 euros pe
share was paid out to shareholders in connectitimtive reduction of the share capital. Paymentg wer
made, according to the law, after three months fiteerregistration of the reduction of the sharatahp

in the Commercial Register i.e. on January 20, 2017

Dividends history
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For dividend history and ratios, please refer oKley share data table.
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BASIS OF PREPARATION OF THE MANAGEMENT REPORT

AS Harju Elekter follows the Articles of Associati@f the company, the relevant legislation of the
countries in which it operates and as a public ampAS Harju Elekter also observes the rules ef th
Nasdaqg Tallinn, the Principles of the Corporate @pance Code and the requirements to treat
investors and shareholders equally. During therteygpyear the company studied the requirements of
sustainability and social responsibility which desed on the guidelines for sustainable reportih@iG
the Global Reporting Initiative (GRI), and startedorepare their integration into the AS Harju Ebek
2017 report. Under the guidance of independentréxad in co-operation with the management and
specialist of the company several seminars and shogs have been carried out, topics of focus have
been identified and the system of gathering, psingsand presenting data for the report of 2017 and
beyond has been introduced.

This report gives an overview of activities durithg whole of 2016. The report is presented annually
and it is a continuation to the annual report df20

Corporate Governance Report 2016

AS Harju Elekter complies, in all material respeatsth the provisions of CGC. Explanations for
departures from CGC are provided below. In addjtioar corporate governance report contains
information on the annual general meeting of 2Q4é,supervisory board, the management board and
explains AS Harju Elekter's governance structure mcesses.

CGC Article 1.3.3

An issuer shall make attendance and participatiothe general meeting possible by means of commu-
nication equipment (e.g. the Internet) if the tecAhequipment is available and where doing soas n
too cost prohibitive for the issuer.

Since AS Harju Elekter does not have the requiesthriical equipment and acquisition of such
equipment would be costly, currently attendanceparticipation in general meetings is not possilyle
means of communication equipment.

CGC Article 2.2.7

The basic salary, performance pay, severance pagr @ayable benefits and reward systems of each
member of the Management Board, as well as thgnifitant characteristics are presented in a clear
and unambiguous form on the issuer's website andhen CGC report. The presented data are
considered clear and unambiguous if they directiyress the extent of the expenses to the issubeor
extent of the likely expenses as of the day ofodisie.

The Board’s members are remunerated accordingetadhtract of service. The rate of pay of Board's
member and the severance pay is set out in theaobrdf service and shall not be disclosed to the
public under an agreement between the parties.chagman of the Board is entitled to receive a
severance payment in the amount of 10 months’ &l rhembers in the amount of 4 months’
remuneration of a member of the Management Board.

Performance pay is paid to the members of the Mamagt Board on an equal basis with the parent
company’s administrative. The performance pay $rifiuted according to the basic salary and work
performance and the performance pay of the memddetise Management Board is approved by the
Chairman of the Supervisory Board. 80% of the peréonce pay is paid by quarter; the remaining 20%
is paid after the results of the financial yearénheen determined.

Management, incl. Members of the Management Boaedpaid an annual bonus of 0.4% of the
consolidated net profit in total. The annual boisugpproved by the chairman of the Supervisory Boar
and is paid after the group’s annual statemenbbas audited.
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CGC Article 3.1.3

The Supervisory Board shall regularly assess théviies of the Management Board and its
implementation of the Issuer’s strategy, financiahdition, risk management system, the lawfulnéss o
the Management Board activities and whether esseimiormation concerning the Issuer has been
communicated to the Supervisory Board and the pué$ required. Upon the establishment of
committees (audit committee, remuneration commiéteg by the Supervisory Board, the Issuer shall
publish on its website their existence, duties, bagghip and position in the organization. Upon
change of the committee structures, the Issuet phélish the content of such changes and the derio
during which the procedures are in effect.

In June 2010 the Supervisory Board of AS Harju teekormed the Audit Committee of the company
following the relevant requirement provided forthye Authorised Public Accountants Act, affirmed its
Statutes. In 2016, members of the Supervisory Boa®S Harju Elekter, Triinu Tombak and Andres
Toome act as members of the Committee. The Audm@ittee has the following tasks: observe and
analyse the processing of financial informatiore #ificiency of risk management and internal audit;
the process of audit control of consolidated finalngtatements; the independence of the audit coynpa
and the auditor who represents the firm of auditorghe basis of law; as well as to submit proposal
and recommendations to the Supervisory Councilsgues provided by law. Details of the Audit
Committee and its position in the organisation Wwélavailable on the company’s website.

CGC Article 3.2.5

The rate of the member of the Supervisory Boardgral the payment procedure established by the
general meeting shall be presented in the issUeGE report, separately pointing out the basic sglar
and additional remuneration (including severancyg pad other payable benefits).

The shareholders’ general meeting of AS Harju Elekias the competence to elect and approve the
membership of the Supervisory Board and the ternitsofappointment. The shareholders’ general
meeting which was held on 3 May 2012 appointedntieenbership of the Supervisory Board for the
following 5 years, setting 750 euros a month agtherate for a member of the Supervisory Board and
1,600 euros a month for the Chairman of the SuperyiBoard, while the Chairman of the Supervisory
Board working in company’s management shall beestbjo the reward system used in AS Harju
Elekter (see also CGC explanation for CGC Artict2.2). No severance pay is allotted to members of
the Supervisory Board. The next elections of theeBrisory Board will take place at the AGM in 2017.

CGC Article 3.3.2

A member of the supervisory council shall promptigrm the chairman of the supervisory council and
the management board of any business offer relatatie business activity of the issuer made to the
member of the supervisory council or a person clmseonnected to the member of the supervisory
council. All conflicts of interests that have arisduring the reporting year shall be disclosed he t
Corporate Governance Report along with their resiols.

Members of the Supervisory Board must avoid anyfliobrof interest and follow the requirements of
prohibition on competition. The Supervisory Boamidahe Management Board work in close co-
operation, acting according to the Articles of Agation and in the best interests of the compard/ an
its shareholders. In 2016 no conflicts of interestsurred.

CGC Article 5.3

Among other things, the issuer’'s general strategic trerabproved by the Supervisory Board are
available for shareholders on the issuer's website.

The company’s Management Board believes that giyagea business secret and should not be made
public. However, the general trends and significengtics have been included in the Management
Report.

CGC Article 5.6

The issuer discloses the times and places of ngsetinth analysts and of presentations and press
conferences for analysts and investors or insthdl investors on the issuer's website. The issuer
enables shareholders to participate in these evants makes presentations available on its website.
The issuer shall not hold meetings with analystpressentations for investors immediately before the
dates of disclosure of financial reporting.
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The company's activities are always based on thacipie of fair treatment of shareholders.
Mandatory, significant and price sensitive informoatis first disclosed in the system of the Tallinn
Stock Exchange and then on the company’'s websitadtition, each shareholder has the right to
request additional information from the companpetessary and to arrange meetings. The company’s
Management Board does not consider it importaketp a time and agenda schedule of meetings with
different shareholders. This rule applies to alletimgys, including those immediately preceding the
disclosure of financial reporting.

CGC Article 6.2

Electing the auditor and auditing the consolidafidncial statements.

The general meeting of the shareholders of Hamgktet of 14 May 2015 elected the auditing company
KPMG Baltics OU as an auditor for the company fo period 2015-2017. Information on the auditor
is available at the company’s website on the Imterfihe auditor will receive remuneration according
to a contract and the amount of the remuneratidnnet be disclosed under an agreement between the
parties.

Governance principles and additional information

A public limited company’s AS Harju Elekter govangibodies are the shareholders’ general meeting,
the Supervisory and the Management Boards. AS Halgkter has not established a documented
diversity policy. However, people have been eleced appointed to higher ranking management
positions, first of all, on the basis of the potsiddded value that they could offer to the Grotiih w
their knowledge and skills, and on the basis of thatability to the position.

General meeting

The general meeting is the company’s highest gavgrnody who have competence for amending the
Articles of Association and approving new ones,ngfiag the amount of share capital, removal of
members from the Supervisory Board and the terioinadf the activities of the company, making
decisions on the division, merging and transforamatf the company with the precondition that astea
2/3 of the shareholders represented at the gemarating approve such decisior@eneral meetings
may be annual or extraordinary. The annual gemaesting convenes once a year within six months
after the end of the company’s financial year. Adraordinary general meeting is called by the
management board when the company’s net assetslbhaleed below the level required by the law or
when calling of a meeting is demanded by the supany council, the auditor, or shareholders whose
voting power represents at least one tenth of tim@pany’s share capitah general meeting may adopt
resolutions when more than half of the votes repres] by shares are present. The set of sharetolder
entitled to participate in a general meeting isedained 7 days before at the date of the general
meeting.

The annual general meeting of 2016 was held on28 At Keskvaljak 12 in Keila, Estonia. A total of
64.1% of the voting stock were represented. Prafens were made by the chairman of the
management board, chairman of the supervisory taratdauditor.

The general meeting approved the 2015 annual repmit profit distribution and decided to pay
dividends amounting to 0.05 euros per share, yofa8l million euros. Also, AGM resolved to introduc

a no par value share and approve the new versidg&dflarju Elekter articles of association together
with the abovementioned changes. The general ngesgsolved to reduce the share capital by 1,242
thousand euros, decreasing the book value of theshas a result of reduction, the book value &f A
Harju Elekter share will decrease to EUR 0.63, fr&tdR 0.70. Both, the list of shareholders
participating in the reduction of share capitalwedi as the list of shareholders entitled to dividdixed

as at 23.59 on 12 May 2016. The dividends traresfieto the shareholders bank accounts on 17 May
2016 and the payment related to reduction of tlagesbapital on 20 January 2017.
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Supervisory Board

According to the Articles of Association, AS Ha#ilekter's supervisory board has 3-5 members. The
members are elected by the general meeting foriadpef five years. The supervisory board plans the
activities of the company, organises the managewofethe company and supervises the activities ®f th

management board. The supervisory board meetsdisgaio need but not less frequently than once
every three months. A meeting of the supervisorgrtéchas a quorum when more than half of the
members participate. In 2016, the supervisory boaetl nine times. All members of the supervisory

board attended most of the meetings.

On 3 May 2012, the AGM assigned a five-member Supery Board for the next five-year period as
follows: Endel Palla (chairman), Ain Kabal, Madisalgre, Triinu Tombak and Andres Toome.
Following the letter of resignation from a membéitiee Supervisory Board, Madis Talgre, submitted
on April 16, 2014 the AGM held on May 8, 2014 apmo Aare Kirsme as a new member of the
Supervisory Board. Since 8th of May 2014, the Suipery Board has 5 members with the following
membership: Endel Palla (Chairman and R&D mana§&sS Harju Elekter) and members Ain Kabal
(Estonian Defence Forces, Head of legal departmée Kirsme (Chairman of the Supervisory
Board, AS Harju KEK), Triinu Tombak (financial cartt&ant) and Andres Toome (consultant).

Mr Palla has been working in AS Harju Elekter sird@69 (1985 -1999 as managing director) and
keeps company’s R&D manager position since 1999Kital (chairman of Priileib OU), is a lawyer,
who has experiences in advising Group’s companiesegal issues. Mr Toome (chairman of OU
30pluss) complements the Board with investment eapee since 2007. In 2012 was appointed a
member of the Supervisory Board Mrs Tombak, toudelmore financial knowledge and experience to
the Board. Mr Kirsme is a chairman of supervisoogiol of AS Harju KEK, the biggest shareholder of
AS Harju Elekter (holding 31% of the shares of ¢benpany on 31.12.2016). Two of the five members
of the Supervisory Board — Triinu Tombak and Andfesme - are independent.

The Group does not give the members of the SupeywBoard any benefits related to pension, more
than provided by the law. Only exception is Chamnd the Supervisory Board, who is entitled to
termination benefits that may extend to 6 montldyuneration of a development managét 31
December 2016, the members of the Supervisory Boamked in accordance with their direct and
indirect ownerships totally 9.2% (2015: 9.1%) of A&rju Elekter shares (Note 22).

Management Board

The management board is a governing body whichesgmts and manages the company in its daily
activity in accordance with the law and the Artclef Association. The Management Board has to act
in the best economic interests of the company. Ating to the Articles of Association, Harju EleKger
Management Board may have 1-5 members who areedlbgt the Supervisory Board for a period of
three years. The Supervisory Board appoint alscchi@@man and the members as well as remove a
member of the Management Board. Every member ofMla@agement Board may represent the
company in all legal acts.

The company has a three-member Management Boar@6(0.2016 the Supervisory Board of AS
Harju Elekter decided to extend the compositiothefManaging Board of the company and to increase
it by three members. The Manager of the compangrésAllikmae, was appointed as the Chairman of
the Managing Board and he will continue work on basis of the contract of service agreed on the
05.05.2014 and the mandate given to him. In additiohim the CFO of the AS Harju Elekter, Tiit
Atso, and the Head of Real Estate and Energy Sesyvidron Kuhi-Thalfeldt, were appointed as
members of the Managing Board. The mandate of ¢lie members of the Managing Board started on
01.11.2016 and it will end on 31.10.2019. The caemee and authorities of members of the Managing
Board are regulated by the Commercial Code andttieles of Assaociation of the company.

The competence and authority of the Managementdase listed in the Articles of Association and
there are no specialities nor agreements concludiéch state otherwise. The member of the Board is
remunerated according to the contract of servide Ghairman of the Board is entitled to receive a
severance payment in the amount of 10 months’ &l rhembers in the amount of 4 months’
remuneration of a member of the Management Board.
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The everyday business activities of the Group ameaged by the Chairman of the Management Board
/ICEO. The Chief Financial Officer and the Head eftREstate and Energy Services of the Group are
responsible for managing their domains in the wi®teup. The members of the Managing Board
participate in the work of the management and obbidies of the Group’s subsidiaries.

Outside of Estonia compliance with good corporateegnance is ensured by the local managements of
the companies.

At 31 December 2016, the members of the ManageBeatd owned in accordance with their direct
and indirect ownerships totally 1.3% of AS Harjelger shares (Note 22).

More specific information about the education amdeer of the members of the management and
supervisory boards, as well as their membershithénmanagement bodies of companies and their
shareholdings, have been published on the homegialje company at www.harjuelekter.ee.

Additional management bodies and special committees

The necessary procedures are regulated by rulethamtked for additional management bodies has not
occurred. For better risk management of the Graupngernal auditor has been established which
regularly reports to the management of the Grow2010 the Supervisory Board of AS Harju Elekter
following the relevant requirement provided for ttne Authorised Public Accountants Act formed the
Audit Committee of the company. The Audit Committess the following tasks: observe and analyse
the processing of financial information; the e#ficcy of risk management and internal audit; the
process of audit control of consolidated finanatements; the independence of the audit company
and the auditor who represents the firm of auditorghe basis of law; as well as to submit proposal
and recommendations to the Supervisory Board uresprovided by law. In 2012, the members of the
Supervisory Board of AS Harju Elekter — Triinu Tomkband Andres Toome - were appointed as
members of the Committee.

Information management

As a publicly traded company AS Harju Elekter fal®the principles of openness and equal treatment
of investors. The information requested by thes@erd regulations of the stock exchange is puldlishe
regularly on the due dates. AS Harju Elekter traeefollows the principle of not publishing estimsit
but communicates and comments only information eoring events which have actually happened.

In order to keep investors and the public inforrde&l Harju Elekter administers a home page which
includes all stock exchange notices, business tepord an overview of the company’s background,
products and other important issues. All subsidsadf the Group also have home pages.

Auditors

According to the decision of the general meetinthefshareholders (14.5.2015) the audits of ASWHarj
Elekter for the years 2015-2017 are carried ouKBWIG Baltics OU. Audits in subsidiaries outside of
Estonia are carried out by KPMG Baltics UAB in luiimia and KPMG Oy in Finland.
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SOCIAL RESPONSIBILITY AND CHARITY

Social Responsibility Report 2016

The environment around us creates, as well assliritr opportunities to act. During its almost half
century history of operation AS Harju Elekter hascdime one of the largest and most successful
companies in Keila and in the region around it medeel we have to take responsibility for the gahe
development of the society, as well as the wellpeof the local community. For us, social
responsibility means daily considerations how totcbute to making life better in Estonia.

We have always supported financially and in othaysvmany initiatives that we strongly believe in.
We value highly the long-term co-operation that askhe support more efficient. We continue
supporting good ideas also in the future. Overydars four major areas of sponsorship have evolved
within the Group.

Bearing of social responsibility

AS Harju Elekter as a local large-scale enterggsmnscious of a certain responsibility for thaeral
development of the region and the well-being ofldwl community focusing mainly on children and
youth by supporting their educational efforts apergling their leisure time in good surroundings.
Therefore, the Group has concluded long-term spshgnagreements with the Keila School as well as
kindergartens, sport and hobby clubs in Keila. Keda SOS Children’s Village is supported with a
donation to purchase children’s school bags andacupplies.

Supporting the education of engineers in Estonia

The company works in close co-operation with Estor@ducational institutions in order to promote and
develop the educating of engineers. AS Harju Efektea golden sponsor of Tallinn Technical
University granting every year up to three schdigrs for Bachelor's as well as Master's degree
students in the field of electricity and mechanithe Group also carries out several co-operation
programs with the Tallinn Vocational Education GenfTallinn Polytechnic School and the Tallinn
Construction School. Finnish subsidiary had a claseperation with Satakunta University of Applied
Sciences and Tampere Technical University.

Supporting and inspiring young sportsmen

The company has, above all, supported youth spdasusing on long-term and constant sponsorship
and taking into account the popularity of the spoRor several years the company has sponsored the
foot- and basketball clubs in Keila. The main targeto work with a large amount of young people,
who could represent Estonia in the future.

Promoting recreational sport among the employees

In co-operation with the Harju KEK Athletic Club va® everything we can to facilitate an active and
sporting lifestyle for our employees. Healthy waskefull of energy, represent a priceless valughéo
company.

Total amount of different support programmes in@@afnounted to 24.4 (2015: 21.5) thousand euros.
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CONSOLIDATED FINANCIAL STATEMENTS

As at 31 December

EUR’000 Note 2016 2015
Current assets

Cash and cash equivalents 5,7 3,278 5711
Trade and other receivables 8 8,480 6,678
Prepayments 9 771 278
Prepaid income tax 19 24 28
Inventories 10 9,712 7,148
Total current assets 22,265 19,843
Non-current assets

Deferred income tax assets 25 37 57
Long-term financial investments 11 21,990 20,188
Investmenproperty 12 13,273 12,990
Property, plant and equipment 13 10,972 8,010
Intangible assets 15 5,431 5,491
Total non-current assets 51,703 46,736
TOTAL ASSETS 73,968 66,579
Liabilities

Interest-bearing loans and borrowings 16 804 296
Advances from customers 857 389
Trade and other payables 18 8,283 5,654
Payables to shareholders 22 1,242 0
Other current tax liabilities 19 1,075 944
Income tax liability 19 133 146
Short-term provisions 20 15 34
Total current liabilities 12,409 7,463
Interest-bearing loans and borrowings 16 1,167 912
Total non-current liabilities 1,167 912
Total liabilities 13,576 8,375
Equity

Share capital 22 11,176 12,418
Share premium 22 804 804
Reserves 22 19,214 18,047
Retained earnings 29,113 26,817
Equity attributable to owners of the Company 60,307 58,086
Non-controlling interests 85 118
Total equity 60,392 58,204
TOTAL LIABILITIES AND EQUITY 73,968 66,579

The notes on pages 46 to 91 are an integral path@iconsolidated financial statements.
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CONSOLIDATED STATEMENT OF PROFIT OR LOSS

For the year ended 31 December

EUR’000 Note 2016 2015
Revenue 23,24 61,167 60,656
Cost of sales 24 -50,806 -50,357
Gross profit 10,361 10,299
Distribution costs 24 -3,034 -2,657
Administrative expenses 24 -4,138 -4,337
Other income 24 76 70
Other expenses 24 -84 -99
Operating profit 3,181 3,276
Finance income 24 775 822
Finance costs 24 -24 -36
Profit before tax 3,932 4,062
Income tax expense 25 -708 -876
Profit for the year 3,224 3,186
Profit attributable to:

Owners of the Company 3,219 3,190

Non-controlling interests 5 -4

Earnings per share
Basic earnings per share (EUR) 26 0.18 0.18
Diluted earnings per share (EUR) 26 0.18 0.18

The notes on pages 46 to 91 are an integral patti@itonsolidated financial statements.
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CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

For the year ended 31 December
EUR’000 Note 2016 2015

Profit for the year 3,224 3,186

Other comprehensive income
Items that subsequently might be classified toipoofloss:
Gain/loss on change in fair value of availabledate

financial assets 11 1,142 -1,357

Foreign currency translation differences — foreign

operations 1 0
Total other comprehensive income for the year 1,143 -1,357
Total comprehensive income for the year 4,367 1,829

Comprehensive income attributable to:
Owners of the Company 4,362 1,844
Non-controlling interests 5 -15

The notes on pages 46 to 91 are an integral patti@itonsolidated financial statements.
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CONSOLIDATED STATEMENT OF CASH FLOWS

EUR’000 For the year ended 31 December
Note 2016 2015
Cash flows from operating activities
Profit for the period 3,224 3,186
Adjustments for:
Depreciation and amortisation 12,13,15,23,24 1,596 1,543
Gain on sale of property, plant and equipment 24 1 -3 -25
Share-based payments 24 0 36
Finance income 24 =775 -822
Finance costs 24 24 36
Income tax expense 25 708 876
Changes in:
Change in trade and other receivables -2,301 -20
Change in inventories -2,564 956
Change in trade and other payables 3,315 -692
Corporate income tax paid 28 -601 -361
Interest paid -24 -33
Net cash from operating activities 2,571 4,680
Cash flows from investing activities
Acquisition of investment property 28 -2,539 -1,565
Acquisition of property, plant and equipment 28 -662 -523
Acquisition of intangible assets 28 -142 -207
Acquisition of a subsidiary, net of cash acquired 0 3 -1,224 -856
Acquisition ofother financial investments 11 -660 -2,400
Proceeds from sale of property, plant and
equipment 28 34 30
Proceeds from sale of financial investments 11 0 36
Interest received 28 12 42
Dividends received 651 651
Net cash used in investing activities -4,530 -4,792
Cash flows from financing activities
Growth/decreases in short-term loans 16 642 0
Proceeds from borrowings 16 129 0
Repayment of borrowings 16 -12 0
Payment of finance lease principal 16 -296 -347
Acquisition of non-controlling interests 30 -50 -1,651
Receipts from contribution into share capital 0 766
Dividends paid 22 -887 -2,654
Dividends income tax paid 0 -272
Net cash used in financing activities -474 -4,158
Net cash flow -2,433 -4,270
Cash and cash equivalents at beginning of year 7 5,711 9,984
Increase / decrease in cash and cash equivalents -2,433 -4,270
Effect of exchange rate fluctuations on cash hel 0 -3
Cash and cash equivalents at end of year 7 3,278 5,711

The notes on pages 46 to 91 are an integral patti@itonsolidated financial statements.
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

Year ended 31 December 2016 Attributable to owners of the Company
Non-
Share Fair Trans- Control-
Share pre- Capital value lation Retained ling
EUR’000 capital mium reserve  reserve reserve earnings TOTAL interests TOTAL
At 31.December 2015 12,418 804 1,218 16,827 2 26,817 58,086 118 58,204
Comprehensive income 2016
Profit for the period 0 0 0 0 0 3,219 3,219 5 3,224
Ig)érrlitéglcomprehenswe income for the 0 0 0 1,142 1 0 1,143 0 1,143
Total comprehensive income 0 0 0 1,142 1 3,219 4,362 5 4,367
Transaction with the owners of the
Company, recognised directly in
equity
Increase of capital reserve 0 0 24 0 0 -24 0 0 0
Reduction of share capital -1,242 0 0 0 0 0 -1,242 0 -1,242
Dividends 0 0 0 0 0 -887 -887 0 -887
Acquisition of non-controlling interest 0 0 0 0 0 -12 -12 -38 -50
Total transaction with the owners of
the Company -1,242 0 24 0 0 -923 -2,141 -38 -2,179
At 31 December 2016 12,418 804 1,242 17,969 3 29,113 60,307 85 60,392

Further information on share capital and reservegpeesented in note 22.

The notes on pages 46 to 91 are an integral patti@ittonsolidated financial statements.
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

Year ended 31 December 2015

Attributable to owners of the Company

Non-

Share Share Capital Fairvalue Translation Retained Controlling
EUR’000 capital premium  reserve reserve reserve earnings TOTAL interests  TOTAL
t 31.December 2014 12,180 240 1,218 18,184 -9 26,664 58,477 1,365 59,842
Comprehensive income 2015
Profit for the period 0 0 0 0 0 3,190 3,190 -4 3,186
Other comprehensive income 0 0 0 -1,357 11 0 -1,346 -11 -1,357
Total comprehensive income for the year 0 0 0 -1,357 11 3,190 1,844 -15 1,829
Transaction with the owners of the
Company, recognised directly in equity
Increase of share capital 238 564 0 0 0 0 802 0 802
Share-based payments 0 0 0 0 0 36 36 0 36
Dividends 0 0 0 0 0 -2,610 -2,610 -44 -2,654
Acquisition of non-controlling interest 0 0 0 0 0 -463 -463 -1,188 -1,651
Total transaction with the owners of the
Company 238 564 0 0 0 -3,037  -2,235 -1,232 -3,467
At 31 December 2015 12,418 804 1,218 16,827 2 26,817 58,086 118 58,204

Further information on share capital and reservepeesented in note 22.

The notes on pages 46 to 91 are an integral patti@itonsolidated financial statements.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

1 General information

AS Harju Elekter (address: Paldiski mnt 31, Keltatonia) is a company registered in Estonia (ragist
number 10029524). These consolidated financia¢stants as at and for the year ended 31 December
2016 comprises AS Harju Elekter (the ‘Parent corgpam the ‘Company’) and its subsidiaries
(together referred to as the ‘Group’).

Subsidiaries of AS Harju Elekter Domicile  Core business  Ownership and voting right$%6

As at 31 December 2016 2015
AS Harju Elekter Teletehnika Estonia  Manufacturing 100 100
AS Harju Elekter Elektrotehnika Estonia  Manuiaittg 100 100
Harju Elekter Kiinteistdt Oy Administration of

(note 30) Finland Manufacturing Real Estate 100 0
Satmatic Oy Finland Manufacturing 100 100
Harju Elekter AB Sweden Retail- and wholesale 90 90
Rifas UAB (note 30) Lithuania Manufacturing 100 100
Subsidiary of Satmatic Oy

Finnkumu Oy (note 30) Finland Manufacturing 100 100
Subsidiary of Rifas UAB

Automatikos Iranga UAB (note 30)ithuania Project designing 67 51

AS Harju Elekter has been listed on the Tallinnc&tBxchange since 30 September 1997; 31.4% of the
Company’s shares are held by AS Harju KEK, a compagistered in Estonia.

The management board authorised these consolifiatettial statements as at and for the year ended
31 December 2016 for issue on 23 March 2017. Adogrtb the Commercial Code of the Republic of
Estonia, final approval of the annual report inaghgdthe consolidated financial statements, whickeha

been prepared by the management board and appbyvéte supervisory board, takes place at the
annual general meeting.

The Group’s core business is the production anel @apower distribution and control equipment for
the energy, construction and manufacturing secine. Group’s activities are described in detail in
note 23 “Segment reporting”.

2 Basis of preparation

Under the Estonian Accounting Act, the Parent comjsaseparate primary financial statements (the
statement of financial position, statement of cazhpnsive income, statement of cash flows and
statement of changes in equity) are to be disclos#ite notes to the consolidated financial statéme
The separate primary financial statements of ASjiH&tekter are disclosed in note 32 “Primary
financial statements of the Parent”. The separdtaeapy financial statements are prepared using the
same accounting policies and measurement baskesesdpplied on the preparation of the consolidated
financial statements, except that in the Parerd{sasate primary financial statements investments in
subsidiaries and associates are accounted for thetrgpst method.
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2.1. Statement of compliance

The consolidated financial statements of AS Hairgktr and its subsidiaries have been prepared in
accordance with International Financial Reportingn8ards as adopted by the European Union (IFRS
EUV).

2.2. Basis of measurement

The consolidated financial statements have beepaped on the historical cost basis, except that
available-for-sale financial assets and year 2(i& notional part of commitment related to the
acquisition value of Finnkumu Oy are measured iaw&lue.

2.3. Functional and presentation currency

Group entities keep their books and records inctimeency of the primary economic environment in
which they operate. Estonian, Lithuania and Finrisbup entities use the euro (EUR), the Swedish
entity uses the Swedish krona (SEK).

The consolidated financial statements are presentedros, which is the Parent company’s functional
and presentation currency. Numerical data is ptedein thousands, rounded to the nearest thousand,
unless indicated otherwise. The abbreviation EUBR’§{ands for a thousand euros.

2.4. Use of estimates and judgements

The preparation of financial statements in confoymiith IFRSs EU requires management to make
judgements, estimates and assumptions that affecagplication of policies and reported amounts of
assets and liabilities, income and expenses. Ttmages and associated assumptions are based on
historical experience and various other factorst thee believed to be reasonable under the
circumstances, the results of which form the basimaking judgments about the carrying values of
assets and liabilities that are not readily appaftemn other sources. Actual results may diffemfro
these estimates.

Estimates and underlying assumptions are revieweanoongoing basis. The effect of a change in an
accountingestimate is recognised in the period of the changk any future periods affected by the
change. Areas involving a higher degree of judgnmentomplexity, or areas where assumptions and
estimates are significant to the consolidated fifarstatements are disclosed in note 4.

The main accounting policies applied in the prefamaof these consolidated financial statements are
set out below. The policies have been applied imsicieration of the principles of consistency and

comparability. The substance and effects of chamgesgasurements are explained in relevant ndtes. |
the presentation or method of classification official statement line items is changed, comparative
prior period figures are reclassified accordingly.

2.5. Changes in accounting policies

Effect on financial statements of application of new standards and amendments and new
interpretations to standards

Except for the changes below, the Group has cemigtapplied the accounting policies set out iteno
3 to all periods presented in these financial statgs.

The Group has adopted the following new standards amendments to standards, including any
consequential amendments to other standards, wi#ttieaof initial application of 1 January 2016.
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Effective for annual periods beginning on or aftefanuary 2016.

The amendments to IAS 1 include the following fiverrow-focus improvements to the disclosure
requirements contained in the standard.

The guidance on materiality in IAS 1 has been arednd clarify that:

e Immaterial information can detract from useful imf@tion.
e Materiality applies to the whole of the financitdtements.
e Materiality applies to each disclosure requiremeran IFRS.

The guidance on the order of the notes (includirgatccounting policies) has been amended, to:

¢ Remove language from IAS 1 that has been intempraseprescribing the order of notes to the
financial statements.

o Clarify that entities have flexibility about whetbey disclose accounting policies in the
financial statements.

The first time implementation of this interpretatiaid not influence substantially the financial
statement of the Group

Effective for annual periods beginning on or aftelanuary 2016.
Revenue-based depreciation banned for property, ptd and equipment

The amendments explicitly state that revenue-basethods of depreciation cannot be used for
property, plant and equipment.

New restrictive test for intangible assets

The amendments introduce a rebuttable presumgtadrttie use of revenue-based amortisation methods
for intangible assets is inappropriate. This prgsiion can be overcome only when revenue and the
consumption of the economic benefits of the intalegiasset are highly correlated, or when
the intangible asset is expressed as a measuegafiue.

The first time implementation of this interpretatialid not influence substantially the financial
statement of the Group, as the Group does not applyenue-based methods of amorti-
sation/depreciation.

Effective for annual periods beginning on or aftdfebruary 2015.

The amendments are relevant only to defined bepledits that involve contributions from employees or
third parties meeting certain criteria. Namely ttegly are:

e set out in the formal terms of the plan;

¢ |inked to service; and

¢ independent of the number of years of service.

When these criteria are met, an entity is permitbed not required) to recognise them as a reduaifo
the service cost in the period in which the relaexice is rendered.

The first time implementation of this interpretatialid not influence substantially the financial
statement of the Group, since the Group does hayaefined benefit plans that involve contributions
from employees or third parties.
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Effective for annual periods beginning on or aftefanuary 2016.

The amendments to IAS 27 allow an entity to useetiigty method in its separate financial statements
to account for investments in subsidiaries, assegiand joint ventures.

The first time implementation of this interpretatialid not influence substantially the financial
statement of the Group, as the Group intends tdiramn to carry its investments in subsidiaries,
associates or joint ventures at cost.

Standards, interpretations and amendments to published standards that are not yet effective

The following new standards, interpretations ancermaiments are not yet effective for the annual
reporting period ended 31 December 2016 and havebe@en applied in preparing these financial
statements:

Effective for annual periods beginning on or aftedanuary 2018; to be applied retrospectively with
some exemptions.

This standard replaces IAS 39, Financial InstrusieRecognition and Measurement, except that the
IAS 39 exception for a fair value hedge of an iestrate exposure of a portfolio of financial ass®t
financial liabilities continues to apply, and eiest have an accounting policy choice between apglyi
the hedge accounting requirements of IFRS 9 orimwing to apply the existing hedge accounting
requirements in IAS 39 for all hedge accounting.

Although the permissible measurement bases fonéiah assets — amortised cost, fair value through
other comprehensive income (FVOCI) and fair valueugh profit or loss (FVTPL) — are similar to
IAS 39, the criteria for classification into the pmppriate measurement category are significantly
different.

A financial asset is measured at amortised cdkeifollowing two conditions are met:

o the asset is held within a business model whosectb¢ is to hold assets in order to collect
contractual cash flows; and,

e its contractual terms give rise on specified datasash flows that are solely payments of principal
and interest on the principal outstanding.

In addition, for a non-trading equity instrumentanpany may elect to irrevocably present subsequen
changes in fair value (including foreign exchangig and losses) in OCI. These are not reclasdified
profit or loss under any circumstances.

For debt instruments measured at FVOCI, interesmee, expected credit losses and foreign exchange
gains and losses are recognised in profit or legheé same manner as for amortised cost assetst Oth
gains and losses are recognised in OCI| and arasstioéd to profit or loss on derecognition.

The impairment model in IFRS 9 replaces the ‘inedross’ model in IAS 39 with an ‘expected credit
loss’ model, which means that a loss event willarmer need to occur before an impairment allowance
is recognised.

IFRS 9 includes a new general hedge accounting lnatiéch aligns hedge accounting more closely
with risk management. The types of hedging relatijps — fair value, cash flow and foreign operation
net investment — remain unchanged, but additiar@gment will be required.

The standard contains new requirements to achimvatjnue and discontinue hedge accounting and
allows additional exposures to be designated agdtkeiiems.

Extensive additional disclosures regarding an atitisk management and hedging activities are
required.
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The Group has not yet finalised the impairment meéttogies that it will apply under IFRS 9. However
the Group believes that impairment losses areylik@lincrease and become more volatile for assets i
the scope of expected credit loss model.

Effective for annual periods beginning on or aftefanuary 2018.

The new standard provides a framework that replagegting revenue recognition guidance in IFRS.
Entities will adopt a five-step model to determimeen to recognise revenue, and at what amount. The
new model specifies that revenue should be recedmigen (or as) an entity transfers control of good
or services to a customer at the amount to whietetttity expects to be entitled. Depending on wdreth
certain criteria are met, revenue is recognised:

e over time, in a manner that depicts the entity'sgrenance; or

e ata point in time, when control of the goods avges is transferred to the customer.

IFRS 15 also establishes the principles that anyestiall apply to provide qualitative and quaritite
disclosures which provide useful information torssef financial statements about the nature, amount
timing, and uncertainty of revenue and cash flokigreg from a contract with a customer.

The Group has not yet fully completed its initiakassment of the potential impact of IFRS 15 howeve
Group does not expect that the new Standard, wiigally applied, will have material impact on the
financial statements. The timing and measuremethefGroup’s revenues are not expected to change
under IFRS 15 because of the nature of the Graaygesations and the types of revenues it earns.

Effective for annual periods beginning on or aftelanuary 2019.

IFRS 16 supersedes IAS 17 Leases and relatedrietatipns. The standard eliminates the currentt dua
accounting model for lessees and instead requomegpanies to bring most leases on-balance sheet
under a single model, eliminating the distincti@tviieen operating and finance leases.

Under IFRS 16, a contract is, or contains, a lgaseonveys the right to control the use of aentlfied
asset for a period of time in exchange for consitlen. For such contracts, the new model requires a
lessee to recognise a right-of-use asset and a lieadity. The right-of-use asset is depreciaded the
liability accrues interest. This will result in Boht-loaded pattern of expense for most leases) even

the lessee pays constant annual rentals.

The new standard introduces a number of limitegg@@xceptions for lessees which include:
o leases with a lease term of 12 months or less ani@iniing no purchase options, and
e leases where the underlying asset has a low valmal(-ticket’ leases).

Lessor accounting shall remain largely unaffectgdthe introduction of the new standard and the
distinction between operating and finance leasddwiretained.

The Group does not expect that the new standarein wiitially applied, will have material impact on
the financial statements because the entity i9ady to a contractual arrangement that would iéen
scope of IFRS 16.

Effective for annual periods beginning on or aftefanuary 2018; to be applied prospectively.
The amendments clarify share-based payment acaguoni the following areas:

o the effects of vesting and non-vesting conditionstlee measurement of cash-settled share-
based payments;

e share-based payment transactions with a net setttef@ature for withholding tax obligations;
and
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e a modification to the terms and conditions of arstemsed payment that changes the
classification of the transaction from cash-setttedquity settled.

The Group expects that the amendments, when Ipiigblied, will not have a material impact on the
presentation of the financial statements of theu@rdoecause there are currently no intentions teren
into share-based payment transactions.

Effective for annual periods beginning on or aftefanuary 2017, to be applied prospectively.

The amendments require new disclosures that hels us evaluate changes in liabilities arising from
financing activities, including changes from caktwk and non-cash changes (such as the effect of
foreign exchange gains or losses, changes arismaptaining or losing control of subsidiaries, Bhas

in fair value).

The Group expects that the amendments, when Ipiigblied, will not have a material impact on the
presentation of the financial statements.

Effective for annual periods beginning on or aftefanuary 2018; to be applied prospectively.

The amendments reinforce the principle for tramsfato, or out of, investment property in IAS 40
Investment Property to specify that such a trarsieuld only be made when there has been a change i
use of the property. Based on the amendments sféras made when and only when there is an actual
change in use — i.e. an asset meets or ceasestadhmedefinition of investment property and thisre
evidence of the change in use. A change in manageantention alone does not support a transfer.

The Group does not expect that the amendmenthailt a material impact on the financial statements
because the Group transfers a property asset tlipmr investment property only when there is an
actual change in use.

Other new standards, amendments to standards tergratations that are not yet effective are not
expected to have a significant impact on the Grefipancial statements.

3 Significant accounting policies

The accounting policies set out below have beetiegbponsistently to all periods presented in these
consolidated financial statements, and have beglredpconsistently by all Group entities.

3.1. Basis of consolidation

(a) Business combinations

Business combinations are accounted for using¢heisition method as at the acquisition date, which
is the date on which control is transferred to@reup. Control is the power to govern the finaneiadi
operating policies of an entity so as to obtaindfiémfrom its activities.

In assessing control, the Group takes into conaiigr potential voting rights that are currently
exercisable.

For acquisitions, the Group measures goodwill @tquisition date as:

e the fair value of the consideration transferredspl
e the recognised amount of any non-controlling irgerén the acquire, plus

¢ if the business combination is achieved in stathesfair value of the existing equity interest in
the acquire, less

e the net recognised amount (generally at fair valofe}he identifiable assets acquired and
liabilities assumed.

When the excess is negative, a bargain purchaséggacognised immediately in profit or loss.
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Costs related to the acquisition, other than tlassmciated with the issue of debt or equity sdearit
that the Group incurs in connection with a busiressbination are expensed as incurred.

Any contingent consideration payable is recognetgdir value at the acquisition date. If the cogént
consideration is classified as equity, it is noheasured and settlement is accounted for withiityequ
Subsequent changes to the fair value of the costingpnsideration are recognised in profit or loss.

(b) Subsidiaries

Subsidiaries are all entities over which the Pa@arpany has control. Control is assumed if themar
Company has power over the investee; is exposdthrights, to variable returns from its involverne
with the investee; and has the ability to use isvgr to affect its returns. The Parent Company
reassesses whether or not it controls an inves$téscts and circumstances indicate that there are
changes to one or more of the three elements dfatdisted before.

The consolidated financial statements comprisefittencial statements of AS Harju Elekter and its

subsidiaries. The financial statements of the slidnsés are prepared for the same period as the
consolidated financial statements. If a subsidisgs accounting policies other than those adopted i

the consolidated financial statements for like demions and events in similar circumstances,
appropriate adjustments are made to its finanda&ksents in preparing the consolidated financial
statements. Subsidiaries are fully consolidatednftbe date on which control is transferred to the

Group. They are de-consolidated from the datedhatrol ceases.

Non-controlling interest is the portion of subsiika’ profit or loss and equity in a subsidiary not
attributable to the Group. In the consolidatedestesnt of income and other comprehensive income,
profit or loss and each component of other compreive income are attributed to owners of the Parent
and to the non-controlling interests. Non-contrglliinterests are presented in the consolidated
statement of financial position within equity, segialy from equity attributable to equity holdefstoe
Parent.

(c) Transactions eliminated on consolidation

Intra-group transactions, balances and unrealiséits gon transactions between Group companies are
eliminated in preparing the consolidated finanstatements. Unrealised losses are also eliminated b
only to the extent that there is no indicationropairment.

3.2. Foreign currency translation

(a) Transactions and balances

Foreign currency transactions are translated imtopresentation currency using the exchange rates a
the dates of the transactions. Foreign exchangesgand losses resulting from the settlement of
monetary items and from the translation of monetsgets and liabilities denominated in foreign
currencies at the closing exchange rates are resmayim profit or loss.

(b) Financial statements of foreign operations

The results and financial positions of all Groupitees that have a functional currency differerdanfr
the Group’s presentation currency are translatiedtire presentation currency. The assets anditiabil
of foreign operations are translated into eurdsraign exchange rates ruling at the reporting.date

The Swedish entity uses the Swedish krona (SEK8.ibome and expenses of the Swedish company
are translated into euros at exchange rates ataiiess of the transactions. Foreign exchange diféer®
are recognised in other comprehensive income aggkpted within the translation reserve in equity.

When a foreign operation is sold or control is |estchange differences that were recorded in eguéy
recognised in profit or loss.

Goodwill and fair value adjustments arising on #uuisition of a foreign operation are treated as
assets and liabilities of the foreign operation aratranslated into euros at the closing excheaaigs.
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3.3. Financial assets

Management determines the classification of itarfoial assets on initial recognition. The clasatfin
depends on the purpose for which the financialtassere acquired.

The Group classifies its financial assets into fbdowing categories: loans and receivables and
available-for-sale financial assets.

(a) Loans and receivables

Loans and receivables are non-derivative finaresakets with fixed or determinable payments that are
not quoted in an active market. Loans and recedghble classified current assets, except where the
maturity date is more than 12 months after theneppdate. These are classified as non-curremsiss
The Group’s loans and receivables comprise tradeotrer receivables and cash and cash equivalents.

e Cash and cash equivaleritgludes cash on hand, demand deposits, and siberterm highly
liquid investments with original maturities of tleremonths or less that are subject to an
insignificant risk of changes in value. In the staént of cash flows, cash flows from operating
activities are reported using the indirect method.

¢ Trade receivablesare recognised initially at fair value and are smguently measured at
amortised cost using the effective interest method.

Impairment testing for trade receivables is descriin note 3.9.

(b) Available-for-sale financial assets

Available-for-sale financial assets are non-dematfinancial assets that are not cash or cash
equivalents and have not been designated to ary o#ttegory of financial assets. They are included
non-current assets unless management intendsposedisof the investment within 12 months after the
reporting date.

Purchases and sales of financial assets are regagat the trade date — the date on which the Group
commits to purchase or sell the asset. Investrametsnitially recognised at cost plus any attrilblga
transaction costs.

The Group’s investments in equities are classifeed available-for-sale financial assets and are
measured at fair value, with any arising gain @slérom a change in fair value recognised in other
comprehensive income, except for impairment los3ég fair value of available-for-sale financial
assets is their quoted bid price at the reportinte.dWhen available-for-sale financial assets are
derecognised, any cumulative gain or loss prevjorestognised in equity is reclassified to profilass

for the year. Management uses other available nmition to measure the fair value of Group’s
investments in equities which are not publicly &dd

Other financial assets that do not have an actimeket and whose fair value cannot be measured
reliably are measured using the cost method.

3.4. Inventories

Inventories are measured at the lower of cost agtdrealisable value. The cost of inventories is
assigned using the weighted average cost formuilae cost of finished goods and work in progress
comprises the costs of design, raw materials, diedaour, other direct costs and related production
overheads (based on normal operating capacity®mitides borrowing costBroject based products
are measured using the individual cost metiad realisable value is the estimated selling pirice
the ordinary course of business, less the estinwsts necessary to make the sale.

3.5. Investment property

Investment property is property held by the Grosgle owner or the lessee under a finance lease to
earn rentals or for capital appreciation or botivestment property is measured using the cost model
i.e. investment property is carried at cost legsantumulated depreciation and any impairment ksse
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Investment property is depreciated using the sampeediation rates and useful lives as those agsigne
to similar items of property, plant and equipmesag( 3.6.cC).

The Group reports the fair value of investment propin note 12.
3.6. Property, plant and equipment

(a) Recognition and measurement

ltems of property, plant and equipment are caraédcost less accumulated depreciation and any
impairment losses. The cost of self-constructe@tasscludes the cost of materials, direct labaur,
appropriate proportion of production overheads, dmidrowing costs related to the acquisition,
construction or production of qualifying assets.

Where an item of property, plant and equipment istsi®f significant parts that have different usefu
lives, the parts are accounted for as separates itgrproperty, plant and equipment and are assigned
depreciation rates that correspond to their udsies.

(b) Subsequent costs

Parts of some items of property, plant and equigmequire replacement or renovation at regular
intervals. The costs of such replacements and egioms are recognised in the carrying amount of an
item of property, plant and equipment if it is pabke that future economic benefits associated thith
parts will flow to the Group and their cost canrbeasured reliably. The carrying amount of a paat th
is replaced is derecognised. Under the recognpiamciple provided in the previous paragraph, the
costs of the day-to-day servicing of an item aré negognised in the carrying amount of the item.
Instead, such costs are expensed as incurred.

(c) Depreciation

Depreciation is charged to expenses on a straightdasis over the estimated useful life of eaemit
and significant part of an item of property, pland equipment. Land and construction in progress ar
not depreciated. Group entities use, in all mateggpects, uniform depreciation rates.

Estimated useful lives, residual values and depimcanethods are reviewed annually. The effect of
any resulting changes is recognised in the cuaedtsubsequent periods.

The following estimated useful lives are applied:

Asset class Useful life

Buildings and structures 10 - 33 years
Production plant and equipment 10 years
Other machinery and equipment 5-10 years
Vehicles 10 years
Other equipment and fixtures 3 —16 years

3.7. Intangible assets

Intangible assets (except goodwill) are amortisadacstraight-line basis over their estimated useful
lives. Intangible assets are tested for impairm&henever there is any indication of impairment
similarly to items of property, plant and equipment

(a) Goodwill
Acquisition of goodwill is described in the poliBasis of consolidation (note 3.1.).

The goodwill that has emerged as a result of basim®mbination shall be initially registered at its
acquisition value. The useful life of goodwill isdefinite and, therefore, not amortized. Howevie, t
possible decrease in goodwill is assessed at &ataynce date.

After initial recognition, goodwill is measured abst less any accumulated impairment losses. The
goodwill allocated to equity-accounted investegadtuded in the cost of the investees.

Impairment testing is described in the policy Inmpent of assets (note 3.9.).
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(b) Research and development expenditures

Research expenditure is expenditure incurred upgwn dpplication of research findings to the

development of new products and services. Expearedibn research activities undertaken with the
prospect of gaining new scientific or technical witedge and understanding is recognised as an
expense as incurred.

Development expenditures include expenditures necuin the application of research findings on the
development, design or testing of specific new potsl services, processes or systems. Development
expenditure is capitalised and recognised as amgyitle asset if the expenditure can be measured
reliably, the Group has technical and financialoveses and a positive intention to complete the
development of the asset, the Group can use otheelisset and the probable future economic benefit
generated by the asset can be measured.

Capitalised development expenditures are carriecbst less any accumulated amortisation and any
accumulated impairment losses. Development expaedis recognised as an expense on a straight-line
basis over its estimated useful life that generdtigs not exceed five years. Amortisation commences
when the Group has started the business activiy was expected to result from the development
project.

(c) Other intangible assets

Other intangible assets comprise licenses and aodtwAcquired licences are recognised at cost.
Acquired computer software licences are capitalsedhe basis of the costs incurred to acquire the
software and prepare it for use. Other acquireghigible assets are carried at cost less any acatedul
amortisation and any impairment losses. Other gitd@ assets are charged to expenses on a straight-
line basis over their estimated useful lives tlmhdt exceed 5 years.

3.8. Non-current assets held for sale

Non-current assets held for sale are items of ptppplant and equipment or intangible assets whose
sale in the next 12 months is highly probable,management is actively marketing the asset far @l
a price that is reasonable in relation to its autrfair value.

Non-current assets held for sale are classifiecba®nt assets and their depreciation or amornisas
discontinued as of the date they are classifiethedd for sale. A non-current asset held for sale is
measured at the lower of its carrying amount aird/&due less costs to sell.

3.9. Impairment

At each reporting date the Group assesses whdtheg ts any indication that an asset other than an
item of inventory or a deferred tax asset may hgained. If such indication exists, the asset igetkfor
impairment by estimating its recoverable amount.

(a) Trade receivables

A trade receivable is considered to be impairednihes reasonable to assume that the Group will no
be able to recover the entire amount in accordaritethe originally agreed terms and conditionseTh
difference between carrying amount and the estihéiiéure cash flows discounted at the original
effective interest rate is recognised as an impaitrtoss in the statement of profit or loss. Wherade
receivable proves uncollectible, it is written affainst the impairment allowance for trade recdesb
Subsequent recoveries of amounts previously writrare recognised by reducing loss within the
same item where the original impairment loss wasgrised. The recoverable amount of receivables
measured at amortised cost is calculated as theemreralue of their estimated future cash flows,
discounted at the original effective interest r&teort-term receivables are not discounted.

An impairment loss in respect of a receivable edrrat amortised cost is reversed and the item’'s
carrying amount is increased if the subsequeneas® in recoverable amount can be objectivelyestlat
to an event occurring after the impairment loss reasgnised.
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(b) Cash-generating unit and goodwill
An impairment loss is recognised whenever the aagrgmount of an asset or its cash-generating unit
exceeds its recoverable amount. Impairment logsaseaognised in profit or loss.

Impairment losses recognised in respect of cashrgéing units are allocated first to reduce the
carrying amount of any goodwill allocated to cagimerating units (groups of units) and then, to cedu
the carrying amounts of the other assets in thie(groups of units) on a pro rata basis.

Goodwill is tested for impairment at least at efinhncial year-end and whenever events or changes i
estimates indicate that the carrying amount of golbdnay be impaired. Impairment is determined by
estimating the recoverable amount of the CGU ta:twvigoodwill has been allocated.

For the purpose of impairment testing, goodwilbicated to the Group’'s CGUs or groups of CGUs
that are expected to benefit from the synergies dfusiness combination. Impairment losses on
goodwill are recognised in profit or loss.

(c) Available-for-sale financial asset

When a decline in the fair value of an availabledale financial asset has been recognised diractly
equity and there is objective evidence that thetasspermanently impaired, the cumulative loss tha
had been recognised directly in equity is recoghineprofit or loss even though the financial adsset
not been derecognised. The amount of the cumul&tis® that is recognised in profit or loss is the
difference between the book value and currentvalue, less any impairment loss on that financial
asset previously recognised in profit or loss.

(d) Other assets

The recoverable amount of other assets is theagreétheir fair value less costs to sell and vatue
use. In assessing value in use, the estimatecefaagh flows are discounted to their present vadirey

a pre-tax discount rate that reflects current maskeessments of the time value of money and $ke ri
specific to the asset. For an asset that does eoérgte largely independent cash inflows, the
recoverable amount is determined for the cash-géingrunit (CGU) to which the asset belongs.

(e)Impairment loss

The Group assesses at least at each reportingMietber there is any indication that an impairment
loss recognised in prior periods no longer existsnay have decreased. If such indication exists, th
impairment loss is reversed. The increased carrgimgunt of an asset attributable to a reversahof a
impairment loss cannot exceed the carrying amobat tvould have been determined (net of
amortisation or depreciation) had no impairmens lesen recognised. A reversal of an impairment loss
is recognised in profit or loss (within the san@itwhere the original impairment loss was recoghise
As an exception, impairment losses on goodwillrexereversed.

An impairment loss recognised for an investmerarirequity instrument classified as available foe sa
IS not reversed through profit or loss. If the faatue of a debt instrument classified as availéitesale
increases and the increase can be objectivelyetktatan event occurring after the impairment leas
recognised in profit or loss, the impairment lasseiversed, with the amount of the reversal recaghi
in profit or loss.

3.10. Leases

A lease that transfers substantially all the resikd rewards of ownership to the lessee is recog@ise
finance lease. Other leases are treated as ofgladises.

(a) The Group as a lessor

Assets leased out under finance leases are reedgas a receivable at an amount equal to the net
investment in the lease. Lease payments receiablelivided into principal repayments and finance
income. Finance income is recognised over the lggiseusing the effective interest rate method.

Assets leased out under operating leases are pgddarthe statement of financial position accogdin
the nature of the asset, similarly to other itefngroperty, plant and equipment which are carriethe
statement of financial position. Operating leasgpents are recognised as income on a straight-line
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basis over the lease term.

(b) The Group as a lessee

Finance leases are recognised as assets andiéahili amounts equal to the fair value of theddas
property or, if lower, the present value of the imium lease payments at the inception of the lease.
Lease payments are apportioned between the finelnasge and the reduction of the outstanding
liability. The finance charge is allocated to tleade term so as to produce a constant periodiofate
interest on the remaining balance of the liabilperating lease payments are recognised as ansxpe
on a straight-line basis over the lease term.

3.11. Financial liabilities

Liabilities that are due to be settled within mtinan one year after the reporting date are clasksds
non-current liabilities. Liabilities that are duelie settled within 12 months after the reportiatedare
classified as current liabilities.

(a) Loans and borrowings

Loans and borrowings are recognised initially at faalue, net of transaction costs. After initial
recognition, loans and borrowings are measurednattised cost; any difference between the proceeds
(net of transaction costs) and the redemption vedexpensed over the loan term using the effective
interest method, except borrowing costs that agébé for capitalisation.

(b) Trade payables
Trade payables are recognised initially at faiueahnd subsequently measured at amortised cosgt usin
the effective interest method.

3.12. Income tax and deferred tax

(a) Corporate income tax

According to the Estonian Income Tax Act that tedfect on 1 January 2000, corporate income tax is
not levied on profits earned but dividends distidoll Since 01.01.2015 the effective tax rate has be
20/80 on paid out net dividend. The income taxwakted on dividends is recognised as a liabilitgl a
an expense when the dividend is declared irrespecti the period for which they are declared or in
which they are distributed.

No provision is recognised for income tax payalieaodividend distribution before the dividend has
been declared but information on the contingertillit is disclosed in the notes to the consolidate
financial statements.

The consolidated statement of profit or loss inekithe Swedish, Lithuanian and Finnish subsidiaries
current corporate income tax (calculated on pr&fitsed), changes in deferred tax assets andtlesil
and the dividend tax expense of the Estonian Geutities.

(b) Deferred tax

Under the effective Estonian Income Tax Act, thare no differences between the tax bases and
carrying amounts of the assets and liabilities hef Estonian Group entities that could give rise to
deferred tax assets or liabilities. The profitsled Finnish, Swedish and Lithuanian Group entities
adjusted for temporary differences and taxed im@ance with the laws of their domiciles (see bglow

(c) Income tax at the Group’s foreign operations

Income tax comprises current and deferred tax.nactax is recognised in profit or loss except @ th
extent that it relates to items recognised direailyequity, in which case it is recognised as other
comprehensive income.

Current tax is the expected tax payable or recé&vab the taxable income for the year, using téasra
enacted or substantively enacted at the reportatg, dind any adjustment to tax payable in resgdect o
previous years.
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Deferred tax is recognised using the liability noethproviding for temporary differences between the
carrying amounts of assets and liabilities for ficial reporting purposes and the amounts used for
taxation purposes. Deferred tax is not recogniseteimporary differences arising from:

¢ the initial recognition of goodwill,
e the initial recognition of assets or liabilitiesatraffect neither accounting nor taxable profit,

o temporary differences related to investments irsilidries to the extent that they will probably
not reverse in the foreseeable future.

The amount of deferred tax provided for is basetherexpected manner of realisation or settlemént o
the carrying amount of assets and liabilities, gigizx rates enacted or substantively enacted at the
reporting date.

Deferred tax is measured at the tax rates thaegpected to be applied to the temporary differences
when they reverse, based on the laws that have doesstied or substantively enacted by the reporting
date. Deferred tax assets and liabilities are bffgbere is a legally enforceable right for tlaisd they
relate to income taxes levied by the same authortyhe same taxable entity, or on different tagabl
entities, but it is intended to settle current liakilities and assets on a net basis or the tartasand
liabilities will be realised simultaneously.

3.13. Employee benefits

(a) Profit-sharing and bonus plans
The Group recognises a liability and an expensédouses and profit-sharing, based on a formula tha
takes into consideration the profit after certadjuatments.

(b) Termination benefits

Termination benefits are payable when employmerneiiginated by the Group before the normal
retirement date, or whenever an employee accejistaoy redundancy in exchange for these benefits.
The Group recognises termination benefits whes dleimonstrably committed to either: terminating the
employment of current employees according to allddtéormal plan without possibility of withdrawal,
or providing termination benefits as a result of @ffer made to encourage voluntary redundancy.
Benefits falling due more than 12 months afterrgorting date are discounted to their liability.

3.14. Provisions

Provisions are recognised when: the Group hasseprdegal or constructive obligation as a resu#t o
past event, it is probable that an outflow of reses will be required to settle the obligation, d@he
amount can be estimated reliably. Provisions ateeamgnised for future operating losses.

Where there are a number of similar obligations, ltkelihood that an outflow will be required in
settlement is determined by considering the cléssbligations as a whole. A provision is recognised
even if the likelihood of an outflow with resped &ny one item included in the same class of
obligations may be small.

Provisions are measured at the present value oéxpenditures expected to be required to settle the
obligation using a pre-tax discount rate that mfléhe current market assessments of the time \lu
money and the risks specific to the obligation. Teease in the provision due to passage of tane i
recognised as interest expense.

A financial guarantee contract is initially recoggul at fair value and is subsequently measurekeat t
higher of (a) the best estimate of the expenditequired to settle the financial obligation at the
reporting date and (b) the amount initially recegui less, when appropriate, cumulative amortisation
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3.15. Contingent liabilities

Significant commitments and other obligations whioly transform into a liability subject to the
occurrence of some uncertain future events ardodisgd in the notes to the consolidated financial
statements as contingent liabilities. Contingeattilities are not recognised on the statementnaintial
position.

3.16. Share capital

(a) Share capital
Ordinary shares are classified as equity. Increat@aists directly attributable to the issue of rebares
or options are shown in equity as a deduction filoenproceeds.

Where any Group entity repurchases the companygsityegnstruments (treasury shares), the
consideration paid, including any directly attriofe incremental costs (net of income taxes) is
deducted from equity attributable to the Parentmamy’s equity holders until the shares are cantelle
or reissued. Where such shares are subsequestyeei, any consideration received, net of anytlirec
attributable incremental transaction costs andrdiated income tax effects, is included in equity
attributable to the Parent company’s equity holders

3.17. Share-based payments

Year 2015 the Group has equity-settled share-bpagehent plansThe fair value of services received
from the Group’s employees in return for shareseisognised as an expense and within retained
earnings in equity during the vesting period (frime grant date of the option until the vesting Hate
The fair value of services received is determingddberence to the fair value of the equity insteunts
granted to the employees at the grant date. The saoeived in exchange for issue of shares minus
direct transaction costs are shown within sharéalegnd share premium in equity.

3.18. Segment reporting

An operating segment is a component of the Groap ¢hgages in business activities from which it
may earn revenues and incur expenses, for whidretés financial information is available and for
which separate budgets are prepared. The manageshene company reviews segment reporting
regularly in order to provide the segment with tleeessary means and to evaluate its productivity.

3.19. Revenue

Revenue comprises the fair value of the consideraticeived or receivable for the sale of goods and
services in the ordinary course of the Group'svétds. Revenue is shown net of value added tax,
returns, rebates and discounts and after elimigétima-Group sales.

(a) Sale of goods — wholesale and retail

The Group manufactures and sells electrical digtidl systems and control panels and various metal
products. Sale of goods is recognised when a Geatity has delivered products to the buyer, thesbuy
has full discretion over the products and thereasunfulfilled obligation that could affect the s
acceptance of the products. Revenue is not recagnimitil all significant risks and rewards of
ownership have been transferred to the buyer atigbrethe buyer has accepted the products in
accordance with the terms of the sales contraettithe period for rejection has elapsed, or theu@ro
has objective evidence that all criteria for acaapé have been satisfied. Sales are recorded based
the prices specified in the sales contracts.

The Group operates a chain of retail outlets fecteical appliances. Sales of goods are recognised
when a Group entity sells a product to the custoiRetail sales are usually settled in cash or ytde
or credit card.
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(b) Rendering of services

Revenue from the rendering of services is recognigeen the service has been rendered on the Hasis o
the percentage of completion of the product atrizaadate. The percentage of completion method is
applied to the project products if customers atéled to make substantial changes in them durireg t
whole production process. The cost method is agpire order to determine the percentage of
completion.

(c) Rental income
Rentals earned on investment property are recadjmseevenue on a straight-line basis over theeleas
term. Lease incentives granted are recognised agegral part of the total rental income.

(d) Interest income

Interest income is recognised on a time-proporbagis using the effective interest method. When a
receivable becomes impaired, the Group reducesitying amount to its recoverable amount, being
the estimated future cash flow discounted at tigiral effective interest rate of the instrumenterest
income on impaired loans is recognised using thgnal effective interest rate.

(e) Dividend income
Dividend income is recognised when the right tenee payment is established.

3.20. Government grants

The Group uses the net method to account for gawemh grants. Grants related to income are
recognised using the matching principle, i.e. ttengis recognised as income over the period napgess
to match it with the related costs that it is imted to compensate. The costs related to a govetnmen
grant are recognised on an accrual basis, i.e. wheninderlying transaction affects the Group’s net
assets. The sums received are recognised as dioadoicthe costs they are intended to compensate.

An asset acquired with a government grant is reisegnat cost less the amount of government grant
received for its acquisition. The cost of an acegliasset is depreciated, i.e. recognised as am&xpe
over its estimated useful life.

3.21. Earnings per share

Basic earnings per share are calculated by divittiagorofit or loss attributable to equity holdefghe
Parent company by the weighted average number afeshoutstanding during the period. Diluted
earnings per share are calculated by dividing tbéitpr loss attributable to equity holders of tRarent
company by the weighted average number of sharetaoding during the period, considering the
effects of all dilutive potential shares.

3.22. Dividend distribution

A dividend distribution to the Company’'s sharehoddés recognised as a liability in the Group’s
financial statements in the period in which thdabwds are approved by the Company’s shareholders.

3.23. Related parties
For the purposes of these consolidated finanaétstents, related parties include:

e AS Harju KEK that owns 31.39% of the shares of ASjH Elekter;

¢ members of the Parent company’s management andviagg boards;

e close family members of the above;

e companies controlled by members of the managenmehsapervisory boards.
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4 Accounting estimates and judgments

The preparation of financial statements in conftynwith IFRS EU requires use of accounting
estimates. It also requires management to exetsiggdgment in the process of selecting and apglyi
accounting policies.

Estimates and judgments reviewed on an ongoing laawsl they are based on historical experience and
other factors including expectations of future dsethat are believed to be reasonable under the
circumstances.

4.1. The most important accounting assessments givby the management during the preparation
of the annual financial statement

(a) Useful lives of investment property and propgptant and equipment (notes 3.5, 3.6, 12 and 13)
Management estimates the useful lives of investmpasyierty and property, plant and equipment based
on production volumes and conditions, historicgdezience and future prospediepreciation rates are
increased if the useful life of an asset provestehdhan originally estimated. Technically obselet
assets are either written down or written off.

(b) Fair value of investment properties (note 12)
The Group publishes the fair value of investmerdpprties in the financial statement and uses
discounted cash flow analysis method to evaluate it

(c) Fair value of financial investment (note 11) i
The Group publishes the fair value of Skeleton Tietbgies Group OU in the financial statement and
uses emission price of shares used in investmendrto evaluate it.

4.2. Significant judgments related to selection anonplementing of accounting policies

(a) Subsidiaries (note 30)

The Group has reported the acquisition of the slidnsi Harju Elekter Kiinteistét Oy as acquisitioh o
fixed assets. Since the acquired company was mohied in separately identifiable business actiti
the clauses of IFRS 3 standard “Business combimgitithat regulate the reporting about business
combinations, have not been applied when reposlmut the acquisition of the company. The main
asset of the acquired company is its investmergsty (which is being leased to the subsidiaryhef t
Group, Finnkumu Oy) and, therefore, the acquisittbthe company has been reported in compliance
with IAS 16 as an acquisition of fixed assets.

5 Financial risk management
5.1. Financial risk factors

In its everyday activities, the Group faces difféaresks. Management of those risks is an imporazokt
inherent part of its business activity. The Grouggpability to identify, measure and control diffier
risks is an important input for its profitabilityfthe Group’s management defines risk as a possible
negative deviation from the expected financial kedthe main risk factors are market risk (incluglin
currency risk, price risk and interest rate brisigdit risk, liquidity risk, operational risk arghpital

risk.

The Group’s risk management is based on the regaimes and guidelines of the Tallinn Stock
Exchange, the Financial Supervision Authority attteo regulatory bodies, compliance with generally
accepted accounting and reporting standards aedar best practice, and internal regulations &td r
management policies. At a general level, risk manant includes identification, assessment and
control of risks. The Parent company’s managemeatd has the key role in managing risks and
approving risk procedures. The Parent company’srsigory board monitors the measures taken by the
management board for mitigating risks.
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5.2 Market risk

(a) Currency risk
The Group operates in Estonia (currency EUR), Rilgcurrency EUR), Sweden (currency SEK) and
Lithuania (currency EUR).

To mitigate currency risks, the Group concludesvaior foreign contracts in euros. The Group does
not have any material receivables (note 8) or plagattenominated in foreign currencies that are not
pegged to the euro. All existing long-term loan &ndnce lease contracts (note 16) have been nmade i
euros or the functional currency of the relevanbupr entity. Therefore, they are treated as liaedit
without currency risk.

Based on the above, the Group is not materiallyogsg to currency risks and, therefore, did not use
separate instruments to hedge its currency risR91% or 2015. Information on foreign exchange gain
and losses is disclosed in note 24.

2016 2015
EUR’000 Note EUR USD SEK TOTAL | EUR USD SEK TOTAL
Cash and cash equivalents 7 3,120 141 17 3,278| 5,696 - 15 5711
Trade receivables 8 8,447 - 33 8,480, 6,677 - 1 6,678
Available-for-sale financial
assets 11 1,989 - 0 21,969 17,767 - 0 17,767
TOTAL 33,536 141 50 33,727 30,140 - 16 30,156
Current portion of interest-
bearing loans and borrowings 16 -804 - 0 -804| -296 - 0 -296
Trade payables 18 -6,150 - -3 -6,153| -3,409 - -1 -3,410
Other short-term liabilities 18 -2,120 - -10 -2,130( -2,242 - -2 2,244
Non-current portion of
interest-bearing loans and
borrowings 16  -1,167 - 0 -1,167| -912 - 0 -912
TOTAL -10,241 - -13 -10,254 -6,859 - -3 -6,862
Net exposure 23,295 141 37 23,473 23,281 - 13 23,294

(b) Price risk

The Group is exposed to equity price risk througtirivestments in equity instruments. Fluctuations
the market value of shares in PKC Group Oyj, which accounted for as other long-term financial
investments, may have a significant impact on thleies of the Group’s assets. The market price of a
share in PKC Group Oyj decreased by 0.42 euro91% 2nd 1.24 euros in 2015. In 2016 the value of
the investment decreased by 0.5 million euros ar2DiL5 by 1.4 million euros. Gain on change in fair
value was recognised in other comprehensive inc&unher information on shares in PKC Group Oyj
is presented in note 11.

A public takeover bid of 23,55 EUR per share hambmade to PKC Group Oyj after the reporting date
(note 31).

(c) Interest rate risk
As the Group has no significant interest-bearingptss the Group’s income and operating cash flows
are substantially independent of changes in mankextest rates.

The Group’s interest rate risk arises from shamtend long-term loans and borrowings that have
floating interest rates. Loans and borrowings Vilibating interest rates expose the Group to cash fl
interest rate risk. Above all, the Group’s exposiarénterest rate risk depends on changes in Euribo
(Euro Interbank Offered Rate). At 31 December 2816 Group’s long-term loans and borrowings had
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floating interest rates linked to 3 month Euribadashort-term loans and borrowings had floating
interest rates linked to 1 month Euribor and 6 rdsdribor (note 16).

The interest rate profile of the Group’s intereséding loans and borrowings is as follows:

As at 31 December EUR'000 Note 2016 2015
Floating rate loans and borrowings 16 1,971 1,208
Total 1,971 1,208

An average change of one percentage point in stteages as during the reporting period would have
increased (decreased) profit or loss and equittheyamounts shown below. This analysis assumes that
all other variables remain constant. The analysis performed on the same basis for 2015.

As at 31 December EUR'000 2016 2015
One percentage point increase -20 -12
One percentage point decrease 20 12

5.3. Credit risk

Credit risk is the risk that the counterparty téirancial instrument will cause a financial loss the
Group by failing to discharge an obligation andsttive Group will not receive the cash flows to vhhic
it is entitled. The Group’s main sources of creidik are trade receivables and loans provided.

The factors, which have the strongest impact onGheup’s credit risk exposure, are the specific
circumstances of each customer. In addition, theu@®s management considers more general features
such as the customer’s legal status (private oe-staned entity), geographical location, indusagyd

the economic situation in the country involvedfasse factors may also influence the Group’s exgosur
to credit risk. Based on the Group’s experience/jape sector customers have the highest credit risk
while the credit risk of government institutiongddocal governments is the lowest.

Exposure to credit risk is mitigated by monitoritige customers’ settlement behaviour and ability to
meet commitments on an ongoing basis. Customersearadividual risk limits based on internal and
external ratings. Use of and adherence to of chiediifs is regularly monitored. Sales to retail mmers

are settled in cash or by debit or credit cardeedsby recognised banks. Therefore, sales to retail
customers do not involve credit risk. The Group éstablished rules, which set out the circumstances
in which litigation proceedings should be initiaiacbrder to achieve debt recovery.

The maximum credit risk exposure is the valudratle receivables, less write-downs for impairment
and deposits with banks and financial institutions.

From the carrying amount of trade receivables &labecember the outstanding part as at 15 March
2017 is 0.6 million euros.

As at 31 December EUR'000 Note 2016 2015
Cash and cash equivalents 7 3,278 5711
Trade receivables 8 8,442 6,675
Total 11,720 12,386

At the reporting date, the Group’s credit risk esyp@ was 11.7 million euros (31 December 2015: 12.4
million euros). Although settlement of receivables may be infleghdy various economic factors,
management is of the opinion thitie Group does not have any significant risk of Itisat would
exceed the impairment allowance already recognised.
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5.4. Liquidity risk

Liquidity risk is the risk that the Group will engwoter difficulty associated with financial obligaris
that have to be settled by delivering cash or arofimancial asset. Management monitors cash flow
forecasts on an on-going basis, reviewing the abiity and sufficiency of financial resources raqd

to meet the Group’s commitments and to financexraup’s strategic objectives.

Liquidity risk is mitigated with different finandianstruments such as loans and finance leasest-Sho
term and long-term loan agreements have concludedgithe reporting period to mitigate the possible
liquidity risk (note 16). At the reporting date tloup’s free cash totalled 3.3 million euros aoahis
and borrowings totalled 2.0 million euros (note,fgde payables and other short-term liabilitatalt

led 8.3 million euros (note 18), total liabilitids3.6 million euros. The Group’s current ratio ahd t
quick ratio for the year 2016 were respectively @it 1.3 and for the year 2015 respectively 2.7 and
1.7

5.5. Capital management

In capital management, the main objective is taiensustainable development of the Group so as to
ensure return for shareholders and benefits foerostakeholders and to maintain an optimal capital
structure to reduce the cost of capital.

In order to maintain or adjust the capital struetuhe Group may adjust the amount of dividendd pai
to shareholders, return capital to shareholdesagisew shares or sell assets to reduce debt.

According to established practice, the Group mesiits capital through debt to capital ratio andigqg
ratio. Debt to capital ratio is the ratio of nebto total capital. Net debt is found by deductagh and
cash equivalents from total debt (short-term amgj{eerm interest bearing liabilities in the condated
statement of financial position). Total capital si@ts of equity recognised in the consolidateceatant
of financial position plus net debt. Equity ratiofound by dividing total equity by total assets.

Debt to capital ratio and equity ratio:

As at 31 December EUR'000 Note 2016 2015
Interest-bearing loans and borrowings 16 1,971 1,208
Cash and cash equivalents 7 -3,278 -5,711
Net debt -1,307 -4,503
Total equity 60,392 58,204
Total capital 59,085 53,700
Debt to capital ratio -2.2% -8.4%
Total assets 73,968 66,579
Equity ratio 81.6% 87.4%

The laws of the Parent company’s domicile set datmum requirements to the equity of companies.
In line with the law, the equity of a limited compedefined as company has to amount to at leakt hal
of its share capital and no less than 25,000 elmdbe reporting period, the Group was in comp&n
with all legal and prudential requirements to eguit

5.6. Determination of fair value (note 6)

The book value of cash, receivables, short-ternrmdoand borrowings has been expressed in their
approximate reasonable value of their fair valud, dnerefore, the Group has not disclosed their fai
value. According to the management of the Groegfdir values of long-term loans and borrowings do
not differ significantly from their carrying amownbecause their interest rates are regularly megrio
market rates.

64



AS HARJU ELEKTER ANNUAL REPOR26

The fair value of long-term financial liabilities estimated for disclosure purposes by discouritirg
future contractual cash flows at the current mankietrest rate that is available to the Group forilar
financial instruments.

The fair value of financial instruments traded ativ'e markets (such as available-for-sale secasijiiie
based on their quoted market prices at the regpdate.

The Group divides financial instruments into thieeels depending on their revaluation:

Level 1: Financial instruments that are valued gisinadjusted price from the stock exchange or some
other active regulated market.

Level 2: Financial instruments that are evaluatedssessment methods based on monitored inputs.

This level includes, for instance, financial instents that are assessed by using prices of similar
instruments in an active regulated market or firglnostruments that are re-assessed by usingribe p
on the regulated market, which have low marketidiigy

Level 3: Financial instruments that are valued $geasment methods based on non-monitored inputs.

6 Financial instruments

6.1. Fair values of financial instruments by categy (Note 5.6)

Carrying amount

Available
Loans and  for ggle Liabilities Other

At 31 December 2016 recei-  financial at fair financial Fair
EUR'000 Note vables assets value liabilites TOTAL value
Cash and cash equivalents 7 3,278 0 0 0 3,278 -
Trade and other receivables 8 8,480 0 0 0 8,480 -
Available-for-sale financial
assets (fair value; liste¢d 11 0 17,307 0 0 17,307 17,307
Available-for-sale financial
assets (fair value; unlisted 11 0 4,662 0 0 4,662 4,662
Available-for-sale financial
assets (cost method) 11 0 21 0 0 21 -
Total financial assets 11,758 21,990 0 0 33,748 21,969
Interest-bearing loans and 16 0 0
borrowings 0 -1971 -1971 -1,971
Trade payables 18 0 0 0 -6,153 -6,153 -
Other payables 18 0 0 0 -2,130 -2,130 -
Total financial liabilities 0 0 0 -10,254 -10,254 -1,971
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Carrying amount

Available
Loans and for sale Liabilities Other

At 31 December 2015 recei- financial at fair financial Fair
EUR'000 Note vables assets value liabilities TOTAL value
Cash and cash equivalents 7 5711 0 0 0 5,711 -
Trade and other receivables 8 6,678 0 0 0 6,678 -
Available-for-sale financial

assets (cost method) 11 0 2,421 0 0 2,421 -
Available-for-sale financial

assets (fair value) 11 0 17,767 0 0 17,767 17,767
Total financial assets 12,389 20,188 0 0 32,577 17,767
Interest-bearing loans and

borrowings 17 0 0 0 -1,208 -1,208 -1,208
Payable for subsidiary's shares 18,30 0 0 -713 0 -713 -713
Trade payables 18 0 0 0 -3,410 -3,410 -
Other payables 18 0 0 0 -1,531 -1,531 -
Total financial liabilities 0 0 -713  -6,149 -6,862 -1,921

Available-for-sale financial assets in their faalwe (listed) are classified as belonging to léveh the
basis of the method of evaluating fair value, wiailailable-for-sale financial assets in their fztue
(unlisted), interest-bearing loans and borrowingayable for subsidiary’s shares are classified as

belonging to level 3.
6.2. Credit quality of financial assets

Ageing of trade receivables

As at 31 December EUR’000 Note 2016 2015
Not past due 7,315 5,989
Up to 3 months past due 789 554
3 to 6 months past due 231 48
Over 6 months past due 313 315
Total 8 683 6,906
7 Cash and cash equivalents

As at 31 December EUR’000 2016 2015
Cash on hand 4 4

Current accounts 3,274 5,707
Cash and cash equivalents 3,278 5711
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8 Trade and other receivables

As at 31 December EUR’'000 2016 2015
Trade receivables

Trade receivables 8,648 6,906
Allowance for impairment -206 -231

Total trade receivables 8,442 6,675
Other short-term receivables 17 0

Other accrued income 21 3

Total receivables 8,480 6,678

A receivable is written down when it is reasonablassume that the Group will not be able to recove
the entire amount in accordance with the originallyreed terms and conditiongdications of
impairment of a receivable include the debtor'sidigant financial difficulty, it being probable & the
debtor will enter bankruptcy, and settlement defaoit delays (receivable is over 180 days past due)

Movements in allowance for impairment of receivable

For the year ended 31 December EUR’000 2016 2015
At 1 January -231 -211
Items expensed as doubtful -5 -41
Recovery of doubtful items 30 1
Doubtful items written off as irrecoverable 0 20
At 31 December -206 -231

Expenses from impairment of receivables amounted,6®0 euros and are recognised in other
distribution costs in the statement of profit csdan 2016. In 2015, 7,000 euros was recognisdldeas
distribution costs and 34,000 euros as cost ofsale

Other classes within trade and other receivablasotcontain impaired items.

9 Prepayments and prepaid income tax

As at 31 December EUR’000 Note 2016 2015
Prepaid taxes 19 373 139
Prepaid expenses 422 167
Total prepayments 795 306

10 Inventories

As at 31 December EUR’000 2016 2015
Raw and other materials 5,660 4,176
Work in progress 2,553 1,674
Finished goods 897 826
Merchandise purchased for resale 602 472
Total 9,712 7,148
Items written down to net realisable value 146 49
Expenses from write-down of inventories during year 64 124
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11 Other long-term financial investments

As at 31 December EUR’000 2016 2015
Available-for-sale equity securities (fair value)
PKC Group Oyj shares 17,306 17,767
Skeleton Technologies Group OU share 4,663 0
Available-for-sale financial assets (cost method) 21 2,421
Total 21,990 20,188
Changes during the year
1. Available-for-sale equity securities (fair valug
Carrying amount at 1 January 17,767 19,124
Additions 660 0
Reclassification 2,400 0
Gain on change in fair value 1,142 -1,357
Carrying amount at 31 December 21,969 17,767
2. Available-for-sale financial assets (cost methdd
Carrying amount at 1 January 2,421 21
Additions 0 2,400
Reclassification -2,400 0
Carrying amount at 31 December 21 2,421
Total carrying amount at 31 December 21,990 20,188
PKC Group Oyj share 2016 2015
Number of the shares (1000) 1,095 1,095
Ownership (%) 4.5 4.5
Market price at 31 December (EUR) 1581 16.23
Carrying amount of PKC Group Oyj shares at 8tddnber 17,306 17,767

PKC Group Oyj's shares are listed on the Nasdagiilél Stock Exchange. The shares have been
classified as available-for-sale financial assetd are therefore stated in the statement of firghnci
position at fair value (note 3.3.b). The fair valfethe shares is their market value. Gains anse®s
arising from changes in the fair value of finaneiasets are recognised in other comprehensive gacom
Changes in the market value of shares may significanfluence the value of the Group’s assets and
equity. Information on PKGSroup Oyj's shares pledged as loan collateral ssldsed in note 17 In
2016, PKC Group Oyj paid dividends of 0.70 eurasgbare (2015: 0.70 euros per share), the dividend
income was 766,000 (2015: 766,000) euros. See Nbte

On June 3, 2015 AS Harju Elekter acquired a 10%lihglin Skeleton Technologies Group OU, a
company that develops and produces ultracapacitdrs. determination of fair value of shares is a
complicated process because of the lack of aneaatiarket, requiring assumptions and decisions that
have substantial influence to their value. Skel@teohnologies Group OU is a company who ramps up
its production and whose future cash flows aredigrgnpredictable. In August 2016 a new investor
was involved and in the course of an additionahtbof funding AS Harju Elekter invested in the
company 660,000 euros. The management of the Grssgssed the fair value of ownership interest in
the company on the basis of the price of new shase®d in the previous round of funding. The share
of AS Harju Elekter decreased after the round eégtment, dropping to 9.84%, while the recalcufatio
of ownership interest increased the value of tharftial investment by 1.6 million euros. The rouofls
funding of investee that took place in 2016 anddhes that are planned for the future, as welhas t
events that occurred after the round of fundinggwshihat the value of the investment had not
substantially changed as of December 31, 2016.
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12 Investment property

EUR’000 Land Buildings Total

At 31 December 2014

Cost 2,582 13,114 15,696
Accumulated depreciation 0 -4,343 -4,343
Carrying amount 2,582 8,771 11,353
Construction in progress 0 756 756
Total 2,582 9,527 12,109
Movements in 2015

Additions 0 1,366 1,366
Depreciation charge 0 -472 -472
Reclassification 0 -13 -13
Total 0 881 881
At 31 December 2015

Cost 2,582 15,155 17,737
Accumulated depreciation 0 -4,811 -4.811
Carrying amount 2,582 10,344 12,926
Construction in progress 0 64 64
Total 2,582 10,408 12,990
Movements in 2016

Additions 0 3,111 3,111
Depreciation charge 0 -509 -509
Reclassification 0 -2,319 -2,319
Total 0 283 283
At 31 December 2016

Cost 2,582 10,967 13,549
Accumulated depreciation 0 -3,331 -3,331
Carrying amount 2,582 7,636 10,218
Construction in progress 0 3,055 3,055
Total 2,582 10,691 13,273

The Group's investment properties are of a speeidlinature, comprising production and office
buildings in Estonia: Keila, Saue municipality gddapsalu.

During the reporting period investment propertytthaas formerly leased to PKC Eesti AS, was
reclassified because the Group started to useuitdirgs in its production.

The fair value of investment property calculatedttom basis of cost method remains, according to the
estimations of the management, between 16.5-18llméuros. An independent external expert was
involved in the evaluation. The estimation of thanagement is based on the discounted cash flow
method that takes into account the valid leaseeageats, the growth rate established by them, the
average vacancy rate in the market and the esthwdtange in the consumer price index. Future cash
flows were discounted by 11%. As to investment progpthe state of the real estate that is subgeat t
commercial lease, the duration of contracts angtbspect of renting it out were evaluated. Sulject
the method of fair value evaluation the investnproperty and its fair value has been classifiel el

3 (Note 5.6).

In 2016 investment property direct maintenance rapair costs were 217 (2015: 199) thousand euros.
The information on income from rent is presenteNate 14.
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As of 31.12.2016 the Group’s contractual obligatidor the acquisition of investment property in
subsequent periods amounted to 3.5 (31.12.201pn0lidon euros.

13 Property, plant and equipment

13.1. Movements in property, plant and equipment

Plant and Other

EUR’000 Note Land Buildings equipment items Total
At 31 December 2014

Cost 208 8,257 7,071 964 16,500
Accumulated depreciation 0 -2,510 -5,298 -783 -8,591
Carrying amount 208 5,747 1,773 181 7,909
Construction in progress 0 23 36 0 59
Total 208 5,770 1,809 181 7,968
Movements in 2015

Additions 69 46 647 198 960
Disposals 0 0 -3 -2 -5
Depreciation charge for the year 0 -318 -493 -115  -926
Reclassification 0 37 0 -24 13
Total 69 -235 151 57 42
At 31 December 2015

Cost 277 8,336 7,439 1,058 17,110
Accumulated depreciation 0 -2,828 -5,483 -820 -9,131
Carrying amount 277 5,508 1,956 238 7,979
Construction in progress 0 26 5 0 31
Total 277 5,534 1,961 238 8,010
Movements in 2016

Additions 181 182 187 125 675
Additions through acquisition of subsidiaries30 183 668 0 0 851
Disposals 0 0 -3 0 -3
Depreciation charge for the year 0 -323 -446 -111  -880
Reclassification 0 2,319 0 0 2,319
Total 364 2,846 -262 14 2,962
At 31 December 2016

Cost 641 11,337 7,317 1,118 20,413
Accumulated depreciation 0 -3,124 -5,621 -866 -9,611
Carrying amount 641 8,213 1,696 252 10,802
Construction in progress 0 167 3 0 170
Total 641 8,380 1,699 252 10,972

As at 31 December 2016 the Group had no contraohi@ations related to the acquisition of property
plant and equipment in subsequent periods.

At 31 December 2016, the total cost of the Grodply depreciated items of property, plant and
equipment that were still in use was 3,380 (31 Ddamy 2015: 3,808) thousand euros.

During the reporting period, the total cost of Beoup’s property, plant and equipment that were
written off and sold was 356,000 euros, includeghpland equipment were 291,000 euros and other
items 65,000 euros. The written off items of proygulant and equipment were fully depreciated.
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13.2. Property, plant and equipment acquired with ihance lease

Plant and

EUR’000 Buildings equipment Total
At 31 December 2015

Cost 1,905 562 2,467
Carrying amount 1,541 499 2,040
At 31 December 2016

Cost 1,905 468 2,373
Carrying amount 1,481 402 1,883

Information on finance lease liabilities and letegens is disclosed in note 16.

13.3. Property, plant and equipment leased out undeperating leases

At 31 December

EUR'000 2016 2015
Plant and equipment

Cost of items leased out 17 17
Accumulated depreciation -14 -12
Carrying amount at end of period 3 5

The Group has leased out production plant and eggnpunder operating leases.

14 Operating leases

For the year ended 31 December EUR’000 Note 2016 2015
Lease income
- on investment property 2,214 2,071
- on plant and equipment 2 2
Total 24 2,216 2,073
Lease expense
Land 35 35
Office, commercial and production premises 95 83
Vehicles 154 150
Other 9 14
Total 293 282

In the statement of profit or loss, lease incomeegnised in revenue; the expenses and depogciati
related to assets that have been leased out agnised in the cost of sales.

Lease agreements have been concluded for the terinto 9 years. Changes in lease term and
conditions are renegotiated before the end oféhed term, otherwise the lease agreements wilheéxte
automatically by one year. Lease agreements aeltable with a 1-12 month advance notice.
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Future lease payments under non-cancellable operatj leases

As at 31 December EUR’000 2016 2015
Lease income
<1 year 1,539 2,203
1-5 years 4,706 4,802
> 5 years 3,648 4,746
Total lease income 9,893 11,751
Lease expenses
<1 year 106 116
1-5 years 210 133
Total lease expenses 316 249

15 Intangible assets

Development
EUR’000 Note Goodwill expenditure Licenses TOTAL
At 31 December 2014
Cost 4,860 170 1,224 6,254
Accumulated amortisation 0 -158 -667 -825
Carrying amount 4,860 12 557 5,429
Movements in 2015
Additions 0 107 100 207
Amortisation charge for the year 0 -13 -132 -145
Total 0 94 -32 62
At 31 December 2015
Cost 4,860 277 1,324 6,461
Accumulated amortisation 0 -171 -799 -970
Carrying amount 4,860 106 525 5,491
Movements in 2016
Additions 0 28 119 147
Amortisation charge for the year 0 -27 -180 -207
Total 0 1 -61 -60
At 31 December 2016
Cost 4,860 305 1,443 6,608
Accumulated amortisation 0 -198 -979 -1,177
Carrying amount 4,860 107 464 5,431

Development expenditure comprises direct costseethm the production and testing of products. Othe
intangible assets include mainly product manufémgulicences and software.

The Group has no intangible assets with an indefuseful life other than goodwill.
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Impairment testing for cash-generating unit containng goodwill

The Group has acquired goodwill to the amount 86@,000 euros by the acquisition of 100% holding
in subsidiary Finnkumu Oy in 2014. Goodwill is teld to the cash-generating capabilities of the
subsidiary. Therefore, for the purpose of impairtrtesting, goodwill is allocated to subsidiary whic
represents the lowest level within the Group atclwrgoodwill is monitored for internal management
purposes (cash-generating units). The value in afs¢he subsidiary was determined using the
discounted cash flow method and it was comparel thié carrying amount of the investment including
goodwill.

General assumptions for determining value in use

The following are management’'s key assumptions estiimates on the basis of which the cash-
generating unit (CGU) including goodwill were taster impairment. Management’'s estimates were
based on historical experience but also took irdocoant the market situation and other relevant
information at the date the impairment test wasopered:

e The forecast period was 2017-2020 plus the ternyeai.

e Discounted cash flows were determined on the lodiglse discount rate of 14.7%.
e The year growth rate of 1% was used in the impaitrtest.

Potential impact of changes in estimates

The value in use of a cash-generating unit is coetpto the carrying amount of the investment made
plus the carrying amount of the goodwill allocatedit. Value in use is an estimate. Therefore, any
changes in selected inputs may increase or redheceaiue obtained. The management of the Group
carried out a sensitivity analysis of all essentiguts and estimates used. They did not find apyts

or estimates whose alteration in reasonable limitsld lead to the need to write down the valuehef t
Group.

16 Interest-bearing loans and borrowings

16.1. Interest-bearing loans and borrowings at 31 &ember

EUR’000 Note 2016 2015
Current interest-bearing loans and borrowings
Short-term bank loans 642 0
Current portion of long-term bank loans 54 0
Current portion of lease liabilities 108 296
Total current interest-bearing loans and borrowings 804 296
Non-current portion of long-term bank loans 363 0
Non-current portion of lease liabilities 804 912
Total non-current interest-bearing loans and borrowngs 1,167 912
Total interest-bearing loans and borrowings 1,971 1,208
Interest-bearing loans and borrowings at beginningf the year 1,208 1,096
Changes during the year
Increase (+)/decrease (-) in short-term loans 642 0
Received long-term loans 129 0
Received long-term loans through acquisitiosudfsidiaries 30 300 0
Repayment of borrowings -12 0
Acquisition of new finance lease liabilities 0 459
Settlement of non-current finance lease ligbsit -296 -347
Interest-bearing loans and borrowings at end of thgrear 1971 1,208
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16.2. Details of short-term bank loans
At 31 December (EUR’000)

Base currency Balance Loaritlim Interest rate
2016 2015 2016 2015 2016
EUR 452 - 1,100 1,100 1month euribor+0.4%
EUR - - 600 600 1month euribor+1.0%
EUR - - 33 33 Nordea base rate +1.75%
EUR - - 250 500 6 month euribor+2.5%
EUR 190 - 2,000 - 3 month euribor+1.3%

Information on assets pledged as loan collateqaldsented in note 17.

16.3. Details of long-term bank loans
At 31 december (EUR’000)

Base currency Balance Loan limit Interest rate Repayment

2016 2015 2016 2015 2016 period
EUR 288 - 0 - 2.0% 30.09.2022
EUR 129 - 3,150 - 3 month euribor+0.95%  24.10.2021
EUR 0 - 1,750 - 3 month euribor+1.1%  24.10.2021

Information on assets pledged as loan collatefgalasented in note 17.

16.4. Finance lease liabilities

Present value of lease payments

EUR’000 Present value
At 31 December 2014 1,096
Finance lease payments made -347
New lease liabilities 459
At 31 December 2015 1,208
Finance lease payments made -296
At 31 December 2016 912

In most lease contracts the base currency is tlee Au31 December 2016, the interest rates ofnitea
lease contracts were in the range of 1.5% to 1.8%0ecember 2015: 0.5% to 1.6%). In 2016, the
weighted average effective interest rate of findeese liabilities was 1.5 % (2015: 1.4 %).
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16.5. Finance lease liabilities by maturities

EUR’000 <1 year 1-5years Total
At 31 December 2015
Minimum amount of lease payments 341 982 1,323
Future finance charges -45 -70 -115
Present value of lease payments 296 912 1,208
At 31 December 2016
Minimum amount of lease payments 310 625 935
Future finance charges -12 -11 -23
Present value of lease payments 298 614 912

Lease payments are made monthly.

17 Loan collateral and pledged assets

As at December 31

Pledged assets 2016 2015
Shares in PKC Group Oyj  Number of shares 693,638 693,638
Carrying amount of shares EUR’000 10,966 11,258

The shares are pledged to the bank until all otitiga to the bank have been fully settled. Accaydm

the pledge agreement, the Group has the obligatiommediately pledge additional shares, if the
market value of the pledged shares decreases asdndd exceed the outstanding loan principal by at
least 50%. The Group is able to use a short-teem tf 1.1 million euros as collateral pledged asset
As at the reporting date the Group did not usestnayt-term bank loans.

At 31 December

Pledged assets in residual value 2016 2015
*Commercial pledge set to movable property 500 -
*Investment properties 3040 -
**Land and buildings 370 -

*The Group has concluded a short-term and long-fes@stment loan agreements with Swedbank AS.
The Parent company’s movable property has beemsened with commercial pledge for the benefit
of Swedbank AS and investment property has encurdbeith morgages. The value of mortgages are
set to 7.3 million euros. Thanks to the propersiesured by pledges and mortgages the Group has the
opportunity to use a short-term loan of up to 2ibion euros and long-term loan of up to 4.9 miflio
euros. As of the reporting date 0.64 million eunbshort-term loan and 0.1 million of long-term hsa
secured by commercial pledge and mortgages hadtaken into use (note 16).

**The Group has encumbered some land and a buildittya mortgage for the benefit of Osuuspankki

in order to cover an investment loan. Secured byptedged property the Group took a long-term loan
of 300,000 euros. As of the reporting date the eimg loan was 288,000 euros (note 16).
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18 Trade and other payables

As at 31 December EUR’000 Note 2016 2015
Trade payables 6,153 3,410
Other short-term liabilities

Miscellaneous payables 5 4
Payable for subsidiary’s shares 30 0 713
Payables to employees 1,935 1,361
Other accrued expenses 190 166
Total 2,130 2,244
Total trade and other payables 8,283 5,654
Trade payables

As at 31 December EUR’000 2016 2015
Trade payables

Payable for goods and services 5,558 3,405
Payable for property, plant and equipment 13 0
Payable for investment property 577 5
Payable for intangible assets 5 0
Total 6,153 3,410
19 Taxes

As at 31 December EUR’000 Note 2016 2015

Prepaid taxes

Value added tax 346 107

Prepaid income tax 24 28

Social security tax 3 4

Total 9 373 139

Tax liabilities

Value added tax 477 488

Income tax liability 133 146

Personal income tax 236 194

Social security tax 345 242

Other taxes 17 20

Total 1,208 1,090
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20 Provisions

Warranties Other
(EUR '000) provision provisions TOTAL
At 1 January 30 4 34
Provisions made during the year 66 0 66
Provisions used during the year -81 -4 -85
At 31 December 15 0 15

Warranties provisions are recognised to cover drpewarranty expenses. Under the sales agreements,
the Group grants products sold a one-year warmuntiyng which it has to repair or replace substathdar

and defective products free of charge.

21 Contingent liabilities

21.1. Corporate income tax

As at 31 December (EUR’000) 2016 2015
Consolidated retained earnings 29,113 26,817
Maximum possible dividend 25,422 23,339
Income tax payable on the maximum possible dividend 3,691 3,478

The maximum possible income tax liability has beafculated under the assumption that the net
dividend and the related income tax liability cahexceed retained earnings as at 31 December 2016.

The contingent income tax liability was calculatad the basis of the tax rate of 20/80, valid sifhce
January 2015. The income tax, accounted outsi@stwiia, has been taken into account.

22 Capital and reserves

22.1. Share capital and share premium

As at 31 December Unit 2016 2015
Share capital EUR’000 11,176 12,418
Par value of a share EUR - 0.70
Number of shares issued (fully paid) Pc’000 17,740 17,740
Share premium EUR’000 804 804

The general meeting of shareholders of AS HarjktEtedecided on 28 April to pay out 0.07 cents per
share to shareholders, reducing the share capifel dHarju Elekter by 1,242 thousand euros to 16,17
thousand euros. The entry on the reduction of sbapetal has made on 18 October 2016 in the
Commercial Register. The payments to shareholder® wnade on 20 January 2017, therefore the
amount 1,242 thousand euros is recorded as PayabBsareholders as at 31 December 2016 in the
statement of financial position. According to ARiIc359 (1) of the Commercial Code, a petition for
entry of the reduction of share capital in the caroial register will not be submitted earlier tharee
months after publication of the reduction of shaapital notice.

As at 31.12.2016 the number of ordinary sharesh@wit par value) of AS Harju Elekter amounted to
17,739,880.

77



AS HARJU ELEKTER ANNUAL REPOR26

According to the articles of association, the maximauthorised share capital amounted to 14.0 millio
euros and minimum to 3.5 million euros.

22.2. Dividend per share

Based on the profit allocation proposal, in 2016 @ompany paid for 2015 a dividend of 0.05 eurags pe
share, i.e. 887,000 euros in aggregate. The did&glerere paid out on 17 May 2016. In the previous
year, in 2015 the Company paid for 2014 a divideh@®.15 euros per share, i.e. 2,610,000 euros in
aggregate.

22.3. Shareholders holding over 5% of the votes d&imined by shares

As at 31 December 2016 2015
AS Harju KEK 31.39% 31.39%
ING Luxembourg S.A 10.71% 10.71%
Endel Palla 6.56% 6.39%
Shareholders holding under 5% 51.34% 51.51%

22.4. Interests of members of the management andmervisory boards of AS Harju Elekter

Number of Direct Indirect
shares ownership ownership

Palla, Endel Chairman of the supervisory board 4,0@0 6.56% 0.36%
Kirsme, Aare Member of the supervisory board 228,25 1.29% 0.38%
Kabal, Ain Member of the supervisory board 6,749 0.04% 0.00%
Toome, Andres Member of the supervisory board 3,00 0.17% 0.34%
Tombak, Triinu Member of the supervisory board 0,0 0.08% 0.00%
Allikméae, Andres  Chairman of the managing board 225,000 1.27% 0.00%
Kuhi-Thalfeldt, AronMember of the managing board 11,000 0.06% 0.00%
Total 1,679,999 9.47% 1.08%

The number of shares held by shareholders and @venership interests were determined on 31
December 2016 at 11:59 p.m. In accordance witlruhess of the Nasdaq Tallinn Stock Exchange, an
issuer has to disclose in the annual report thebenrof the issuer’s shares that are held by mendfers
its management and supervisory boards (directdsteand people connected to them (indirect interes
as at the end of the financial year. Voting powaphbging to a company controlled by a member of the
management or supervisory board is also treatedda®ct interest. People connected to shareholders
include their spouses, minor children and peopéeisp the household with them.

22.5. Reserves

As at 31 December (EUR ‘000) 2016 2015
Capital reserve 1,242 1,218
Fair value resen 17,96¢ 16827
Translation eserve 3 2
Total 19,214 18,047
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Capital reserve

The Estonian Commercial Code requires companieseate a capital reserve. Each year at least one
twentieth of profit for the year has to be transddrto the capital reserve until the reserve anstot
one tenth of share capital. The capital reserve beyised for covering losses and increasing share
capital but not for making distributions to shargleos. According to profit allocation decision the
capital reserve was increased by 24,000 euro2#2 100 euros.

Fair value reserve

The fair value reserve compromises gain or lossfeo change in fair value of available-for-sale
financial assets. 2016 the fair value reserve asad by 1,142,000 (2015: 1,357,000) euros. Increase
involved a decrease of 460,000 euros in revaluatfd®KC Group Oyj shares and increase of 1,602,000
euros in revaluation of holding in Skeleton Teclogas Group OU.

Translation reserve

The translation reserve comprises foreign exchatifferences from the translation of the financial
statements of foreign subsidiaries whose functioouarency differs from the Group’s presentation
currency

23 Segment reporting

The management board of the Group’s Parent compe®iyarju Elekter, reviews the Group’s internal
reports to assess the Group’s performance and ke mhacisions about allocation of resources. The
management board has determined the Group’s apgsggments on the basis of these reports.

Three segments — manufacturing, real estate ared athivities— are distinguished in the consolidate
financial statements.

Manufacturing -The segment is involved in the manufacture and agb@wer distribution and control
equipment and systems as well as associated sgivitThe entities of this segment are AS Harju
Elekter Elektrotehnika, AS Harju Elekter TeletelmikSatmatic Oy, Finnkumu Oy, Harju Elekter
Kiinteistét Oy, Rifas UAB and Automatikos Iranga BA

Real estate- The segment is involved in real estate developmmaintenance and rental, services
related to managing real estate and productionotizgzand intermediation of services. Real edtase
been identified as a reportable segment becausathe of its assets exceeds the aggregate valie of
assets of all Group by 10%.

Other activities— The segment is involved in selling productshef Group and companies related to the
Group as well as other goods necessary for elatinstallation works mainly to retail customersian
small- and medium-sized electrical installation pamies and in providing management services. Other
activities are less significant for the Group aond& of them constitutes a separate reporting segmen

The Group assesses the performance of its opersgigigents on the basis of revenue and operating
profit. Based on the assessment of the Parent quy/igpaanagement board, inter-segment transactions
are carried out on ordinary market terms that db differ substantially from the terms agreed in
transactions conducted with third parties.

Unallocated assets comprise the Parent compangls, agher receivables, prepayments and other
financial investments.

Unallocated liabilities consist of the Parent compsa (Estonia) interest-bearing loans and borrowjng
tax liabilities and accrued expenses.
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Manu- Real Other Elimi- Consoli-
2016 EUR’000 Note facturing  estate activities nations dated
Revenue from external customers 24 55,791 2,480 2,896 0 61,167
Inter-segment revenue 144 978 402 -1,524 0
Total revenue 55,935 3,458 3,298 -1,524 61,167
Operating profit 2,502 1,112 -241 -192 3,181
Finance income 775
Finance costs -24
Profit before tax 3,932
Income tax expense -708
Profit for the year 3,224
Segment assets 39,599 13,725 3,869 -7,270 49,923
Unallocated assets 24,045
Total assets 73,968
Segment liabilities 17,525 665 399 -7,270 11,319
Unallocated liabilities 2,257
Total liabilities 13,576
Capital expenditure 11,12,13,15 509, 3,113 822 0 5,444
Depreciation charge for the year 12,13,15 862 509 238 -13 1,596
2015
Revenue from external customers 24 55,5552,353 2,748 0 60,656
Inter-segment revenue 252 961 345 -1,558 0
Total revenue 55,807 3,314 3,093 -1,558 60,656
Operating profit 2,651 954 -297 -32 3,276
Finance income/-costs 806
Finance costs -36
Net-income from subsidiary 30 16
Profit before tax 4,062
Income tax expense -876
Profit for the year 3,186
Segment assets 33,440 13,304 4,678 -7,432 43,990
Unallocated assets 22,589
Total assets 66,579
Segment liabilities 15,022 0 426 -7,432 8,016
Unallocated liabilities 359
Total liabilities 8,375
Capital expenditure 11,12,13,15 850 1,391 2,692 0 4,933
Depreciation charge for the year 12,13,15 875 471 200 -3 1,543

Capital expenditure comprises acquisitions of faiahinvestments (note 11), investment properties
(note 12), property, plant and equipment (noteal®) intangible assets (note 15).
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Revenues by geographic (location of customers) regi

For the year ended 31 December EUR’000 Note 2016 2015
Estonia 13,371 14,198
Finland 41,004 38,875
Sweden 2,104 1,428
Norway 2,863 3,873
Lithuania 592 610
Other 1,233 1,672
Total 24 61,167 60,656

Location of the Group’s long-term non-financial asets

For the year ended 31 December EUR *000 2016 2015
Estonia 20,424 17,912
Finland 7,754 6,952
Lithuania 1,498 1,627
Total assets 29,676 26,491

24 Further information on statement of profit or loss line items

For the year ended 31 December EUR’000 Note 2016 2015
REVENUE BY BUSINESS ACTIVITY

Electrical equipment 52,476 52,135
Sheet metal products and services 986 843
Telecom products and services 1,236 1,108
Intermediary sale of electrical products and congmis 3,416 3,686
Commerce and mediation of services 440 242
Rental income 14 %621 2,073
Other services 397 569
Total 23 61,167 60,656
COST OF SALES

Goods and materials -40,451 -38,658
Services -1,202 -1,522
Personnel expenses (see below) -8,660 -8,046
Depreciation and amortisation -1,225 -1,181
Other costs -802 -771
Change in work in progress and finished goods itoréas 1,534 -179
Total -50,806 -50,357
DISTRIBUTION COSTS

Services purchased -453 -464
Personnel expenses (see below) -2,072 -1,753
Depreciation and amortisation -22 -13
Other -487 -427
Total -3,034 -2,657
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For the year ended 31 December EUR’000 Note 2016 2015
ADMINISTRATIVE EXPENSES
Services purchased -552 -578
Personnel expenses (see below) -2,732 -2,756
Depreciation and amortisation -349 -349
Other -505 -654
Total -4,138 -4,337
- Of which development costs -626 -497
Personnel expenses allocated to cost of salesildisbn costs and administrative expenses:
Salaries and other remuneration -10,597 -9,695
Social security and other taxes on salaries aner omuneration -2,990 -2,872
Share-based payments 0 -36
Other provisions 123 48
Total -13,464 -12,555
OTHER INCOME
Gains on sale of property, plant and equipment 31 25
Interest on arrears and penalty payments received 4 0
Other 41 45
Total 76 70
OTHER EXPENSES
Interest on arrears, penalty payments and sinméars paid -8 -8
Net loss from foreign exchange differences -19 -7
Gifts and donations made -32 -29
Other -25 -55
Total -84 -99
FINANCE INCOME
Interest income 9 39
Income from sale of financial assets 11 0 1
Dividend income 11 766 766
Change in fair value of the conditional acquisitawst of subsidiary 30 0 16
Total 775 822
FINANCE COSTS
Interest expense -24 -33
Net loss from foreign exchange differences 0 -3
Total -24 -36

25 Income tax and deferred tax

Income tax expense

EUR’000 2016 2015
Income tax expense 688 933
Deferred income tax expense/income 20 -57
Income tax expense in the statement of profit or ks 708 876

Income tax expense calculated on the Group’s pdifiers from actual income tax expense for the
reasons explained in the following table.
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Income tax by regions for the year ended at 31 Deadber 2016

EUR ‘000 Estonia  Finland Lithuania Total
Profit before income tax 100 4,135 -303 3,932
Income tax rate 0% 20% 15%
Tax calculated at the tax rate 0 827 0 827
Income tax expense on dividends 115 0 0 115
Utilisation of tax losses carried forward 0 0 20 20
Effect of tax exempt income 0 -280 0 -280
Effect of non-deductible expenses 0 23 3 26

Income tax expense 115 570 23 708

Income tax by regions for the year ended at 31 Deader 2015

EUR ‘000 Estonia  Finland Lithuania Total
Profit (loss) before income tax 351 3,007 704 4,062
Tax calculated at the tax rate 0% 20% 15%

Theoretical income tax expense 0 601 106 707
Income tax expense on dividends 242 0 0 242
Withholding income tax expense on dividends 145 0 0 145
Effect of tax exempt income 0 -200 -21 -221
Effect of non-deductible expenses 0 19 41 60
Deffered income tax on tax loss 0 0 -57 -57
Income tax expense 387 420 69 876

Deferred income tax assets at 31 December

EUR ‘000 2016 2015
Non-current portion of deferred tax assets 37 57
Of which on tax loss carry-forwards 37 57

The recovery of the deferred income tax assetsngrisom tax loss carry-forwards depends on the
subsidiaries’ future taxable profits which at tleparting date exceed the existing losses to beedarr
forward. An analysis of the subsidiaries’ expectatiire profits was carried out on preparing the
financial statements. Generation of profit assumainment of each subsidiary’s strategic targets.
Deferred tax assets were recognised to the exbautitt is probable that they can be utilised in the
future.

26 Basic and diluted earnings per share

Basic earnings per share calculated by dividing the net profit for theay by the weighted average
number of shares outstanding during the period.

Diluted earnings per sharare calculated by considering the effects of dlitiie potential shares. At
31 December 2016, the Group did not have any patesitares. Therefore, diluted earnings per share
are equal to basic earnings per share.
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Unit 2016 2015
Profit attributable to owners of the Parent EUROO0O 3,219 3,190
Average number of shares during the period Pc’000 17,740 17,551
Basic earnings per share for owners of the Parent URE 0.18 0.18
Adjusted number of shares during the period Pc’000 17,740 17,551
Diluted earnings per share EUR 0.18 0.18
27 Government grants
EUR’'000 2016 2015
Government grants related to income 0 17
Of which for covering administrative costs 0 17
Government grants related to assets 0 22
Of which for acquisition of software 0 22
Total 0 39

Assets acquired with a grant are recognised atlesstthe amount of the government grant received i
support of their acquisition. Grants related tcome are recognised as a reduction of the costsatteey
intended to compensate (note 3.20).

28 Further information on line items in the statemat of cash flows

For the year ended 31 December (EUR’000) Note 2016 2015
Corporate income tax paid

Income tax expense in the statement of profit sg lo 25 -708 -876
Decrease (+)/increase (-) in prepayment and deziedmcrease

(+) in liability 19 -9 185
Income tax liability arising on the acquisitionasubsidiary 30 -19 0
Income tax expense on dividends 115 387
Deferred income tax expense/income 25 20 -57
Corporate income tax paid -601 -361
Paid for investment property

Additions of investment property 12 -3,111 -1,366
Liability decrease (-)/ increase (+) incurred byghase 18 572 -209
Acquisition of investment property -2,539 -1,575
Paid for property, plant and equipment

Additions of property, plant and equipment 13 -675 -960
Acquired with finance lease 13 0 459
Liability decrease (-)/ increase (+) incurred byghase 18 13 -12
Acquisition of property, plant and equipment -662 -513
Paid for intangible assets

Additions of intangible assets 15 -147 -207
Liability decrease (-)/ increase (+) incurred byghase 18 5 0
Acquisition of intangible assets -142 -207
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For the year ended 31 December (EUR’000) Note 2016 2015
Proceeds from sale oproperty, plant and equipment

Book value of disposed property, plant and equigmen 13 3 5
Profit on disposal of property, plant and equipment 24 31 25
Proceeds from sale oproperty, plant and equipment 34 30
Interest received

Interest income 24 9 39
Receivable increase (-) 3 3
Interest received 12 42

29 Related parties

The related parties of AS Harju Elekter are membétbe Group’s management and their close family
members, and AS Harju KEK which owns 31.4% of thares in AS Harju Elekter. The Group’s
management comprises members of the Parent congpangervisory and management boards. The
management board has three members and the sapetvismrd has five members.

Transactions with related parties

For the year ended 31 December EUR’000) 2016 2015
Purchase of goods and services from related parties

- from Harju KEK 105 93
Total 105 93
Of which:

- lease of property plant and equipment 105 80

- purchase of non-current assets 0 13
Sale of goods and services to related parties:

- to Harju KEK 4 5
Total 4 5
Of which:

- other services 4 5
Remuneration of the management and supervisory bods

- salaries, bonuses, additional remuneration 5 23 213

- social security and other taxes on salaries 78 71
Total 313 284
Share-based payments

- to members of the management and superviszagds of

AS Harju Elekter 0 10

Members of the Management Board have no rightseel® pension. The members of the Management
Board receive remuneration in accordance with trgract and are also entitled to receive a severanc
payment: Chairman in the amount of 10 months’ atiteromembers 4 months’ remuneration of a
member of the management board. The Chairman oStipervisory Board is entitled to termination
benefits that may extend to 6 monthly remuneratioa development manager.
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30 Subsidiaries
Subsidiaries with non-controlling interest

At the balance date the Group owned the followingsgdiary with minority interest:

Ownership
As at 31 December Domicile 2016 2015 Area of activity
Automatikos Iranga UAB Lithuania 51% 32% Projecsidaing
Harju Elekter AB Sweden 90% 90% Retail- and whdkesa

The operation of Harju Elekter AB was stopped o#.2014 and, therefore, the assets, liabilities,
income and costs of the company are insignificaudt the financial indicators related to share beyond
the Group’s control are not made public.

The following table contains unconsolidated finah@adicators of subsidiaries with minority intet.es

Automatikos Iranga UAB

Statement of financial position(EUR’000) 201¢ 2015
Current assets 60:< 242
Non-current assets 2¢ 38
Total assets 63 280
Current liabilities 37¢ 42
Total liabilities 37¢ 42
Retained earnings 242 226
Nor-controlling interests 84 117
Statement of profit or loss(EUR’000)

Revenue 460 380
Net profit for the period 16 13
incl. Non-controlling interests 5 6
Statement of cash flows

Cash flows from operating activities 203 78
Cash flows from financing activities 0 -14
Net cash flows 203 64

In October 2016, the subsidiary UAB Rifas acquieedadditional 16% stake in the subsidiary UAB
Automatikos Iranga for 50 thousand euros, increpsis ownership interest to 67%. The carrying
amount of the non-controlling interest was 38 tlamaseuros. The difference between cost and carrying
amount of 12 thousand euros was recognised inye@stan decrease in retained earnings.

Acquisition of subsidiaries

On 17 June 2014, Satmatic Oy (Finland) signed d@racinfor the purchase of all shares in Finnkumu

Oy, Finland’s largest pre-fabricated substationdpoer. Finnkumu Oy was purchased in order to

acquire the Finnish market share of substationd, thair customer base, as well as to increase the
synergy between the manufacturing companies oGtoep.

The acquisition cost of the shares worked out t8,860,000 euros, of which 6,716,000 euros was paid
in 2014. Under the contract, the rest of the amdawk to be paid in two instalments: in 2015, 50% of
the company’s 2014 operating profit and in 20168448 the company’s 2015 operating profit.
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In 2015, Satmatic Oy paid the first instalment 886, euros and in 2016 the second instalment 713,000
euros.

On 14 October 2016, AS Harju Elekter acquired #ad estate company Kiinteistd Oy Uutvallinkulma.
Following the transaction, the acquired company tndde under the name Harju Elekter Kiinteistét Oy
This activity is consistent with the policy of tl&oup, whereby any production premises used by
companies in the Group are owned by the Group.té&std Oy Uutvallinkulma leased production
premises to Finnkumu Oy and continues the actafityr the transaction.

The contract price worked out to be 518 thousandseurhe acquisition of the company has been
recorded as the acquisition of fixed assets und& 16 and not as a business combination to be
recorded under IFRS 3, as the acquired companyndidnclude a separately identifiable business
activity.

Influence of purchase to the Group’s assets, lialiles and cash flow

Recognised value on

Assets and liabilities(EUR’000) acquisition
Cash and cash equivalents 17
Property, plant and equipment 851
Income tax liabilities -19
Other payables -21
Interest-bearing loans and borrowings -300
Net assets 528
Cash flow

Money paid (-) -528
Balance of sums of purchase(+) 17
Net cash flow -511

In April 2015 AS Harju Elekter bought a holding 87% in their Lithuanian subsidiary Rifas UAB,
becoming the sole owner of the company. The diffeeebetween the carrying value of the non-
controlling holding and the amount paid for it exaunted for in the equity capital.

2015
Carrying amount of non-controlling interest acqdire 1,188
Consideration paid for non-controlling interest -1,651
Total recognised in equity -463

31 Events after the reporting date

Following the reporting date, Motherson Sumi Systdrmited and the management board of PKC
Group Oyj signed a merger agreement on 19 Januaty,2according to which the wrapping band
operations of Motherson Sumi Systems Limited andCRBroup Oyj will be merged. The merger is
being carried out by MSSL Estonia WH OU, subsidiafyMotherson Sumi Systems Limited, which
has submitted a takeover bid to the shareholdePiKaf Group Oyj at the price of EUR 23.55 per share.
AS Harju Elekter owns 1,094,641 shares of PKC Groyp The period of the takeover bid is from 6
February 2017 to 21 March 2017. The Supervisory@oathe Group has agreed to accept the terms of

takeover bid. On 22 March 2017 PKC Group Oyj hasoanced that the takeover bid has ended
successfully.

In February 2017, AS Harju Elekter acquired the aimimg 10% of shares in Harju Elekter AB,
obtaining a 100% ownership after the transaction.
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32 Primary financial statements of the Parent

In accordance with the Estonian Accounting Act, rtbies to the consolidated financial statementg hav
to include the Parent company’'s separate primamgnitial statements (i.e. statement of financial
position, statement of comprehensive income, setérof cash flows and statement of changes in
equity) (note 2).

PARENT COMPANY’S STATEMENT OF FINANCIAL POSITION

As at 31 December (EUR’000) 2016 2015
Cash and cash equivalents 71 1,371
Trade receivables 937 705
Receivables from related parties 1,830 1,752
Other receivables and prepayments 288 64
Inventories 534 445
Total current assets 3,660 4,337
Investments in subsidiaries 5,291 4,762
Long-term receivables from related parties 5,436 5,682
Other long-term financial investments 21,990 20,188
Investment property 18,119 15,474
Property, plant and equipment 659 544
Intangible assets 256 279
Total non-current assets 51,751 46,929
TOTAL ASSETS 55,411 51,266
Liabilities

Interest-bearing loans and borrowings 646 0
Trade payables 1,052 419
Payables to shareholders 1,242 0
Tax liabilities 80 147
Other payables and advances received 174 214
Total current liabilities 3,194 780
Interest-bearing loans and borrowings 125 0
Total non-current liabilities 125 0
Total liabilities 3,319 780
Equity

Share capital 11,176 12,418
Share premium 804 804
Reserves 19,212 18,046
Retained earnings 20,900 19,218
Total equity 52,092 50,486
TOTAL LIABILITIES AND EQUITY 55,411 51,266
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PARENT COMPANY’'S STATEMENT OF COMPREHENSIVE INCOME

For the year ended 31 December (EUR’000) 2016 2015
Revenue 6,717 6,401
Cost of sales -4,018 -3,916
Gross profit 2,699 2,485
Other income 25 15
Distribution costs -457 -383
Administrative expenses -1,366 -1,385
Other expenses -42 -73
Operating profit 859 659
Income from subsidiaries 950 1,063
Dividend income from available-for-sale financiakats 766 766
Interest income 134 170
Interest expense -1 -5
Profit before tax 2,708 2,653
Income tax expense -115 -387
Profit for the year 2,593 2,266
Other comprehensive income

Net change in fair value of available-for-sale fioil 1,142 1,357
assets

Total other comprehensive income for the period 142 -1,357
Total comprehensive income for the year 3,735 909
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PARENT COMPANY’'S STATEMENT OF CASH FLOWS

For the year ended 31 Decem(EUR’000) 2016 2015
Cash flows from operating activities
Profit for the period 2,593 2,266
Adjustments for:
Depreciation, amortisation and impairmentésss 882 821
Gain on sale of property, plant and equipment 0 -3
Finance income -1,850 -1,999
Finance costs 1 5
Income tax expense 115 387
Changes in:
Growth/decrease in receivables related to dipgractivity -542 -30
Growth/decrease in inventories -89 -62
Growth/decrease in payables related to opeyaiitivity -61 131
Interest paid -1 -5
Net cash from operating activities 1,048 1,511
Cash flows from investing activities
Acquisition of investment property -2,705 -1,601
Acquisition of property, plant and equipment -254 -252
Acquisition of intangible assets -74 -52
Acquisition of subsidiaries -528 0
Acquisition ofother financial investments -660 -2,400
Proceeds from sale of property, plant and equipment 1 5
Repayment of loans provided 2,311 1,822
Loans provided -2,033 -1,800
Interest received 109 182
Dividends received 1,601 1,714
Net cash from/used in investing activities -2,232 -2,382
Cash flows from financing activities
Growth/decreases in short-term loans 642 0
Proceeds from borrowings 129 0
Acquisition of non-controlling interests 0 -1,650
Dividends paid -887 -2,610
Dividends income tax paid 0 -272
Receipts from contribution into share capital 0 766
Net cash used in financing activities -116 -3,766
Net cash flows -1,300 -4,637
Cash and cash equivalents at beginning of year 187 6,008
Increase/decrease in cash and cash equivalents 00-1,3 -4,637
Cash and cash equivalents at end of year 71 1,371
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PARENT COMPANY’'S STATEMENT OF CHANGES IN EQUITY

Share Share Capital Fair value Retained

EURO000 capital premium reserve reserve earnings TOTAL
At 31 December 2014 12,180 240 1,218 18,185 19,562 51,385
Profit for the year 2015 0 0 0 0 2,266 2,266
Other comprehensive income 0 0 -1,357 0 -1,357
Total comprehensive income ( 0 0 -1,357 2,266 909
Transaction with the owners of
the Company, recognised
directly in equity
Increase of share capital 238 564 0 0 0 802
Dividends 0 0 0 0 -2,610 -2,610
Total transaction with the
owners of the Company 238 564 0 0 -2,610 -1,808
At 31 December 2015 12,418 804 1,218 16,828 19,218 50,486
Profit for the year 2016 0 0 0 0 2,593 2,593
Other comprehensive income ,0 0 1,142 0 1,142
Total comprehensive income ( 0 0 1,142 2593 3,735
Transaction with the owners of
the Company, recognised
directly in equity
Increase of capital reserve 0 0 24 0 -24 0
Reduction of share capital -1,2 0 0 0 0 -1,242
Dividends 0 0 0 0 -887 -887
Total transaction with the
owners of the Company 0 0 24 0 911  -2,129
At 31 December 2016 11,176 804 1,242 17,970 20,900 52,092
EUR’000 2016 2015
Adjusted unconsolidated equity at 31 December 52,09 50,486
Interests under control and significant influence:

- Carrying amount -5,291  -4,762

- Carrying amount under the equity method 13,504.2,362
Adjusted unconsolidated equity at 31 December 60,30 58,086

According to the Estonian Accounting Act, the amowhich can be distributed to the shareholders is
calculated as follows: adjusted unconsolidatedtgdess share capital, share premium and reserves.

According to the Commercial Code, a Parent underggkvho prepares the annual report of the
consolidation group shall approve the profit dizition resolution based on the consolidated repirts
the consolidation group. Profit as apparent from ¢bnsolidated reports shall not be distributeddn
far as this would decrease the net assets of ttenfpandertaking to a level below the total of ghar
capital and reserves which pursuant to law or theeles of association shall not be paid out to
shareholders.
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MANAGEMENT BOARD’S CONFIRMATION OF THE CONSOLIDATED  ANNUAL
REPORT

The Management Board confirms that managementtrega@et out on pages 5-39 gives a true and fair
view of the key events occurred in the reportingqeeand their impact on the financial statements
contains a description of key risks and uncertainéind provides an overview of important transastio
with the related parties.

The Management Board confirms the correctness ampleteness of AS Harju Elekter consolidated
financial statements for the year 2016 as set oyages 40-91 and that:

e the accounting policies used in preparing the fuglnstatements are in compliance with
International Financial Reporting Standard as astbpt the European Union;

¢ the financial statements give a true and fair vigwhe financial position, the results of the
operations and the cash flows of the Parent anGthap;

e Harju Elekter AS and its subsidiaries are goingceons.

Andres Allikméae Chairman of the Management Boarsignature/ P3March 2017

SIGNATURES TO THE ANNUAL REPORT

The management board has prepared the activitytrapd the annual financial statements of AS Harju
Elekter and the Group for 2016.

Andres Allikmae Chairman of the Management Boardignature/ ®dMarch 2017
The supervisory board has reviewed the annual repepared by the management board (pp. 5-92)

including an activity report and annual financitdtements and has approved its presentation to the
general meeting of the shareholders.

Endel Palla Chairman of the Supervisory /digredt 28th March 2017
Ain Kabal Member of the Supervisory Board [sigme/ 28th March 2017
Aare Kirsme Member of the Supervisory Board  sigriature/ 28th March 2017
Triinu Tombak Member of the Supervisory Board /sighature/ 28th March 2017
Andres Toome Member of the Supervisory Board signature/ 28th March 2017
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ndependent AUCItors Repor

(Translation of the Estonian original)

To the Shareholders of Harju Elekter AS

In our opinion, the accompanying consolidated financial statements present fairly, in all material respects,
the consolidated financial position of Harju Elekter AS (Group) as at 31 December 2016, and of its

consolidated financial performance and its consolidated cash flows for the year then ended in accordance
with International Financial Reporting Standards as adopted by the European Union.

What we have audited

We have audited the consolidated financial statements of Harju Elekter AS, as set out on pages 40 to 91.
The consolidated financial statements comprise:

= the consolidated statement of financial position as at 31 December 2016,

= the consolidated statements of profit or loss and other comprehensive income for the year then
ended,

= the consolidated cash flows for the year then ended,

= the consolidated changes in equity for the year then ended, and

= the notes, comprising significant accounting policies and other explanatory information.

Bass for Opinion

We conducted our audit in accordance with International Standards on Auditing (Estonia). Our
responsibilities under those standards are further described in the Auditors’ Responsibilities for the Audit
of the consolidated Financial Statements section of our report. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our opinion.

Indgpendence

We are independent of the Group in accordance with the ethical requirements of the Auditor’s Activities
Act of the Republic of Estonia and with the ethical requirements of the ethics standards for professional
accountants as set in the same act, and we have fulfilled our other ethical responsibilities in accordance
with these requirements.

Audit scape

Because we are solely responsible for our audit opinion, we are also responsible for the direction,
supervision and performance of the group audit. In this respect, we have determined the type of work to
be performed for Group entities based on the size and/or the risk characteristics of the Group entities.
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Of the Group’'s 9 components, we determined 6 components to be significant group entities and we
subjected those components to a full scope audit. These components include Harju Elekter AS, Harju
Elekter Elektrotehnika AS, Harju Elekter Teletehnika AS, Satmatic Oy, Finnkumu Oy and Rifas UAB.

We have conducted an audit of one or more account balances or disclosures in the financial information of
Automatikos Iranga UAB located in Lithuania and conducted a review of financial information for the
remaining account balances and disclosures. We have used the results of statutory audits of financial
statements of Harju Elekter Kiinteistot Oy to provide audit evidence for the Group audit. For Harju Elekter
AB, we performed analytical procedures at Group level to re-examine our assessment that there were no
significant risks of material misstatement within it.

We also performed procedures over the consolidation process at Group level.

Coverage of procedures performed over consolidated revenue and total consolidated assets:

Consolidated revenue Consolidated assets

1% 1%

m Full scope audit m Full scope audit

®m Audit of account

® Analytical balance
grocedluresl at m Statutory audit
roup leve

The work on Harju Elekter AS, Harju Elekter Elektrotehnika AS and Harju Elekter Teletehnika AS was
performed by the Group audit team in Estonia. The work over remaining components was performed by
component auditors in Finland and Lithuania. The Group audit team instructed component auditors as to
the areas to be covered and determined the information required to be reported to the Group audit team.
We have had regular communications with component auditors and executed audit file reviews, as
necessary.

By performing the procedures mentioned above over the Group entities, together with additional
procedures at the Group level, we have been able to obtain sufficient and appropriate audit evidence to
form an opinion on the consolidated financial statements as a whole.

KBy Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance in our
audit of the consolidated financial statements of the current period. These matters were addressed in the
context of our audit of the consolidated financial statements as a whole, and in forming our opinion thereon,
and we do not provide a separate opinion on these matters.
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MeasLring the fair value of the investment in Skeleton Technologies Group OU

Refer to Note 11 to the consolidated financial statements for further information.

TheKey audt matter

How the matter was acdressed in our audit

The Group’s financial assets include an investment
in Skeleton Technologies Group OU (hereafter
Skeleton) which are measured at fair value.

In the absence of an active market, measuring the
fair value of an investment is a complex process
which  requires making assumptions and
judgements, which have a significant impact on
value. Skeleton is a company in the process of
starting up its production operations and its future
cash flows are hard to forecast. Therefore, the
Group’'s management estimated the fair value of
the investment by reference to the issue price of
new shares in Skeleton’s latest funding round.

Due to the above circumstances, we considered
measuring the fair value of the investment in
Skeleton to be a key audit matter.

We conducted in this area, among others, the
following audit procedures:

We involved our own valuation specialists, who
assisted us at considering the appropriateness of
the fair value measurement model and also at
challenging the key assumptions made by
management. We compared key assumptions
used in the valuation of the investment to actual
transaction data related to the most recent funding
round that took place in August 2016. In doing so:

e we analysed whether the most recent funding
round provides reliable information for
valuation purposes,

e we identified the parties who participated in
the most recent funding round, in particular,
whether these parties were related parties;

e we considered the the size of unrelated
parties’ involvement in the most recent
funding round,

e we compared external data about the relevant
industry available at the date of the most
recent funding round to data available at the

year-end.
We evaluated the appropriateness of the
disclosures made in the financial statements,

including the disclosures of the key assumptions
and judgements, as well as their compliance with
the disclosure requirements.

Other Information

Management is responsible for the other information. The other information comprises the Management
report, but does not include the consolidated financial statements and our auditors’ report thereon.

Our opinion on the consolidated financial statements does not cover the other information and we do not
express any form of assurance conclusion thereon.

In connection with our audit of the consolidated financial statements, our responsibility is to read the other
information and, in doing so, consider whether the other information is materially inconsistent with the
consolidated financial statements or our knowledge obtained in the audit, or otherwise appears to be
materially misstated. If, based on the work we have performed, we conclude that there is a material
misstatement of this other information, we are required to report that fact. WWe have nothing to report in
this regard.
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Responsipiities of Management and Those Charged With Governance for the
consolidated Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated financial
statements in accordance with International Financial Reporting Standards as adopted by the European
Union, and for such internal control as management determines is necessary to enable the preparation of
consolidated financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the Group's
ability to continue as a going concern, disclosing, as applicable, matters related to going concern and using
the going concern basis of accounting unless management either intends to liquidate the Group or to cease
operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Group's financial reporting process.

Auditors Respansidilties for the Audit of the consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as
a whole are free from material misstatement, whether due to fraud or error, and to issue an auditors’ report
that includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an
audit conducted in accordance with International Standards on Auditing (Estonia) will always detect a
material misstatement when it exists. Misstatements can arise from fraud or error and are considered
material if, individually or in the aggregate, they could reasonably be expected to influence the economic
decisions of users taken on the basis of these consolidated financial statements.

As part of an audit in accordance with International Standards on Auditing (Estonia), we exercise
professional judgment and maintain professional skepticism throughout the audit. We also:

. Identify and assess the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion. The risk of
not detecting a material misstatement resulting from fraud is higher than for one resulting from
error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the
override of internal control.

. Obtain an understanding of internal control relevant to the audit 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 Group’s internal control.

. Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.
° Conclude on the appropriateness of management’s use of the going concern basis of accounting

and, based on the audit evidence obtained, whether a material uncertainty exists related to events
or conditions that may cast significant doubt on the Group's ability to continue as a going concern.
If we conclude that a material uncertainty exists, we are required to draw attention in our auditors'
report to the related disclosures in the consolidated financial statements or, if such disclosures are
inadequate, to modify our opinion. Our conclusions are based on the audit evidence obtained up to
the date of our auditors’ report. However, future events or conditions may cause the Group to cease
to continue as a going concern.
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. Evaluate the overall presentation, structure and content of the consolidated financial statements,
including the disclosures, and whether the consolidated financial statements represent the
underlying transactions and events in a manner that achieves fair presentation.

. Obtain sufficient appropriate audit evidence regarding the financial information of the entities or
business activities within the Group to express an opinion on the consolidated financial statements.
We are responsible for the direction, supervision and performance of the group audit. We remain
solely responsible for our audit opinion.

We communicate with those charged with governance regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies in internal control
that we identify during our audit.

We also provide those charged with governance with a statement that we have complied with relevant
ethical requirements regarding independence, and communicate with them all relationships and other
matters that may reasonably be thought to bear on our independence, and where applicable, related
safeguards.

From the matters communicated with those charged with governance, we determine those matters that
were of most significance in the audit of the consolidated financial statements of the current period and
are therefore the key audit matters. We describe these matters in our auditors” report unless law or
regulation precludes public disclosure about the matter or when, in extremely rare circumstances, we
determine that matter should not be communicated in our report because the adverse consequences of
doing so would reasonably be expected to outweigh the public interest benefits of such communication.

Tallinn, 23 March 2017

Indrek Alliksaar
Certified Public Accountant, Licence No 446

KPMG Baltics OU
Licence No 17

KPMG Baltics OU

Narva mnt 5
Tallinn 10117
Estonia

Tel +372 626 8700
Fax 372 626 8777
www.kpmg.ee

KPMG Baltics OU, an Estonian limited liability Group and a member firm of the KPMG network of independent member firms
affiliated with KPMG International Cooperative ("KPMG International”), a Swiss entity. Reg no 10096082.
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PROFIT ALLOCATION PROPOSAL

Profits attributable to equity holders of AS HaElekter.

EUR

Retained earnings of prior periods 25,894,937

Profit for 2016 3,218,644

Total distributable profits at 31 December 2016 29,113,581

The management board proposes that profits beaddld@s follows:

Dividend distribution (EUR 0.18 per share) 3,193,178

Retained earnings after allocations 25,920,403

Andres Allikméae Chairman of the Management Boarsignature/ 28March 2017
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