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Currency

Title 2017 Il quarter and 6 months consolidated interim report (unaudited)

Thi s announcenent includes Nordecon AS s consolidated financial statenents for
the second quarter and six nonths of 2017 (unaudited), overview of the key
events influencing the period’ s financial result, outlook for the market and
description of the main risks.

Interimreport is attached to the announcenent and is al so published on NASDAQ
Talli nn and Nordecon’ s web page
(http://ww. nordecon. conifor-investor/financial-reports/interimreports).

Period s investor presentation are attached to the announcenent and are al so

publ i shed on Nordecon’s web page
(http://ww. nordecon. conifor-investor/investor-presentations).

Condensed consolidated interimstatenent of financial position

EUR ‘ 000 30 June 2017 31 Decenber 2016
ASSETS

Current assets

Cash and cash equival ents 8,101 9, 786
Trade and ot her receivables 37, 946 21, 055
Prepaynent s 1, 837 1, 644
I nventories 29, 300 22,992
Total current assets 77,184 55, 477

Non-current assets
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I nvestments in equity-accounted investees 1, 686 1, 640

O her investnents 26 26
Trade and ot her receivables 11, 041 10, 816
I nvest ment property 4,929 4,929
Property plant and equi pnent 12,221 11, 111
I ntangi bl e assets 14, 644 14, 623
Total non-current assets 44,547 43, 145
TOTAL ASSETS 121,731 98, 622
LI ABI LI TI ES
Current liabilities
Bor r owi ngs 19, 329 6, 297
Trade payabl es 43, 151 29, 811
O her payabl es 5,838 5, 389
Def erred i nconme 6, 767 4,128
Provi si ons 589 753
Total current liabilities 75,674 46, 378
Non-current liabilities
Bor r owi ngs 9, 626 13, 102
Trade payabl es 96 98
O her payabl es 119 117
Provi si ons 948 881
Total non-current liabilities 10, 789 14,198
TOTAL LI ABILITIES 86, 463 60, 576
EQUI TY
Share capital 19, 720 19, 720
Own (treasury) shares -1, 550 -1,550
Share preni um 564 564
Statutory capital reserve 2,554 2,554
Transl ation reserve 1, 675 1, 549
Ret ai ned ear ni ngs 10, 817 13, 091
Total equity attributable to owners of the 33, 780 35, 928
par ent
Non-controlling interests 1, 488 2,118
TOTAL EQUI TY 35, 268 38, 046
TOTAL LI ABILITIES AND EQUI TY 121,731 98, 622

Condensed consolidated interim statenent of conprehensive incone

EUR ‘ 000 HL 2017 @ 2017 H1 2016 @ 2016 2016
Revenue 103,501 61,897 73,829 46,098 183, 329
Cost of sales -100,362 -59,382 -69,676 -43,098 -172,350
G oss profit 3,139 2,515 4,153 3,000 10, 979
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Mar keting and distribution -334 -221 -218 -115 -413

expenses
Adm ni strative expenses -3,078 -1,621 -2,782 -1, 490 -6, 106
O her operating income 54 12 97 56 362
O her operating expenses -107 -19 - 460 - 448 -614
Qperating | oss/profit - 326 666 790 1, 003 4,208
Fi nance i ncone 204 101 235 111 463
Fi nance costs -428 - 259 - 466 -27 -1, 088
Net finance costs/income -224 -158 -231 84 -625
Share of profit of 193 146 484 365 609
equi ty-accounted investees
Loss/profit before incone tax - 357 654 1, 043 1,452 4,192
I ncone tax expense - 540 - 465 - 245 - 245 - 259
Loss/profit for the period - 897 189 798 1, 207 3,933

O her conprehensive incone
Itens that may be reclassified
subsequently to profit or |oss

Exchange di fferences on 126 75 112 -176 191
transl ating foreign operations

Total other conprehensive 126 75 112 -176 191
i ncone/ expense

TOTAL COMPREHENSI VE -771 264 910 1,031 4,124

EXPENSE/ | NCOVE

Loss/profit attributable to:

- Omers of the parent - 890 197 426 996 3,044
- Non-controlling interests -7 -8 372 211 889
Loss/profit for the period - 897 189 798 1, 207 3,933

Total conprehensive
expense/incone attributable to:

- Omers of the parent -764 272 538 820 3,235
- Non-controlling interests -7 -8 372 211 889
Total conprehensive -771 264 910 1,031 4,124

expense/incone for the period

Earni ngs per share attributable

to owners of the parent:

Basi ¢ earnings per share (EUR -0.03 0.01 0.01 0. 03 0.10
Di | uted earnings per share (EUR) -0.03 0.01 0.01 0.03 0.10

Condensed consolidated interimstatenent of cash flows
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EUR ‘ 000 H1 2017 H1 2016

Cash flows fromoperating activities

Cash receipts fromcustonersl 111, 059 74,740
Cash paid to suppliers2 -102,900 -66, 264
VAT paid -2,029 -2,480
Cash paid to and for enpl oyees -10, 997 -9,831
I ncone tax paid - 200 -170
Net cash used in operating activities -5, 067 -4, 005
Cash flows frominvesting activities

Paid on acquisition of property, plant and equi pnent - 147 -103
Paid on acquisition of intangible assets -3 -18
Proceeds from sale of property, plant and 0 28
equi prrent

Di sposal of a subsidiary 0 6
Loans provi ded -34 -35
Repaynent of | oans provided 20 31
Di vi dends received 147 153
I nterest received 27 0
Net cash frominvesting activities 10 62

Cash flows fromfinancing activities

Proceeds from | oans received 7,399 5,703
Repaynent of |oans received -496 -470
Fi nance | ease principal paid -1,149 -894
Interest paid - 376 -321
Di vi dends pai d -2,007 -1, 068
Net cash from financing activities 3,371 2,950
Net cash fl ow -1,686 - 993
Cash and cash equival ents at begi nni ng of period 9, 786 6, 332
Ef fect of novenents in foreign exchange rates 1 -3
Decrease in cash and cash equival ents -1, 686 -993
Cash and cash equival ents at end of period 8,101 5,336

1 Line item Cash receipts fromcustoners includes VAT paid by custoners

2 Line item Cash paid to suppliers includes VAT paid.

Fi nanci al review
Fi nanci al performance

Nor decon Group ended the first half of 2017 with a gross profit of 3,139
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t housand euros (HL 2016: 4, 153 thousand euros) and a gross margin of 3% (HL
2016: 5.6% . The gross nmargi n weakened year on year, nostly due to growth in
the input prices for materials and | abour. Qur perfornmance is increasingly

i nfluenced by the insufficient availability of skilled |Iabour and the resulting
shortage of subcontractors in the building construction segnent where activity
(the nunber of buildings under construction) is currently high for the Estonian
mar ket. This all ows subcontractors to raise their prices, which puts pressure
on general contractors’ profit margins. W have drawn attention to the fact
that market changes are undermning profitability since the second half of 2016
al ready. W& earned the period’ s gross profit frombuilding construction even
though the gross margin of our Buil dings segnment dropped to 4.2% (Hl1 2016
9.2% . The segnent’s margin decrease is partly attributable to the Ioss of the
Swedi sh subsidiary, which incurred sone costs in the final stage of its first
bui I di ng construction contract which could not be foreseen on entering the new
mar ket. Al t hough the performance of our Infrastructure segnent inproved, its
gross margin rising from-5.3%for the conparative period to 0.1%for the
reporting period, it cannot be considered satisfactory.

Adm ni strative expenses for the first half of 2017 totalled 3,078 thousand
euros. Conpared with a year earlier, adnministrative expenses grew sonmewhat (HL
2016: 2,782 thousand euros). Despite structural streamining and sustained
investment in foreign markets, which inevitably increase adm nistrative
expenses in the start-up phase, our cost-control measures continued to produce
good results and we were able to keep adm nistrative expenses bel ow the target
ceiling of 4% of revenue. The ratio of adm nistrative expenses to revenue (12
months rolling) was 3.0% (HL 2016: 3.7%.

perating loss for the first half of 2017 anpbunted to 326 thousand euros (H1
2016: operating profit of 790 thousand euros). EBITDA was positive at 664
t housand euros (HL 2016: positive at 1,714 thousand euros).

The Group’s exchange | osses from adverse novenents in the euro/ Ukrainian
hryvni a exchange rate were simlar to a year earlier. In the first half of

2017, the Ukrainian currency weakened agai nst the euro by around 4.6% which
meant that Group entities whose functional currency is the hryvnia had to
restate their euro-denom nated liabilities. Exchange | osses reported in finance
costs totalled 121 thousand euros (HL 2016: 115 thousand euros). The sane
nmovenents in the exchange rate increased the translation reserve in equity by
126 thousand euros (HL 2016: 112 thousand euros) and the net effect of exchange
differences on the Goup’s net assets was a gain of 5 thousand euros (Hl 2016

a loss of 3 thousand euros).

The Goup’s net |oss amobunted to 897 thousand euros (Hl1 2016: a net profit of
798 thousand euros), of which net loss attributable to owners of the parent,

Nor decon AS, was 890 thousand euros (Hl 2016: net profit attributable to owners
of the parent anmpbunted to 462 thousand euros).

Cash fl ows

Finantsinspektsioon
http://iwww.fi.ee

Page 5/20



In the first half of 2017, operating activities produced a net cash outfl ow of
5,067 thousand euros (Hl 2016: a net outflow of 4,005 thousand euros). Although
cash receipts fromcustoners exceeded cash paid to suppliers, operating cash
flow proved negative, nostly due to VAT paid and paynments to and for enpl oyees
Negati ve operating cash flowis typical of the first half-year and stens from
the cyclical nature of the construction business. Operating cash flowis also
strongly affected by the fact that neither public nor private sector custoners
are required to make advance paynents while the G oup has to nake prepaynents
to subcontractors, nmaterials suppliers, etc. In addition, cash inflowis
reduced by retentions which extend from5 to 10% of the contract price and are
rel eased by custoners at the end of the construction period only.

Investing activities produced a net cash inflow of 10 thousand euros (Hl 2016
an inflow of 62 thousand euros). The largest itens were paynents made for
property, plant and equi pnent of 147 thousand euros (HL 2016: 103 thousand
euros) and dividends received of 147 thousand euros (HL 2016: 153 thousand
eur os).

Fi nancing activities generated a net cash inflow of 3,371 thousand euros (HL
2016: an inflow of 2,950 thousand euros). Qur financing cash flowis strongly

i nfluenced by |loan and finance | ease transactions. Proceeds froml oans received
anounted to 7,399 thousand euros, consisting of the use of overdraft facilities
and devel opnent | oans (HlL 2016: 5,703 thousand euros). Loan repaynents totalled
496 thousand euros (Hl 2016: 470 thousand euros) consisting of schedul ed
repaynents of long-terminvestnent and devel opnent | oans.

Conpared with a year earlier, there was slight growmh in finance | ease paynents
which totalled 1,149 thousand euros (Hl 2016: 894 thousand euros). The rise in
finance | ease paynents is attributable to |arge-scale investnents in road
construction equi pnent (including the acquisition of a new asphalt concrete

pl ant) nmade in the second quarter of 2016. Dividends paid anbunted to 2,007

t housand euros (HL 2016: 1,068 thousand euros).

At 30 June 2017, the Goup’s cash and cash equivalents totalled 8,102 thousand
euros (30 June 2016: 5,336 thousand euros). Managenent’s conmentary on
liquidity risks is presented in the chapter Description of the main risks.

Key financial figures and ratios

Figure/ratio for the period H1 2017 H1 2016 H1 2015 2016
Revenue (EUR ‘ 000) 103, 501 73, 829 69, 211 183, 329
Revenue change 40% 7% 3% 26. 0%
Net |oss/profit (EUR ‘000) - 897 798 243 3,933
Net loss/profit attributable to - 890 426 397 3,044
owners of the parent (EUR ‘000)

Wi ght ed average nunber of 30, 756, 728 30, 756, 728 30, 756, 728 30, 756, 728
shar es

Earni ngs per share (EUR) -0.03 0.01 0.01 0.10
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Admini strative expenses to 3. 0% 3.8% 3.2% 3.3%
revenue

Admi ni strative expenses to 3. 0% 3. 7% 3.3% 3.3%
revenue (rolling)
EBI TDA ( EUR ‘ 000) 664 1,714 1,732 6, 017
EBI TDA margin 0. 6% 2.3% 2.5% 3. 3%
Gross margin 3.0% 5.6% 4. 4% 6. 0%
Qperating margin -0.3% 1.1% 1. 2% 2.3%
Qperating margin excluding gain -0.3% 1. 0% 0.8% 2. 2%
on asset sales
Net nmargin -0.9% 1.1% 0.4% 2. 1%
Return on invested capital -0.1% 2. 3% 1.3% 8. 5%
Return on equity -2.4% 2.2% 0.7% 10. 6%
Equity ratio 29. 0% 34. 5% 33. 8% 38. 6%
Return on assets -0.8% 0. 8% 0.2% 4. 2%
Gearing 32.5% 33. 2% 39. 6% 16. 7%
Current ratio 1.02 1.05 1.03 1.20
As at 30 June 30 June 30 June 31 Dec
2017 2016 2015 2015
Order book (EUR ‘ 000) 130, 601 131, 363 70, 837 131, 335
Revenue change = (revenue for the Operating margin excluding gain on asset
reporting period / revenue for the sales = ((operating profit or loss — gain
previous period) — 1 * 100 on sales of non-current assets — gain on
Ear ni ngs per share (EPS) = net sal es of real estate) / revenue) * 100
profit or loss attributable to Net margin = (net profit or loss for the
owners of the parent / weighted period / revenue) * 100
aver age nunber of shares Return on invested capital = ((profit or
out st andi ng | oss before tax + interest expense) / the
Adni ni strative expenses to revenue period’s average (interest-bearing
= (adm nistrative expenses / liabilities + equity)) * 100
revenue) * 100 Return on equity = (net profit or loss for
Adm ni strative expenses to revenue the period / the period s average tota
(rolling) = (past four quarters’ equity) * 100
adm ni strative expenses / past Equity ratio = (total equity / tota
four quarters’ revenue) * 100 liabilities and equity) * 100
EBI TDA = operating profit or loss + Return on assets = (net profit or loss for
depreciation and anortisation + the period / the period s average tota
i mpai rment | osses on goodwi | | assets) * 100
EBI TDA margin = (EBITDA / revenue) Gearing = ((interest-bearing liabilities —
* 100 cash and cash equivalents) /
Gross margin = (gross profit or (interest-bearing liabilities + equity)) *
|l oss / revenue) * 100 100
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Qperating margin = (operating Current ratio = total current assets /
profit or loss / revenue) * 100 total current liabilities

Per f ormance by geographi cal market

In the first half of 2017, Nordecon earned around 7% of its revenue outside
Estonia, the figure renaining stable conpared with the sane period | ast year

In terns of foreign markets, the strongest revenue contributor was Sweden where
we conpleted two apartnent buil dings and continued the design and construction
of a third, an 8-floor apartment building in Stockholm The share of our
Ukrai ni an revenues decreased year on year because our business volunmes in the
Ukr ai ni an mar ket decreased sonewhat: in the first half-year we worked mainly on
one large building construction project. Qur Finnish revenues resulted from
concrete works in the building construction segnent.

H1 2017 H1 2016 H1 2015 2016

Estoni a 93% 93% 96% 93%
Sweden 4% 4% 0% 4%
Fi nl and 2% 1% 1% 1%
UKkr ai ne 1% 2% 3% 4%

Geogr aphi cal diversification of the revenue base is a consciously depl oyed
strategy by which we mitigate the risks resulting fromexcessive reliance on
one nmarket. However, conditions in some of our selected foreign markets are
al so volatile and have a strong inpact on our current results. Increasing the
contribution of foreign markets is one of Nordecon's strategic targets. Qur
vision of the Goup’s foreign operations is described in the chapter Qutl ooks
of the Goup’s geographi cal markets

Per f ormance by business |ine
Segnent revenues

We strive to maintain the revenues of our operating segnents (Buildings and
Infrastructure) in balance as this hel ps disperse risks and provides better
opportunities for continuing construction operations in nore chall enging

ci rcumst ances when the operating volumes of a sub-segment fall sharply.

Nor decon’s revenue for the first half of 2017 anpbunted to 103, 501 thousand
euros, a roughly 40% i ncrease on the 73,829 thousand euros generated in the
first half of 2016. Although revenue increased in both the Buildings and the
Infrastructure segnment, the main growth driver was the Buil di ngs segnment where
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growt h was underpinned by a rise in contracts secured fromthe private sector
The downturn in infrastructure construction, which is affecting the whole

Est oni an construction nmarket (and the Group’s chosen strategy) has also left
its mark on our revenue structure. In the first half of 2017, our Buil dings
segnment and Infrastructure segnent generated revenue of 84,582 thousand euros
and 17,860 t housand euros respectively. The corresponding figures for the first
hal f of 2016 were 58,317 thousand euros and 14, 269 thousand euros (see note 8).
Qur order book has a similar structure: at the end of the first half-year 72%
of contracts secured but not yet perforned was attributable to the Buil dings
segrment (HL 2016: 719%.

Operating segnents* HL 2017 H1 2016 H1 2015 2016

Bui | di ngs 81% 79% 68% 73%
Infrastructure 19% 21% 32% 27%

* In the Directors’ report, projects have been allocated to operating segnents
based on their nature (i.e., building or infrastructure construction). In the
segrment reporting presented in the financial statenments, allocation is based on
the subsidiaries’ main field of activity (as required by |FRS 8 Qperating
Segnments). In the financial statenents, the results of a subsidiary that is
primarily engaged in infrastructure construction are presented in the
Infrastructure segment. In the Directors’ report, the revenues of such a
subsidiary are presented based on their nature. The differences between the two
reports are not significant because in general Goup entities specialise in
specific areas except for the subsidiary Nordecon Betoon QU that is involved in
both building and infrastructure construction. The figures for the parent
conpany are allocated in both parts of the interimreport based on the nature
of the work.

Sub- segnent revenues

In the Buildings segnent, the strongest revenue contributors were the apartnent
bui |l di ngs and the public buildings sub-segnments where the Group earned nobst of
its revenue as a general contractor. In Estonia, a substantial share of our
apartnent building projects is located in Tallinn. In the first half-year, the
| argest projects included the Meerhof 2.0 apartnent building conplex at Pirita
tee 20a and apartment buildings at Kopli 4a, Kopli 6 and Virbi 10. The
contribution of foreign markets al so sustained growth. In Ukraine, we continued
to build a residential quarter in the city of Brovary in the Kiev region. In
Sweden, we conpleted two apartnent buil dings and continued the design and
construction of a third, an 8-fl oor apartnment building in Stockhol m

We continue to build our own housi ng devel opnent projects (reported in the
apartment buil di ngs sub-segnent) in Tartu and Tallinn. In the Tamrel i nn project
in Tartu, we conpl eted phase 5, which consists of a four-floor building with 24
apartnments, and continued work on phase 6 (ww.tanmmrelinn.ee). W al so conpleted
the fifth and | ast terraced house in our Magasini 29 devel opnent project in
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Tallinn (ww. magasini.ee). In the Hane street project in Tallinn, we continued
the construction of two apartnent buildings with a total of 30 apartnents and
the prelimnary sale of the apartnents. The period’ s revenue from devel opnent
operations anounted to 1,102 thousand euros (Hl 2016: 1,882 thousand euros). In
view of the projects’ conpletion schedule we expect a rise in devel opnent
revenue in the second hal f-year, although this renmains dependent on the overal
mar ket situation. In carrying out our devel opnent activities, we nonitor
closely potential risks in the housing devel opnent narket which stemfromrapid
growth in the supply of new housing as well as growth in input prices.

The key factor which has influenced the results of the public buildings
sub-segnment is growmh in the state’'s investnent in national defence. During the
peri od, we conpleted and delivered to the custonmers the Lintsi warehouse

compl ex, a depot at the Tapa military base, and Ugala Theatre in Viljandi. W
continued the construction of infrastructure for arnoured vehicles, a canteen
and a barracks at the Tapa mlitary base.

The revenues of the commrercial buildings sub-segnent grew considerably conpared
with the first half of 2016. W conpleted the renovation of the machinery hal

of the historical Luther furniture factory into a nodern office building and
continued to build the office and conmercial conplex Viinsi Aritare and an
office building at Lddtsa 12 in Ueniste City. Based on our order book, we
expect the commercial buildings sub-segnent to post year-on-year revenue
growt h.

The revenues of the industrial and warehouse facilities sub-segnent decreased
year on year. The period's largest projects were the construction of Harnet's
production and warehouse facilities at Kuma, near Tallinn, a co-generation
pl ant at Kehra, and the Metsa Wod plywod factory in Parnu, and the
reconstruction of phase 3 (fourth floor) of the pig fattening unit of Rakvere
Farmi d AS ( EKSEKO) .

Revenue breakdown in the Buildings segnent HL 2017 Hl1 2016 H1l 2015 2016

Apartnment buil di ngs 31% 31% 18% 34%
Publ i ¢ buil di ngs 26% 35% 13% 30%
Conmer ci al bui | di ngs 25% 15% 59% 16%
I ndustrial and warehouse facilities 18% 19% 10% 20%

For a long time, the main revenue source in the Infrastructure segnment has been
road construction and in the first half of 2017 its revenue contribution grew
even further. W expect road construction to remain the nost inportant
sub-segnent in the Infrastructure segnent also in 2017. In contrast to two
previ ous years, when nost of the sub-segnent’s revenues resulted fromsnall or
medi um si zed reconstruction or rehabilitation projects, this year we have three
| arge contracts: the construction of a 2+1 road (a road with passing | anes) on
t he Aasmie- Kohatu section of the Tallinn-Parnu-Ikla road which was secured at
the end of 2016, the reconstruction of the Haabersti intersection in Tallinn
and the construction of a 2+1 road on the Val maot sa—Kérevere section of the
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Tal | i nn—Tar t u=V8r u—Luhanmaa road which were secured in 2017. W continued to
render road mai ntenance services in Jarva and Hiiu counties and the Keila and
Kose mai ntenance areas in Harju county. A substantial share of the period's
revenues also resulted fromforest road i nprovenment services provided to the
State Forest Managenent Centre.

The contracts secured by the environmental engineering and ot her engineering
(utility network construction) sub-segnents are snmall and growh of the
sub-segnents’ revenues is unlikely. At the date of release of this report,
there is no sign of any major hydraulic engineering projects to be announced
and demand for other conplex engineering work also tends to be irregular.

Revenue breakdown in the Infrastructure segnent Hl 2017 Hl1 2016 H1l 2015 2016

Road construction and mnai nt enance 84% 82% 82% 86%
O her engi neering 12% 14% 10% 9%
Envi ronment al engi neering 4% 4% 7% 5%
Speci al i st engi neering (including hydraulic 0% 0% 1% 0%

engi neering)

Order book

At 30 June 2017, the G oup’s order book (backlog of contracts signed but not
yet perfornmed) stood at 130,601 thousand euros, roughly at the sane level as a
year ago. In the second quarter, we secured new contracts of 50,010 thousand
eur os.

As at 30 June 2017 30 June 2016 30 June 2015 31 Dec 2016

O der book (EUR ‘' 000) 130, 601 131, 363 70, 837 131, 335

At the reporting date, contracts secured by the Buil dings segnent and the
Infrastructure segnent accounted for 72% and 28% of the G oup’ s order book
respectively, the proportions renaining stable conpared with a year earlier (30
June 2016: 71% and 29% respecti vel y).

Conpared with the first half of 2016, the order book of the Buildings segnent
has grown by around 2% The order books of the conmercial buildings and the

i ndustrial and warehouse facilities sub-segnments have increased substantially,
the first one primarily through contracts for the construction of nulti-storey
car parks at Sepise 8 and Ld6tsa 11 in Ueniste Gty in Tallinn and the Martens
house in Péarnu, and the design and construction of a 14-fl oor comrercial and
residential building at Mustamée tee 3 in the WHo quarter in Tallinn. In the
first quarter of 2017, we secured a contract for building a plywod factory for
Met s& Wbod in Parnu, which increased the order book of the industrial and

war ehouse facilities sub-segnment. Orders placed by the agricultural sector have
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increased as well. The order books of the public buildings and the apartnent
bui | di ngs sub-segnents have decreased but the order book of the apartnent
bui | di ngs sub-segnent is still the second-largest after that of the commercia
bui | di ngs sub-segnent. The order book of the apartnent buil dings sub-segnent is
i nfluenced by large contracts secured in 2016, including those for the
construction of the Meerhof 2.0 apartment building conplex at Pirita tee 20a,
and apartnent buildings at Virbi 10 and Sdjakooli 12 in Tallinn, and five
apartnment buildings in the city of Brovary in the Kiev region in Ukraine. At
the begi nning of 2017, we also secured a contract for building an eight-floor
apartnment building (Vasby Terrass) in Sweden. The largest contracts in the
order book of the public buildings sub-segnment are those for the construction
of infrastructure for arnmoured vehicles, a canteen and a barracks for the Tapa
mlitary base.

Conpared with a year ago, the order book of the Infrastructure segnent has
decreased by around 6% 83% of the segnent’s order book is made up of work
awarded to the road construction and mai nt enance sub-segnent whose order book
has al so decreased slightly conpared with a year earlier. The largest projects
in the road construction order book are the contracts signed in 2017 for the
reconstruction of the Haabersti intersection in Tallinn and the construction of
a 2+1 road (a road with passing | anes) on the Val naot sa—Karevere section of the
Tal | i nn—Tart u-V6r u—Luharmaa road. W continue to provi de road naintenance
services in four road mai ntenance areas: Keila, Jarva, Hiiu, and Kose. The
order book of the environnental engineering sub-segnent has been suppl enent ed
with a contract for the construction of a water treatnent plant in Kiev,

Ukrai ne. According to our projections, in 2017 the vol une of public investnent
will not increase substantially conpared with 2016. Neverthel ess, based on the
order book as at the reporting date as well as the contracts signed after the
reporting period we hope that in 2017 revenue generated by the Infrastructure
segment will grow slightly conpared to 2016 (for further information, see the
Busi ness risks section of the chapter Description of the main risks).

Based on the size of the Goup’s order book and known devel opnents in our

sel ected narkets, we forecast year-on-year revenue growh for 2017. In an
environnent of exceptionally stiff conpetition, we try to avoid taking
unjustified risks whose realisation in the contract performance phase woul d
have an adverse inpact on the Goup’s results. Despite this, where suitable
opportunities arise, we strive to conbat nmarket-triggered nargin conpression
with certain portfolio growh. Qur preferred policy is to keep fixed costs
under control and nonitor closely narket devel opments.

Bet ween the reporting date (30 June 2017) and the date of release of this

report, Goup compani es have secured additional construction contracts in the
regi on of 31,466 thousand euros.

Peopl e
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Enpl oyees and personnel expenses

In the first half of 2017, the G oup (the parent and the subsidiaries)

enpl oyed, on average, 737 people including 423 engi neers and technica
personnel (ETP). The nunber of enpl oyees, particularly the ETP staff, has

i ncreased year on year by around 10%in connection with growth in the Goup’'s
busi ness operati ons.

Aver age nunber of the Group’s enployees (at the parent and the subsidiaries)

H1 2017 H1 2016 H1 2015 2016

ETP 423 365 351 381
Wor ker s 314 305 342 303
Total average 737 670 693 684

Qur personnel expenses for the first half of 2017 including all taxes totalled
9, 945 thousand euros (HL 2016: 9,631 thousand euros), a roughly 3% ncrease
year on year. The growth in personnel expenses is nainly attributable to a

| ar ger headcount.

The service fees of the nmenbers of the council of Nordecon AS for the first
hal f of 2017 amobunted to 73 thousand euros and associ ated social security
charges totalled 24 thousand euros (HL 2016: 69 thousand euros and 23 thousand
euros respectively).

The service fees of the menbers of the board of Nordecon AS anpunted to 199
t housand euros and associ ated social security charges totalled 66 thousand
euros (H1 2016: 178 thousand euros and 59 thousand euros respectively).

Labour productivity and | abour cost efficiency

W neasure the efficiency of our operating activities using the follow ng
productivity and efficiency indicators, which are based on the nunber of
enpl oyees and personnel expenses incurred:

H1 2017 H1 2016 H1l 2015 2016

Nom nal | abour productivity (rolling), (EUR 296. 5 222.9 225.8 268.0
* 000)
Change agai nst the conparative period 33. 0% -1. 3% 0. 7% 27%
Nom nal | abour cost efficiency (rolling), 10.2 7.8 8.4 9.0
(EUR)
Change agai nst the conparative period 30. 3% -6.8% 5.8% 12.8%
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Nomi nal | abour productivity (rolling) = (past four quarters’ revenue) / (past
four quarters’ average number of enpl oyees)

Nomi nal | abour cost efficiency (rolling) = (past four quarters’ revenue) / (past
four quarters’ personnel expenses)

The Group’s noninal |abour productivity and | abour cost efficiency increased
year on year, nmainly through revenue growth (see the section Enpl oyees and
personnel expenses).

Description of the main risks
Busi ness ri sks

The main factors which affect the G oup’s business volunes and profit margins
are conpetition in the construction market and changes in the demand for
construction services.

Conpetition continues to be stiff in all segnents of the construction narket
and in 2017 public investnent is not expected to grow substantially conpared
with 2016. Thus, builders’ bid prices are under strong conpetitive pressure in
a situation where the prices of construction inputs have been trendi ng upwards
noderately but consistently for several quarters. Bidders include not only

wel | - known general contractors but also former subcontractors. This is mainly
attributable to the state and | ocal governnents’ policy to keep the
qualification requirenments of public procurenment tenders | ow, which sonetines
results in the sacrifice of quality to the | owest possible price. W

acknow edge the risks inherent in the performance of contracts signed in an
environnment of stiff conpetition and rising input prices. Securing a |ong-term
construction contract at an unreasonably low price in a situation where input
prices cannot be |l owered noticeably and conpetition is tough is risky because
negative devel opnments in the econonmy may quickly render the contract onerous.
In setting our prices in such an environnent, we focus on ensuring a reasonable
bal ance of contract performance risks and tight cost control

Demand for construction services continues to be strongly influenced by the

vol ume of public investnment, which in turn depends on the co-financing received
fromthe EU structural funds. Total support allocated to Estonia during the
current EU budget period (2014-2020) anounts to 5.9 billion euros. Although the
anount exceeds the figure for the previous financial franmework, the anounts
earmarked for construction work are substantially smaller. Projects supported
by the EU began to have sonme inpact on the construction sector in the second
hal f of 2016 and in the next periods the process is expected to accel erate.

In the light of the above factors, we see sone opportunities for achieving
year - on-year business growh in 2017: business growh in Estonia is supported
by positive devel opnents in our selected foreign markets. CQur action plan
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foresees flexible resource allocation ained at finding nore profitable
contracts and performng themeffectively. According to its busi ness nodel,

Nor decon operates in all segnents of the construction market. Therefore, we are
sonewhat better positioned than conpanies that operate in one narrow (and in
the current market situation particularly sonme infrastructure) segnent.

Qur business is also influenced by seasonal changes in weather conditions,
whi ch have the strongest inpact on infrastructure construction where a |ot of
work is done outdoors (road and port construction, earthwork, etc.). To

di sperse the risk, we secure road naintenance contracts that generate
year-round business. Qur strategy is to counteract the seasonality of
infrastructure operations with building construction that is |ess exposed to
seasonal fluctuations. Qur long-termgoal is to be flexible and keep our two
operating segnments in relative balance (see al so the chapter Performance by
busi ness line). Wiere possible, our entities inplenent different technica
solutions that allow working efficiently also in changeabl e conditions.

Operational risks

To manage their daily construction risks, G oup conpani es purchase contractors
all risks insurance. Depending on the nature of the project and the requests of
the custoner, both general frame agreenents and special, project-specific

i nsurance contracts are used. In addition, as a rule, subcontractors are
required to secure performance of their obligations with a bank guarantee
provided to a Group conpany or the Group retains part of the anpbunt due unti
the contract has been conpleted. To remedy construction deficiencies which may
be detected during the warranty period, G oup conpanies create warranty

provi sions based on their historical experience. At 30 June 2017, the Goup’s
warranty provisions (including current and non-current ones) totalled 1,051

t housand euros (30 June 2016: 1,122 thousand euros).

In addition to managing the risks directly related to construction operations,
in recent years we have al so sought to mtigate the risks inherent in

prelimnary activities. In particular, we have focused on the bidding process,
i.e., conpliance with the procurenent terns and conditions, and budgeting. The
errors made in the planning stage are usually irreversible and, in a situation
where the price is contractually fixed, may result in a direct financial |oss.

Fi nanci al risks
Credit risk

During the period, we recognised credit |osses of 30 thousand euros. In the
conparative period, credit |osses totalled 424 thousand euros conpri sing

i mpai rment | osses on trade receivables of 15 thousand euros and i npairnent

| osses on other receivables of 409 thousand euros. The overall credit risk
exposure of receivables is | ow because the sol vency of prospective custoners is
eval uated, the share of public sector custoners is |arge, and custoners

settl enment behaviour is consistently nonitored. The main indicator of the

Finantsinspektsioon
http://iwww.fi.ee

Page 15/20



realisation of credit risk is settlenent default that exceeds 180 days al ong
with no activity on the part of the debtor that would confirmthe intent to
settle.

Liquidity risk

The Group renmi ns exposed to higher than usual liquidity risk. At the reporting
date, the Group’s current assets exceeded its current liabilities 1.02-fold (30
June 2016: 1.05-fold). The key factor which influences the current ratio is the
classification of the Goup’s loans to its Ukrainian associ ates as non-current
assets and the banks’ general policy not to refinance interest-bearing
liabilities (particularly overdrafts) for a period exceeding twelve nonths.

Because the political and economic situation in Ukraine is still conplicated,
we believe that the Group’s Ukrainian investnment properties cannot be realised
in the short term Accordingly, as at the reporting date the Group’s loans to
its Ukrainian associates of 8,795 thousand euros are classified as non-current
assets.

For better cash flow nanagenment, we use overdraft facilities and factoring by
whi ch we counter the m smatch between the settlenent terns agreed with
custoners and subcontractors. Under |IFRS EU, borrow ngs have to be classified
into current and non-current based on contract terns in force at the reporting
date. At 30 June 2017, the G oup’s short-term borrowings totalled 19, 329

t housand. Based on our prior experience with banks, out of the above anopunt
contracts of 18,603 thousand euros will be extended when their maturity dates
arrive.

At the reporting date, the Goup’s cash and cash equivalents totalled 8,101
t housand euros (30 June 2016: 5, 336 thousand euros).

Interest rate risk

Qur interest-bearing liabilities to banks have both fixed and floating interest
rates. Finance lease liabilities have mainly floating interest rates. The base
rate for nost floating-rate contracts is EURIBOR During the period,

i nterest-bearing borrowi ngs grew by 3,157 thousand euros year on year. Loan and
factoring liabilities increased whereas finance |lease liabilities decreased
slightly (see also the section Liquidity risk). At 30 June 2017

i nterest-bearing borrow ngs totalled 28,955 t housand euros (30 June 2016

25,798 thousand euros). Interest expense for the first half of 2017 anounted to
304 thousand euros (H1 2016: 314 thousand euros).

The main source of interest rate risk is a possible rise in the variable
component of floating interest rates (EURIBOR, EONIA or the creditor’s own base
rate). In the light of the Goup’s relatively heavy | oan burden this would
cause a significant rise in interest expense, which would have an adverse

i npact on profit. W nitigate the risk by pursuing a policy of entering, where
possible, into fixed-rate contracts when the nmarket interest rates are low. As
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regards | oan products offered by banks, observance of the policy has proved
difficult and nost new contracts have a floating interest rate. W have entered
into a derivative contract to manage the risks resulting fromchanges in the
interest rates of the finance | ease contract for the acquisition of a new
asphalt concrete plant.

Currency risk

As a rule, the prices of construction contracts and subcontracts are fixed in
the currency of the host country, i.e., in euros (EUR), Wkrainian hryvnias
(UAH), and Swedi sh kronas (SEK).

The exchange rate of the hryvnia has been unstabl e because the political and
econom ¢ environment in Ukraine continues to be conplicated due to the conflict
bet ween Ukrai ne and Russia which broke out at the beginning of 2014 and at the
begi nni ng of 2015 the National Bank of Ukraine decided to discontinue

determ nation of the national currency’s indicative exchange rate. In the first
hal f of 2017, the hryvnia weakened agai nst the euro by around 4.6% For our
Ukrai ni an subsidiaries, this neant additional foreign exchange | osses fromthe
translation of their euro-denoninated |oans into the |ocal currency. Relevant
exchange | osses totalled 121 thousand euros (HL 2016: 115 thousand euros).
Exchange gains and | osses on financial instrunments are recogni sed in Finance

i ncone and Finance costs respectively. Translation of receivables and
liabilities fromoperating activities did not give rise to any exchange gains
or | osses.

The reciprocal receivables and liabilities of our Ukrainian and non- Ukrai ni an
entities which are related to the construction business and denoni nated in
hryvnias do not give rise to exchange |osses. Nor do the |oans provided to the
Ukrai ni an associates in euros give rise to exchange | osses that ought to be
recognised in the Goup’s accounts

Due to novenents in the Swedi sh krona/euro exchange rate in the first half of
2017, translation of operating receivables and payables resulted in an exchange
| oss of 1 thousand euros (Hl 2016: an exchange | oss of 13 thousand euros). The
exchange | oss has been recognised in O her operating expenses.

W have not acquired derivatives to hedge currency risk

Qutl ooks of the Group’s geographi cal markets
Est oni a
Processes and devel opnents characterising the Estonian construction narket

-- In 2017, public investnment should grow slightly but the extent to which
rel evant projects can be realised is still unclear. Al though in the
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2014- 2020 EU budget period the support allocated to Estonia will increase
to 5.9 billion euros (2007-2013: 4.6 billion euros), the portion that wll

i nfluence the construction market will not increase. |Instead, conpared with
the previous period, there will be arise in allocations to intangible

ar eas.

-- In the context of the nmarket as a whole, investnents nade by the |argest
public sector custoners (e.g., state-owned real estate conpany Riigi
Ki nni svara AS and the National Road Admi nistration) which reach signature
of a construction contract in 2017 will not increase substantially. The
M nistry of Defence has been a positive exception for builders as its
activities in carrying out new procurenent tenders have nade, and hopefully
will continue to nake, a significant contribution to nmarket revival. Hence,
the Estonian construction market as a whole (particularly infrastructure
construction segnments) will remain in relative stagnation. So far, the
situation has been mtigated by the positive level of private investnment in
buil di ng construction but the | atest devel opnents reflect a certain
sl owdown also in the latter

-- The I ong and painful process of construction narket consolidation wll
continue, albeit slowy. In particular, this applies to general contracting
in building construction where the nunber of medi um sized genera
contractors (annual turnover of around 15-40 million euros) is too |arge.
Based on the experience of the last major crisis it is likely that in an
environnent of stiff conpetition and rising input prices sone genera
contractors may run into difficulties which will be passed on to severa
other market participants.

-- Conpetition remains stiff across the construction narket, intensifying in
different segnents in line with market devel opnents. The rise in the
average nunber of bidders for a contract reflects this. It is clear that in
the new environnent of rising input prices which has energed in the past
year, efficiency is the key to success. Regrettably, the number of
mat eri al s producers, suppliers, and subcontractors that are trying to
survive or succeed in a difficult environment by di shonest neans, e.g., by
suppl yi ng goods with conceal ed defects or considerably |ower quality than
the one recorded in the product certificate, has increased quite rapidly.

If the trend continues, both construction service providers and
end-customers will have to apply strict and thorough quality contro
nmeasures to make sure that the outcone neets their expectations. Unfair
competition is putting visible pressure on prices and the quality of the
construction service. Unfortunately, the problemis al so underpinned by the
custonmers’ (including state institutions’ and state-owned conpanies’)

i ncreasing tendency to | ower the bidders’ qualification requirenments and
prioritise quality nore on paper than in practice

-- I n new housi ng devel opnent, the success of a project depends on the
devel oper’s ability to control the input prices included in its business
pl an and, thus, set sales prices that are affordable for prospective
buyers. Although new apartnments are relatively expensive conpared to the
standard of living and the banks’ lending terns are strict, the housing
mar ket sustained growth also in the second quarter of 2017, accounting for
a sonewhat disproportionately |arge share of the total construction market
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and t hereby anplifying associ ated ri sks.

-- There is a growi ng contrast between the stringent terns of public
contracts, which require the builder to agree to extensive obligations,
strict sanctions, various financial guarantees, |long settlenent terns,
etc., and the nodest participation requirenents. Lenient qualification
requi renents and the precondition of making a | ow bid have nade it
relatively easy for an increasing nunber of builders to win a contract but
have hei ghtened the risks taken by custoners in terns of funding, deadlines
and quality during the contract perfornmance phase and the subsequent
warranty peri od.

-- The past year has brought a rise in the prices of construction inputs,
particularly in building construction. At first, general contractors tried
to absorb the cost increase by making margi n concessions but their capacity
for doing this has been practically exhausted. The construction market
i ncludes an increasi ng nunber of areas where changes in the environnent
(including materials producers’ rapid and successful entry into foreign
mar kets) may trigger a sharp price increase. The rise in housing
construction has | engthened the supply ternms of various essential materials
and services considerably, making it inpossible to carry out all processes
in the former optimistic tineframes. As a result, activities require nore
extensi ve planning or nay need to be postponed.

-- The persisting shortage of skilled I abour (including project and site
managers) is restricting conpanies’ performance capacities, affecting
di fferent aspects of the construction process including quality. Labour
mgration to the Nordic countries will remain steady and the nunber of job
seekers who return to the Estonian construction nmarket is not likely to
i ncrease considerably. Al of the above sustains pressure for a wage
increase, particularly in the category of the younger and | ess experienced
wor kf orce whose nobility and willingness to change jobs is naturally
hi gher.

Ukr ai ne

In Ukraine, we offer general contracting and project managenent services to
private sector custoners in the segnent of building construction. Political and
economic instability continues to restrict the adoption of business decisions
but construction activity in Kiev and the surrounding area has not halted. In
2017, we will continue our operations in Ukraine primarily in the Kiev region
Based on our order book as at the end of 2016, we expect that in 2017 our
operating volunes will remain at a | evel conparable to 2016. Despite the
mlitary conflict in eastern Ukraine, for Nordecon the narket situation in Kiev
has not deteriorated conpared with a year or two ago. Hard tines have reduced
the nunber of inefficient |ocal (construction) conpanies and when the econony
normali ses we will have considerably better prospects for increasing our
operations and profitability. The Ukraini an government’s recent crackdown on
cash-in-hand work is definitely a step in the right direction, which in the

Il ong term should al so inprove our position in the Ukrainian construction
market. We assess the situation in the Ukrainian market regularly and
critically and are ready to restructure our operations as and when necessary.
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Shoul d the crisis in eastern Ukraine spread to Kiev (which at the date of

rel ease of this report is highly unlikely), we can suspend our operations

i medi ately. We continue to seek opportunities for exiting our two real estate
proj ects which have been put on hold or signing a construction contract with a
prospective new owner

Fi nl and

In Finland, we have provided nmainly subcontracting services in the concrete
segnment but, based on experience gained, have started preparations for
expanding into the general contracting nmarket. The | ocal concrete work market
al l ows conpeting for projects where the customer wi shes to source all concrete
works fromone reliable partner. Qur policy is to maintain a rational approach
and avoi d taking excessive risks.

Sweden

W entered the Swedish market in July 2015, when we acquired a 100% stake in
SVENCN AB, a conpany registered in the Kingdom of Sweden. In the Swedi sh nmarket
we intend to offer mainly the construction of residential and non-residenti al
buil dings, particularly in central Sweden. On gai ning experience in the new
mar ket, we have prioritised quality and the observance of deadlines and have
therefore accepted lower profitability. As regards our |onger-termgoals and
the plan to build a viable and strong organi sation that woul d conpete
successfully in the Swedi sh market, we are positive about the devel opnents so
far and see potential for sustaining business growth and operating profitably
in a large nmarket when we have been able to stabilise order book growh at the
desired | evel

Nor decon (www. nordecon. com) is a group of construction conpani es whose core
busi ness is construction project nanagenent and general contracting in the
buil di ngs and infrastructures segnent. Geographically the Group operates in
Estoni a, Ukraine, Finland and Sweden. The parent of the Group is Nordecon AS, a
conmpany registered and |l ocated in Tallinn, Estonia. In addition to the parent
conpany, there are nore than 10 subsidiaries in the Group. The consoli dated
revenue of the Group in 2016 was 183 million euros. Currently Nordecon G oup
enpl oys close to 740 people. Since 18 May 2006 the conpany's shares have been
quoted in the main |list of the NASDAQ Tallinn Stock Exchange.

Andri Hobentag

Nor decon AS

Head of |nvestor Rel ations

Tel : +372 6272 022

Emai | : andri. hobenagi @ordecon. com
WWW, nor decon. com
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