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MANAGEMENT REPORT
Chai rman' s summary

The year 2018 has been significant for Pro Kapital, with respect to reaching
inmportant milestones in the operations which in turn is denonstrated by
financial performance of the Conpany. W have shown stable growth through our
busi ness and continue to focus on inproving our results.

Pro Kapital aims to strengthen its position as one of the |argest and strongest
real -estate conpanies in the Baltics, wth nore than ever enphasis on all
aspects of the business. |'mespecially glad to highlight that in the fourth
quarter of 2018, Pro Kapital opened a one of a kind shopping and entertainnment
centre T1 Mall of Tallinn, right at the heart of the future transportation
centre of Tallinn. This new |andrmark will continue to grow and is expected to
wel cone a unique ferris wheel to be installed on the roof of the mall in early
spring of 2019.

As of 19 Novenber 2018, the Conpany's shares are traded on the Nasdaq Tallinn
Stock Exchange Min List. W are nore than ever dedicated in building new
communities and aspire sharing our story with investors as equally as with the
publi c.

Bui | di ng new comuni ties

Qur business is not nerely about building houses but establishing entire
communities and inproving the living environment. The Conpany has nearly 25
years of experience identifying upcom ng opportunities and thereby add new val ue
to the areas of devel opment. One of the nost significant ongoi ng devel oprments in
Tallinn, the Kristiine City area, allows to expect increase in real-estate price
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in the entire surrounding area. W develop in nultiple phases and have conpl et ed
six of ten Kristina Houses, in one of the ongoing phases of the whole area. W
have sold 155 new hones in five apartnment buildings and conpleted the sixth
building in Decenber 2018 with 8 flats yet to be sold. Devel oprent of the
following four Kristina Houses is currently ongoing. Wth active presal e being
carried out simultaneously to construction works, altogether 43 apartnments have
been presol d.

Pro Kapital is in progress wth projecting works for a prestigi ous Kal aranna
residential and comercial area, right at the border of Tallinn's old town.
Kal aranna's unique location just by the bay of Tallinn is nmaking it as one of
the nost exclusive developnent projects in town. As a result of increasing
interest towards the project, we have started with initial reservations in July
2018. Although we have not yet started the construction nor advertising, we
have, to date, nade 76 reservations to residential pren ses in Kal aranna.

In Rga, we are building Kliversala residential area which is a true sight to
see inthe city centre. The newliving area is located right on the bank of the
Daugava river on the shore of Agenskal na bay. W finished the construction works
of the prestigious River Breeze Residence in spring 2018. W are currently
proceeding with the sales of remaining 37 luxury apartnments in the residence.
Following the conpletion and ongoing sale of River Breeze Residence, we're
proceeding with the following phase of Kliversala, but also other devel opnent
projects. Tallinas residential quarter is a nodern conbination of new and
restored historical buildings, for which the projecting works are ongoing.
Anot her new area devel opment Zvaigznes Quarter, for which the projecting is
ongoing at this point in tinme, represents a comercial property for an office
conplex and be built on the site of a forner factory.

In Vilnius, Pro Kapital is developing a Shaltini? Namai area, bordering with and
offering a stunning view fromthe top-hill to the historic old town. The first

phase of yhe developnent is conpleted and alnmost sold out. |In 2017 the

construction works for the second stage of residential buildings, Shaltini? Nanai
Attico, started and 77 prelimnary agreenents have been already signed. Four

buildings of Shaltini? Namai Attico devel opnent are expected to be conpleted in
the mnmddle of 2019. The Conpany is looking into obtaining new attractive

developnents in the region, to start new projects after the conpletion of

Shal tini ? Nanmai .

Conti nuous inprovenment in the financial results

The conpletion of nultiple devel opnent phases, that have proven to attract the
market's interest, is clearly denonstrated by good financial results for the
reporting period. At the end of 2018, the Conpany recorded net revenue of 28
mllion euros, an increase of 99%as conpared to 14.1 million euros during the
same period in 2017. Revenues have increased in real estate segnent due to
compl etion of 4 apartnment buildings in Tallinn and 1 in Riga as the revenues are
recorded at the nonent notary deed of sale is concluded. The net profit was 18
mllion euros, which was 18.5 mllion euros inprovenent conparing to 0.5 mllion
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euros loss during the sane period in 2017. The net result was significantly
i nfluenced by increased value of investnment property due to conpletion and
opening of T1 Mall of Tallinn

W are continuously focused on inproving the efficiency. The Conpany is
exploring opportunities to reduce financial costs by refinancing current debt
instruments. W foresee stable growh in revenues and operating results during
t he upcom ng peri ods.

As at the end of 2018, the Conpany's overall loans fromfinancial institutions
were 83.3 million euros. The loans fromthe mnminority shareholders were 0.3
mllion euros. The Conpany had 10.2 nmillion euros worth convertible bonds debt
and 28.5 nmillion euros worth non-converti bl e bonds debt.

As at 31 Decenber 2018, there were 89 enpl oyees working in the Conpany, 40 of
them were enpl oyed by the hotel and property nmai ntenance busi ness.

Paol o M chel ozz
CEO

Key financials

The total revenue of the Conpany in 2018 was 28.0 nillion euros, which is an
increase of 99% conpared to 12.1 million euros from continuing operations and
14.1 mllion euros including discontinued operations during the sane period in
2017. The total revenue of the fourth quarter of 2018 was 6.9 mllion euros
compared to 4.3 nmillion euros during the same period of 2017. The real estate
sal es revenues are recorded at the nmonent of handing over the prenmises to the
buyer. Therefore, the revenues fromsales of real estate of the Conmpany depend
on the conpletion of the residential developnents. The inprovenent of the
results of 2018 was influenced by the conpletion of the 4(th), 5(th) and 6(th)

apartnment buildings in the Kristina Houses developnent in Tallinn, renovation
works of Marsi 6 in Tallinn and River Breeze Residence in Riga, as presales
realized in notarised sales transactions.

The gross profit of 2018 was 9.6 nillion euros, which is an increase of 78%
conpared to 4.6 nmillion euros for continuing operations and 5.4 mllion euros
including discontinued operations during the same period in 2017. The gross
profit of the fourth quarter of 2018 was 2.7 mllion euros conpared to 2.1

nmllion euros during the sane period in 2017

The operating result of 2018 increased by 19.1 million euros, totalling to the
operating profit of 21.5 million euros conpared to profit of 1.8 million euros
for continuing operations and profit of 2.4 mllion euros including discontinued
operations during 12 nonths of 2017. The operating profit of the fourth quarter
in 2018 was 16.7 nmillion euros conparing to 1.2 mllion euros profit during the
same period in 2017. Operating result includes profit fromrevaluation of
i nvestnment properties. Total inpact from revaluation in 2018 is 18.0 mllion
euros (Note 7).

The net result of 2018 increased by 18.5 mllion weuros, totalling to positive
result of 18.0 million euros conpared to the loss of 1.0 mllion euros for
continuing operations and loss of 0.5 mllion euros including discontinued
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operations during 12 nonths of 2017. The net profit of the fourth quarter in
2018 was 15.8 million euros conpared to 0.9 nillion euros profit during the sane
period in 2017.

Cash used in operating activities was -1.0 nmillion euros in 2018 conpared to
-5.3 mllion euros during 2017. In the fourth quarter of 2018 cash used in
operating activities was -4.5 nillion euros conparing to -2.2 nillion euros
during sane period in 2017.

Net assets per share on 31 Decenber 2018 totalled to 1.80 euros conpared to
1.46 euros on 31 Decenber 2017.

[ Conti nui ng and
[ di sconti nued
I

Conti nui ng operations operations

......................................................... e e e e e e e e e e e e e -
i n thousands of 2017 12M [ 2017 12M
eur os 2018 12M adj usted 2018 (4 2017 4| 2018 12M adj ust ed
_________________________________________________________ o e e e e e e e e e e e e e e =
|

Revenue 27 991 12 077 6 948 4 281] 27 991 14 098
I

G oss profit 9 576 4 561 2 684 2 056] 9 576 5 380
I

G oss profit, % 34% 38% 39% 48% 34% 38%
I

Operating |

result 21 467 1 797 16 688 1 155| 21 467 2 385
I

Qperating |

result, % 77% 15% 240% 27% 77% 17%
I

Net result 18 040 -953 15 761 922| 18 040 -518
I

Net result, % 64% -8% 227% 22% 64% -4%
I
I

Ear ni ngs per |

share, EUR 0, 30 -0, 02 0, 26 0, 02| 0, 30 -0,01

2017 12M adj usted - conparative information fromthe annual audited report 2017.

in thousands of euros 31.12. 2018 31.12. 2017
Total Assets, th EUR 245 105 175 158
Total Liabilities, th EUR 144 383 92 476
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Total Equity, th EUR 100 722 82 682

Debt / Equity * 1,43 1,12
Return on Assets, %** 8, 6% -0, 3%
Return on Equity, % *** 19, 7% -0, 6%
Net asset val ue per share, EUR **** 1,78 1, 46

*debt / equity = total debt / total equity

**return on assets = net profit/loss / total average assets
***return on equity = net profit/loss / total average equity
****net asset value per share = net equity / nunber of shares

CONSCLI DATED FI NANCI AL STATEMENTS
Consolidated interimstatenment of financial position

in thousands of euros 31.12.2018 31.12. 2017

Current assets

Cash and cash equi val ents 7 040 10 317
Current receivables 2 937 4 888
I nventories 59 331 38 024
Total current assets ------éé-ébé ------- éé-ééé-

Non-current assets

Non-current receivables 216 37
Property, plant and equi prent 7 128 7 435
I nvest ment property 168 129 114 140
I ntangi bl e assets 324 317
Total non-current assets _____i%é_%é%______iéi_ééé_
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TOTAL ASSETS 245 105 175 158

LI ABI LI TI ES AND EQUI TY

Current liabilities

Current debt 10 328 6 738
Cust orer advances 5 716 7 224
Current payabl es 11 939 10 091
Tax liabilities 357 132
Short-term provisions 852 170
Total current liabilities ______éé_iéé_______é;_ééé_

Non-current liabilities

Long-term debt 112 009 62 527
O her non-current payabl es 1 039 3 437
Deferred income tax liabilities 2 004 2 058
Long-term provi si ons 139 99
Total non-current Iiabilities 115191 68 121
TOTAL LI ABI LI TIES 144 383 92 476

Equity attributable to owners of the Conpany

Share capital in nom nal val ue 11 338 11 338
Share preni um 5 661 5 661
Statutory reserve 1 082 1 082
Reval uati on reserve 3 262 3 256
Ret ai ned ear ni ngs 59 944 60 369
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Profit/ Loss for the period 16 811 -419

Total equity attributable to owners of the Conpany 98 098 81 287
Non-control ling interest 2 624 1 395
TOTAL EQUITY 100 722 82 682
TOTAL LI ABILITIES AND EQUI TY 245 105 175 158

Consolidated interimstatenments of conprehensive incone
i n thousands of euros 2018 12M 2017 12M adj usted 2018 &4 2017 Q4

CONTI NUI NG OPERATI ONS

Qperating i ncone

Revenue 27 991 12 077 6 948 4 281
Cost of goods sold -18 415 -7 516 -4 264 -2 210
Gross profit osm6 4561 2684 2071
Mar ket i ng expenses -1 336 - 822 -630 - 186
Adm ni strative expenses -5 427 -5 256 -1 390 -1 478
O her incone 18 823 4 114 16 144 748
O her expenses -169 - 800 -120 0
Cperating profit 21467 1797 16688 1 155
Fi nanci al incone 4 6 1 3
Fi nanci al expense -3 473 -3 352 -925 - 817
Profit/ | oss before incone tax ___i%_ééé ____________ :i_éhé___ié_%é; _____ é;i
I ncone tax 42 596 -3 582
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Profit/ loss from continuing
operations

Profit from di sconti nued
operations

Profit/ loss for the period

Attributable to:
Equity hol ders of the parent

Non-control ling interest

O her conprehensive incone,
net of incone tax

I ncome that will not be
recl assified
subsequently to profit

Net change
in properties revaluation reserve

Total conprehensive i ncone
for the year

Attributable to:
Equity hol ders of the parent

Non-control ling interest

Ear ni ngs per share
from continui ng operations (EUR)

Ear ni ngs per share for the period
(EUR)
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18 040

16 811

1 229

18 040

16 811

1 229

0.30
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-518

-419

-99

-522

-419

-99

-0.02

-0.01

15 761

14 491

1 270

15 761

14 491

1 270

0. 26

0.

0.

923

955

-32

926

955

-32

02

02




Consolidated interimstatenents of cash flows

2017 12M

i n thousands of euros 2018 12M adjusted 2018 Q4 2017 (4

Cash flows fromoperating activities

Profit/loss for the period 18 040 -518 15 762 923

Adj ust nents for:
Depreci ation, anortisation of non-current

assets 214 455 56 -20
Gain from di sposal of property, plant,

equi pnent -4 -3 045 0 0
Gain from di sposal of investnent property -418 0 0 0
Change in fair value of property, plant,

equi prent -13 -26 -13 -26
Change in fair value of investnent

property -17 979 -530 -16 069 -530
Loss from di sposal of shares of

subsi di ari es 0 346 0 0
Fi nance i ncome and costs 3 468 3 460 923 815
O her non-nonetary changes (net anounts) 15 345 12 410 -1 428 - 683

Changes in working capital:
Trade receivabl es and prepaynents 1773 -408 931 - 833
I nventories -21 248 -23 880 -2 611 -4 221
Liabilities and prepaynents -119 6 556 -1 420 2 367
Provi si ons - 107 -101 -609 23

Net cash used in operating activities -1 048 -5 281 -4 478 -2 186

Cash flows frominvesting activities
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Paynments for property, plant and equi pnent
Paynments for intangible assets

Proceeds from di sposal of property, plant,
equi prrent

Payments for investment property

Proceeds from di sposal of investnent
property

Net cash from di sposal of shares of
subsi di ari es

Interests received

Net cash used in by investing activities

Cash flows fromfinancing activities
Proceeds fromincrease of share capita
Di vi dend paynent

Net changes related to non-controlling
interests

Proceeds from bonds

Redenpti on of convertible bonds
Proceeds from borrow ngs
Repaynent of borrow ngs
Interests paid

Net cash generated by financing activities

Net change in cash and cash equival ents

Cash and cash equival ents at the beginning
of the period
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- 206

-24

336

-47 786

1 000

-281

-52

6 651

-24 772

-16

- 40

-17

702

000

-127

-22

-7 424

-850

4 328

- 480

1 446

-773

28 260

4 328

-3 277

10 317

Page 10/11

4 935

5 382

-39

079

1 524

8 793




Cash and cash equival ents at the end of the
peri od 7 040 10 317 7 040 10 317

2017 12M adj usted - conparative information fromthe annual audited report 2017.
Full report is in the file attached.

Al'l an Remmel koor

Menber of the Board

+372 614 4920

prokapi t al @r okapital.ee

At t achnent

* PKG Q4 2018 ENG (https://m -eu. gl obenewswi re. conl Resour ce/ Downl oad/ 85f 7d80c-
dcec-40aa- b720-8c1499d68999)
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