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AS TALLINNA VESI

MANAGEMENT REPORT

CHAIRMAN’S STATEMENT

In 2006, our Company has again improved its performance: its operating performance, with a
very high water quality level and a treated effluent quality now compliant with all EU
standards; its customer service performance with the full deployment of a new customer
relationship management and billing software; its financial performance with a strong set of
results. The dynamism of our employees was instrumental in reaching this level of
performance.

Closer to Clients

2006 has seen the full deployment of our new client relationship and billing software. The
new system gathers in one place information that was stored previously in different databases.
This enables a much more complete and accurate overview of each client’s information, and
thus a much more accurate and diligent response to any client’s request. This new system
brings a lot more possibilities to interact with the client in a friendly and effective way. The
web interface gives the possibility for each client to have access to their own information and
engage in dialogue easily with the Company. In addition, new billing functionalities offer, for
example direct debit and e-invoice.

The Guaranteed Standard Scheme (‘Our Promises’) implemented in 2006 was very well
received by our clients. This scheme, in which we pay a monetary compensation in case we
fail to deliver on our promises, demonstrates how far we are engaged to continuously improve
the quality of our service.

Our Employees as Drivers of Performance

Our employees drive the performance of the Company and they deserve credit for what has
been achieved in 2006. The strong cost control culture of the Company enabled a good set of
financial! results to be achieved in a situation where the cost pressure was significant. The
shift from a production culture towards a service culture is underway however there is more
to be done to achieve the level of excellence we desire. A full review of the human resources
strategy has been started and the outcome will be implemented in 2007, providing to all our
employees an environment in which they can develop their full potential.

Our health and safety performance, whilst still at a good level, has fallen compared to the
previous years. Focus on this key area will be enhanced in 2007.

Operational Excellence as an Objective

An extensive investment programme of 15.8 mln euros was carried out, to renew, upgrade
- and develop the asset base of the Company. The main areas of investment were networks and
water quality (11.7 min euros), and treated wastewater quality (2.8 mln euros). In 2005 the
Company invested 14.2 mln euros overall of which 8.4 min euros was in networks and water
quality, and 1.9 miIn euros in treated wastewater quality. This ongoing investment programme
is a key contributor to the good level of operational performance in 2006. The water quality
has been 100% compliant for microbiological standards and 99.55% compliant for all
standards. With this level of quality, the Company is already delivering compliance with the
new standards that come into force 1* January 2007. The leakage level stands at 19.3%, more
than 6% below contractual target, and continues to be closely monitored. In addition to these
good technical results, we are constantly looking at the possibility to improve and streamline
the organization. A project to review and simplify our internal processes was initiated and
will be continued in 2007.

et s, g
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We Preserve Our Environment

The Company has been heavily investing in different projects. The nitrogen project, total
investment of 3.5 min euros, which aimed to reduce the amount of nitrogen discharged to the
Baltic Sea was successfully completed. As a result, Tallinn was removed from the HELCOM
(Environmental body monitoring the quality of the Baltic sea) hotspots list. This infernational
recognition is a great achievement for the Company, the City of Tallinn and Estonia. The
construction of 13 hectares of composting fields, which enable us to turn all our sludge
production into a good quality soil conditioner used for greenery works and reforestation, is
now almost completed and already in use. The Paljassaare waste water treatment plant, is not
only treating effluent to a very high level of quality and composting its sludge, but also
turning the gas produced during the treatment process into electricity, and is now a reference
in terms of recycling. On the clean water side, the biomanipulation project to improve the
condition of lake Ulemiste continues.

Our engagement towards the Community

As we provide one of life’s essential services, we have a very special responsibility to the
Community. The Company is well aware of this fact and has been focusing on the quality of
product delivered and the quality of service provided to its clients, who are the community. In
addition we have pursued our investment and our support into several educational and social
projects. :

Developing the Company

Our out performance in delivering the Services Agreement in Tallinn gives us a strong market
position and we are well positioned to build on our current success. Focusing on our core
activity, water and wastewater services, we have expanded our service area: a way to
maximise the use of excess capacity of our assets and share our economy of scale with the
municipalities surrounding Tallinn. We will continue to focus on our core activity, and seek
to expand geographically. In addition, a review of potential routes for growing the Company
in activities closely related to water and wastewater, has been undertaken. The growth
prospects look promising.

Commitment to Shareholders

The Company understands the importance of high standards of governance and transparency
in its actions and reporting, and this is described in more detail in the corporate governance
section of this repori.

The Company has in 2006 delivered a strong set of financial results achieved in a challenging
environment. Revenue, supported by the strong economic growth of the country, has grown
year on year. A growth in volumes of water and waste water sold was recorded, originating
from a moderate increase in consumption in the main service area of Tallinn and from a very
sharp increase in the new contracts signed with other municipalities. Despite pressure on
labour costs, increases in environmental taxes, more stringent consents that have triggered an
increase in chemical consumption, and the high level of inflation, the Company has succeeded
in improving its profit after tax to 15.9 mln euros. In parallel, the Company has invested 15.8
mln euros in new assets.

The share price increased by 11.35% in 2006, and the dividend paid out amounted to 0.5
euros/share. The Company is committed to stay focused on creating shareholder value.

=
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Looking Forward

A review of the strategy established the 4 strategic objectives aligned with our vision:

-To deliver Customer Service Excellence

-To deliver Operational Excellence

-To Grow the Activity of the Company

-To deliver Shareholder Value
The 2007 Company’s objectives, with a strong emphasis on improving performance, have
been cascaded down and all the objectives have been aligned throughout the Company.

With the commitment and hard work of all its employees, with the support of its Supervisory
Board and Shareholders, with constructive cooperation with all its business partners,
especially the City of Tallinn, the Company has developed strong foundations for the future.

We intend to build on these strong foundations and continue to meet our business objectives.

= -
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FINANCIAL REVIEW

Key Financial Indicators

(million earos/ %) 2006 2005 2004 2003 2002
Net sales : 443 37.8 35,1 32,2 32,8
Main operating activities 37,7 35,15 30,6 27,8 27,7
Other operating activities 6,7 2,7 4.5 4.4 5,0
Gross profit 24,0 22,5 18.3 15,9 154
Gross profit margin % 54,2% 59,4% 52,3% 49,5% 46,9%
Operating profit 21,6 18,0 16,3 10,9 11,2
Operating profit margin % 48,7%  47,7%  46,5%  337% 34,1%
Profit before taxes 18,9 13,4 12,7 7.7 10,8
Profit before taxes margin 42.5% 35.4% 36,3% 23,8% 33,1%
Net profit 15,9 11,2 11,0 6,7 9,3
ROA % 106,0% 7.3% 7,8% 4,8% 6,4%
Debt to total capital employed 53,4% 553% 55,1% 58,4% 62.9%
ROE% 21,5% 16,4% 17.3% 11,6% 17%
Current ratio 2,2 1,9 0,9 0.9 1,0
Average number of employees 322 337 351 348 370 .

Gross profit margin — Gross profit / Net sales

Operating profit margin — Operating profit / Net sales

Profit before taxes margin — Profit before taxes / Net sales

ROA - Net profit /Total assets

Debt to Total capital employed — Total liabilities / Total capital employed
ROE - Net profit /Total equity

Current ratio — Current assets / Current liabilities

Profit and Loss Statement
Sales

In 2006 total sales from the Company’s main operating activities were 37.7 min euros, up
7.1% year-on-year. Sales in the main operating activity principally comprise of sales of water
and treatment of wastewater to domestic and commercial customers within and outside of the
services area, and fees received from the City of Tallinn for operating and maintaining the
stormwater system.

Sales from water and wastewater increased by 10.8%, which was in accordance with
expectations and is largely attributable to the 9.6% increase in water and sewerage tariffs in
2006 for the Company’s residential and commercial custorners.

Sales to residential customers increased by 9.7% to 18.4 min euros. Sales to commercial
customers within the services area increased by 10% to 15.8 min euros in 2006, due to the
tariff increase and an increase in volumes sold. Sales to commercial customers outside of the
service area ~ primarily bulk volumes of wastewater treatment services provided to the

Chairman of the Manii/ggment Board:
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surrounding municipalities - reached 1.9 min m’ or 0.9 min euros, which represents a 66%
increase in sales value compared to 2005. This growth in volumes demonstrates the
continuing success of the company’s strategy in connecting new customers and
municipalities.

Sales revenues from other operating activities (mainly connections and stormwater
construction) increased, year on year, by 4.0 min euros to 6.7 mln euros as a result of an
increase in connections income from individual connectees in both the domestic and
commercial sectors.

Gross Margin

For the 2006 financial year the cost of goods sold for the main operating activity was 14.1
min euros, which is an 1.2 min euros, or 9.2% increase compared to the previous year. The
main increases were chemical costs, 0.5 min euros higher year on year, environmental taxes,
(0.4 min euros higher year on year, and other costs of goods sold, 0.2 min euros higher year on
year.

The increase in chemical costs in the first half of the year was due to increased usage of
methanol required to reduce the concentration of nitrogen discharged into the Baltic Sea.
Working in partnership with the Ministry of Environment the Company had targeted the
achievement of this key environmental objective by 30 June 2006. Based upon the
measurements taken by the Company this target has been achieved and approvals have been
received from Harju County and the Environmental Inspectorate. The final report is now with
the Ministry of Environment for their final approval. The Company hopes to receive approval
in the 1* quarter of 2007 and as a result will be able to release a tax accrual worth 0.9 min
euros for taxes foregone that would have had to be paid had the project not been successful.
In the second half of the year the Company has continued to make investments into chemical
at comparable levels to the first half of 2006 to continue to meet this key environmental
objective. It is possible that, against a background of increasing commodity prices, the cost of
chemicals may rise in the future, as the continued achievement of this objective requires
chemical quantities similar to those used in 2006.

The increase in environmental taxes is the result of a 100% rise in tariffs paid on treated
wastewater discharged to the sea. Tariffs have been set by the Law on Environmental Fees
imposed by the Parliament for the period from 2006 to 2009.

During 2006 other costs of goods sold increased due to the following factors, during the 1%
quarter of 2006 costs expensed to the Profit and Loss account were higher as a result of lower
salary capitalisations resulting from the timing of the capital expenditures programme, cost
increases were close to zero during the two middle quarters and were driven higher by labour
related increases in the price of support services contracts in the fourth quarter of 2006.

Profits from other operating activities, which include water, sewerage and storm water
connection construction income were 0.5 min euros in 2006, a 0.2 min euros increase from
2005 levels as a consequence of the increased connections activity.

Gross profit for the 2006 financial year was 24.0 mln euros, which is an increase of 1.5 min
euros, or 6.8% compared to 2005.
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Operating margin

For the 2006 financial year marketing expenses were 0.2 miln euros higher than in 2005.
Almost all of this increase resulted from additional depreciation charges from the new
customer management system.

During 2006 general administration expenses were 3.3 min euros, which is 0.8 min euros
lower than in 2005. In 2005 general administration expenses were inflated by 1.1 min euros
of one-off IPO costs. After removing this non-recurring increase this cost category was 0.3
mln euros higher than 2005 due to increases in two main categories. Firstly, an increase in
salary costs of 0.1 min euros (14%) as a consequence of increases paid to retain key members
of staff, and secondly, an increase in other general administration expenses of 0.1 min euros,
the majority of which was incurred in the fourth quarter for the reasons outlined more fully in
the 4™ quarter commentary.

In the 2006 financial year total staff salary costs accounted for 4.3 mln euros, which is 0.2
min euros lower than in 2005. However, included in the 2005 amount are 0.4 mln euros of
IPO bonuses paid to all employees. After removing this one off amount total staff costs
increased by 0.2 mln euros, or 4.2%, year on year. The average number of staff employed in
2006 decreased by 15 to 322.

For the 2006 financial year, other net income was 1.5 mln euros, including 1.5 min euros
from the recognition of profits subsequent to concluding the sale of excess land in Paljassaare.

For the 2006 financial year the company achieved an operating profit of 21.6 min euros,
compared to the operating profit of 18.1 mln euros achieved in 2005. The operating profit
margin increased from 47.7% to 48.7%.

Financial Expenses

Net financial expenses were 2.8 mln euros in 2006, which is a decrease of 1.9 mln euros
compared to 2005. The restructuring of the Company’s long-term debt in November 2005
increased the financial expenses by 1.1 min euros in 2005 i.e. the remaining savings were due
to changes in loan agreement terms after restructuring lowering the interest rate and increased
financial income.

Profit Before Tax

For the 2006 financial year profit before taxes was 18.9 miln euros, which is an 5.5 mln euros
increase compared to 20035.

Balance Sheet

The Company’s total assets were 158 min euros as at 31 December 2006, representing an
increase of 6.3 mln euros compared to 31 December 2005. Current assets increased by 3 min
euros, which was largely attributable to an increase in cash and accounts receivable reflecting
increased sales of water and wastewater treatrent services.

Tangible, intangible and unfinished assets were 136,7 mln euros at 31 December 2006, an
increase of 3.3 mln euros of the fixed asset base during twelve months of the year.
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Current liabilities increased by 0.4 mln euros to 9.8 mln euros in twelve months of the year.
This was mainly due to increased trade payables, reflecting the higher levels of investments.

The company continues to maintain its leverage level within its target range of 50-60% with
total liabilities to total capital employed of 53.4% as at 31 December 2006. Long-term
liabilities stood at 74.5 min euros at the end of December 2006, consisting almost entirely of
the outstanding balance of the long-term bank loans.

Cash Flow

During 2006, the Company generated 20.5 mln euros of cash flows from operating activities,
an increase of 0.9 mln euros, or 4.4% compared (o the corresponding period in 2005. The key
factor affecting this improvement was a 3.5 mln euros increase in operating profit.

In 2006 net cash outflows from investing activities were 4.7 mln euros, 0.7 min euros less
than in 2005. This was largely due to higher proceeds received from pipelines financed by
construction income in 2006 offset by prepayments and proceeds from the sale of assets.

Cash outflows from financing activities were 13.1 mln euros during twelve months of the
year, which is 5.6 mln euros more than the outflows in the corresponding period in 2005. This
significant increase in cash outflows was mainly due to a net receipt of 2 mln euros from
long-term loans in 2003, as well as lower dividend and corresponding tax payments in 2005.

As aresult of all of the above factors, the total cash inflow in twelve months of 2006 was 2.7
min euros compared to a cash inflow of 6.8 mln euros in twelve months of 2005. Cash and
cash equivalents stood at 15.9 mln euros as at 31 December 2006.

Employees

As of 31 December 2006 the Company employed 318 people consisting of 227 people in the
Operations division and 91 people in Commercial and Corporate Services. The number of
employees has decreased in Operations division by 16 people since the beginning of the year

as a result of the highly competitive labor market and not a significant change in the
Company’s structure.

Dividends and Share Performance

Based on the results of the 2005 financial year, the Company paid 10 mln euros dividends in
June 2006.

As of 31 December 2006 AS Tallinna Vesi sharcholders, with a holding over 5%, were:

United Utilities (Tallinn) BV 35.3%
City of Tallinn 34.7%
Morgan Stanley + Co International Equity client account 6.87%
Citygroup Global Markets Litd 5.00%
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At the end of the reporting period, 31 December 2006, the closing price of the AS Tallinna
Vesi share was 15.01 euros.

Share price and transaction turnover
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(euros/ %) 2006 2005 2004 2003 2002
Share price, at the end of the year 15,01 13,48 n/a nfa n/a
Share price, low 12,47 9,94 n/a nfa nfa
Share price, high 15,01 15,05 nfa n/a n/a
Share price, average 13,90 12,62 n/a n/a n/a
Earnings per share 0,79 0,56 0,55 0,33 0,11
Dividend per share n/a 7,85 5,60 3,75 2,25
P/E 1894 24,19 '

P/BV 4,1 4.0

P/E = share price at the end of the year / earnings per share
P/BV = share price at the end of the year / bookvalue per share
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CORPORATE GOVERNANCE REPORT
The Background

Starting from January 1, 2006 the companies whose shares have been admitted to trading on
the regulated market operating in Estonia shall describe, in accordance with the ‘Comply or
Explain’ principle, their management practices in a Corporate Governance report and confirm
their compliance or not with the Corporate Governance recommendations. If the issuer does
not comply with the Corporate Governance Recommendations, it shall explain in the report
the reasons for its non-compliance.

AS Tallinna Vesi is committed to high standards of corporate governance for which the
Management Board and Supervisory Board are accountable to shareholders. The Company

- endeavors to be transparent in its ways of working, corporate disclosures and relations with

Shareholders and this was recognised in 2006 when the Company was nominated by Baltic
Stock Exchanges for the quality of its investor relations programme.

The Company has regular dialogne with major sharcholders with general presentations made
bi-annually - a list of meetings and the presentations are available on the Company’s website.
The Company also uses the Annual General Meeting to keep shareholders informed and there
is an opportunity for individual shareholders to ask questions of the Management Board and
Supervisory Council within the meeting

Declaration of Conformity by AS Tallinna Vesi

AS Tallinna Vesi complies with the vast majority of the non-mandatory Corporate
Governance recommendations. However it does not comply with some regulations, which are
listed below, together with the reasons for current non-compliance:

2.2.3. The basis for Management Board remuneration shall be clear and transparent. The
Supervisory Board shall discuss and review regularly the basis for Management Board
remuneration. Upon determination of the Management Board remuneration, the Supervisory
Board shall be guided by evaluation of the work of the Management Board members. Upon
evaluation of the work the Management Board members, the Supervisory Board shall above
all take into consideration the duties of each member of the Management Board, their
activities, the activities of the entire Management Board, the economic condition of the
Issuer, the actual state and future prediction and direction of the business in comparison with
the same indicators of companies in the same economic sector.

The arrangements concluded in connection with the privatisation of the Company in 2001
provided that, in return for certain fees, United Utilities International Ltd would provide the
Company with certain technical and asset management services and would make certain of its
personnel available to the Company in connection with its operation and management. All the
members of the Management Board of the Company are currently appointed by United
Utilities International Ltd.

According to the agreement, the working hours, rates of compensation, manner of
performance, and all other matters relating to the employment of these individuals are to be
determined solely by United Utilities International Ltd, the Supervisory Board does not
regularly review the principles of Management Board remuneration.

T O o s
- W
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‘2.2.7. Basic wages, performance pay, severance packages, other payable benefits and bonus
schemes of a Management Board member as well as their essential features (incl. features
based on comparison, incentives and risk) shall be published in clear and unambiguous form
on website of the Issuer and in the Corporate Governance Recommendations Report.
Information published shall be deemed clear and unambiguous if it directly expresses the
amount of expense to the Issuer or the amount of foreseeable expense as of the day of
disclosure. The Chairman of the Supervisory Board shall present the essential aspects of the
management board remuneration and changes in it to the General Meeting. If the
remuneration of some of the Management Board members has occurred on a different base,
then the General Meeting shall be presented the differences together with the reasons
therefore.’

The Company does not comply with the recommendation to show payments to the
Management Board members individually. The Company does disclose the overall
management board remuneration, but considers that individual remuneration is sensitive and
private information and disclosing it would bring no benefit to the shareholders.

3.2.2. At least half of the members of the Supervisory Board of the Issuer shall be
independent. If the Supervisory Board has an odd number of members, then there may be one
independent member less than the number of dependent members.’

Pursuant to the Articles of Association, the Supervisory Board consists of nine members.
Under the Shareholders™ Agreement, United Utilities (Tallinn) B.V. (hereinafter UUTBV) and
the City of Tallinn have agreed that the division of seats in the Supervisory Board shall be
such that UUTBYV shall have four seats, the City of Tallinn shall have three seats and two
seats shall be for independent members of the Supervisory Board as described by the Tallinn
Stock Exchange. The Shareholders™ Agreement provides that this division of seats is subject
to change if the City of Tallinn acquires additional shares from UUTBYV.

Information Disclosure

2.2.2. The member of the Management Board shall not be at the same time a member of
more than two management boards of an Issuer and shall not be the Chairman of the
Supervisory Board of another Issuer. A member of the Management Board can be the
Chairman of the Supervisory Board in company belonging to same group as the Issuer.’

Roch Chéroux, CEO, is a member of the Supervisory Board of the following companies
belonging to United Utilities group: United Utilities BV, United Utilities Investment BV,
United Utilities (Tallinn} BV, United Utilities (Luxembourg) sarl, United Utilities
{Luxembourg) No. 2 sarl and also in Eesti Vee-ettevétete Liit (Estonian Water Companies
Association).

Ian Plenderleith, CFO, and David Hetherington, COO, are not in the Supervisory Boards of
other companies.

3.2.5. The amount of remuneration of a member of the Supervisory Board shall be published
in the Corporate Governance Recommendations Report, indicating separately basic and
additional payment (incl. compensation for termination of contract and other payable
benefits).

According to the decision of shareholders meeting that the payments for Supervisory Board
members is set at 100,000 euros per year. The fee is subject to deduction and payment of
. taxes set out by laws and would be payable monthly. [

Chalrman of the Management Board:
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3.2.6. If a member of the Supervisory Board has attended less than half of the meeting of the
Supervisory Board, this shall be indicated separately in the Corporate Governance
Recommendations Report.

Robert John Gallienne attended all the Supervisory Board meetings since his nomination on
02.07.2006.

Karl Olof Joakim Forsberg attended in one Supervisory Board meeting and missed two, until
recalled from Board on 22.05.2006.

Throughout 2006 the management of the Company was organized according to good
governance principles. An annual General Meeting of Shareholders was convened to approve
the annual report, distribution of dividend, appointment of auditors and recalling/election of
Supervisory Board members.

Five Supervisory Board meetings were held. The Supervisory Board organized the
Management of the Company and supervised the activity of the Management Board. The
Supervisory Board approved the 2005 annual report presented at the Annual General Meeting,
approved the 2007 budget and Company’s business plan. At each meeting, an internal audit
report was presented to the Board. The internal auditor of the Company reports directly to
David Kilgour, Board Member responsible for auditing function.

The Management Board of the Company managed the activity of the Company. The
Management Board is composed of three members, all seconded by United Utilities
International Ltd.

Chairman of the Management Board:
13
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The previous sections, Chairman's statement, Financial Review & Corporate Governance
Report form the Management Report, which is an integral part of the annual report of AS
Tallinna Vesi for the financial year ended 31 December 2006.

Roch Jean Guy Antoine Chéroux
Chairman of the Management Board

Chairman of the Management Board:
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AS TALLINNA VESI

DECLARATION OF MANAGEMENT
FOR THE YEAR ENDED 31 DECEMBER 2006

The Management Board of AS Tallinna Vesi (hercinafter the Company) hereby declares its
responsibility for the preparation of the annual accounts for the financial year ended 31 December 2006.

The annual accounts have been prepared according to International Financial Reporting Standards as
adopted by the EU, and give a true and fair view of the financial position, results of operations and cash
flows of AS Tallinna Vesi.

The preparation of the annual accounts according to International Financial Reporting Standards
involves estimates made by the Management Board of the Company’s assets and liabilities as at 31
December 2006, and of income and expenses during the financial year. These estimates are based on
current information about AS Tallinna Vesi and consider all plans and risks as at 31 December 2006.
The actual results of these business transactions recorded may differ from such estimates.

Any subsequent events that materially affect the valuation of assets and liabilities until the preparation
of the annual accounts as at 15 February 2007 have been assessed as part of this review.

The Management Board considers AS Tallinna Vesi to be a going concern entity.

Name Position Signature Date

Rochjean Guy

Antoine Chéroux Chairman of the Management B@ardu -

David Nigel %P

Hetherington Member of the Management Board “—-"ﬂ _I€-20F

Tan John Alexander ? i /
Plenderleith Member of the Management Board \3 /4 'V 5 / 2/ 7_00_]
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AS TALLINNA VESI

BALANCE SHEET
AT 31 DECEMBER 2006 AND 2005 (thousand EUR)
ASSETS Note 2006 2005
CURRENT ASSETS
Cash at bank and in hand 2 15940 13234
Customer receivables 3 4569 _ 4265
Accrued income and prepaid expenses 4 304 338
Inventories 5 201 202
Assets for sale 6 105 89
TOTAL CURRENT ASSETS _ 21120 18128
NON-CURRENT ASSETS
Tangible assets 7 119 969 117 503
Intangible assets 7 3361 2811
Unfinished assets - non connections 7 5 859 6058
Unfinished pipelines - new connections 7 7 488 6979
Prepayments for fixed assets 7 179 222
TOTAL NON-CURRENT ASSETS 136 856 133573
TOTAL ASSETS 157976 151701
LIABILITIES AND EQUITY
CURRENT LIABILITIES
Current portion of long-term borrowings 8 30 86
Trade and other payables 9 5448 3420
Taxes payable 10 1 950 1452
Short-term provisions 11 34 18
Deferred income 12 2322 4382
TOTAL CURRENT LIABILITIES 9784 9 359
NON-CURRENT LIABILITIES
Borrowings 8 74 527 74 498
Other payables 9 6 6
TOTAL NON-CURRENT LIABILITIES 74 534 _ 74 504
TOTAL LIABILITIES 84 318 : 83 863
EQUITY
Share capital 13 12782 12 782
Share premium 24 734 24734
Statutory legal reserve 1278 1278
Accumulated profit 19010 17 901
Net profit for the period 15 853 11 143
TOTAL EQUITY - 73 658 67 839
TOT@L-L’I’ABIL S AND EQUITY 157 976 151 701
7-‘:‘13113(1 for identification prsposes: ,m?;“ﬁ? 7
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AS TALLINNA VESI

INCOME STATEMENT
FOR THE YEARS ENDED 31 DECEMBER 2006 AND 2005 {thousand EUR)
Note 2006 2005
Sales from main operating activities 14 37 655 35 1406
Revenues from other operating activities 14 6 650 2691
Net sales 44 305 37 838
Costs of goods sold (main operating activities) 15,16 -14 095 -12914
Costs of goods sold (other operating activities) 16 -6 206 -2 450
GROSS PROFIT 24 005 22474
Marketing expenses 15,16 -612 -433
General administration expenses 15,16 -3 280 -4 107
Other income/ expenses {-) 16 1485 125
OPERATING PROFIT 21 597 18 059
Financial income / expenses (-) 17 2747 -4 655
PROFIT BEFORE TAXES 18 850 13 404
Income tax on dividends 18 -2997 2260
NET PROFIT FOR THE PERIOD 15 833 11 143
Attributable to:
Equity holders of A-shares 15 852 11 143
B-share holder 0,64 0,64
Earnings per share in euros 19 0,79 0,56

(

I AS Deloitte Audit Eesti Q
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AS TALLINNA VESI

CASH FLOW STATEMENT
FOR THE YEARS ENDED 31 DECEMBER 2006 AND 2005 (thousand EUR)
Note 2086 2005
CASH FLOWS FROM OPERATING ACTIVITIES
Operating profit 21597 18 059
Adjustment for depreciation 16 5180 5032
Adjustment for income and expenses from constructions 20A -444 -241
Other financial income and expenses -34 -1279
Profit from sale of fixed assets -1592 -759
Expensed fixed assets 71 25
Capitalization of operating expenses 20C -1337 -1 488
Change in current assets involved in operating activities 20B -265 3691
Change in liabilities involved in operating activities 20B 383 410
Interest paid -3 071 -3 825
Total cash flow from operating activities 20 487 19 626
CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds from sale of shares of associated company 0 0
Acquisition of fixed assets (incl pipelines construction) 20C -12 274 -12774
Proceeds from pipelines financed by construction income 20A 7200 3355
Proceeds from sale of and prepayments received/ repaid for fixed assets -83 3026
Proceeds from sale of assests for sale and of real estate investments 71 748
Interest received 418 324
Total cash flow used in investing activities -4 667 -5322
CASH FLOWS FROM FINANCING ACTIVITIES
Received long-term loans 8 0 44 533
Repayment of long-term loans 8 0 -42 500
Finance lease payments 8 -82 -169
Dividends paid 18 -10 034 -7 158
Income tax on dividends 18 -2 997 -2 260
Total cash flow used in financing activities -13 113 -7 525
Change in cash and bank accounts 2706 6779
CASH AND EQUIVALENTS AT THE BEGINNING OF THE PERIOD 13 234 6455
CASH AND EQUIVALENTS AT THE END OF THE PERIOD 2 15 940 13234

Chairman of the Management Board:



AS TALLINNA VESI

STATEMENT OF CHANGES IN EQUITY

FOR THE YEARS ENDED 31 DECEMBER 2006 AND 2005 * (thousand EUR)
Statutory legal  Accumulated

Share capital  Share premium reserve profit Net profit Total equity
31 December 2004 12 782 2473 5 969 9314 11 054 63 853
Transfer of financial year
profit to the accumulated
profit 0 0 0 11054 -11 054 0
Transfer of statutory legal
reserve (o the accumulated
profit 0] 0 -4 691 4691 0 0
Dividends 0 0 0 7158 0 7158
Net profit of the financial
year 0 0 0 0 11143 11 143
31 December 2005 12 782 24734 1278 17 901 11 143 67 839
Transfer of financial year
profit to the accumulated
profit 0 0 0 11143 -11 143 0
Dividends 0 0 0 -10034 0 -10034
Net profit of the financial
year 0 0 0 0 15853 15 853
31 December 2006 12 782 24 734 1278 19 010 15 853 73 658

SN ;
e <o
.
' — . Chairman of the Management Board:
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AS TALLINNA VESI

NOTES TO THE ANNUAL ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2006

NOTE 1. ACCOUNTING PRINCIPLES

The annual accounts for the financial year 2006 (hereinafter financial statements) have been
prepared according to International Financial Reporting Standards (hereinafter IFRS) as adopted by
the European Union. IFRS as adopted by the EU do not currently differ from IFRS as issued by the
International Accounting Standards Board (IASB), except for certain hedge accounting
requirements under JAS 39 which have not been endorsed by the EU. The Company has determined
that the unendorsed hedge accounting requirements under JAS 39 would not impact the financial
statements had they been endorsed by the EU at the balance sheet date. [FRIC 4 ‘Determining
whether an Arrangement Contains a Lease’ is the only new standard or an interpretation of a
standard which became effective from 1 January 2006 and is applicable to the Company. The
IFRIC 4 has been adopted in the preparation of the statements without any impact on the
accounting principles and financial statements.

At the time of preparing the current financial statements, the following new IFRS standards and

interpretations have been issved, which shall be mandatory for the Company’s financial statements

prepared for accounting periods beginning on or after 1 January 2007:

¢ IFRS 7 ‘Financial Instruments: Disclosures’ shall be applied to the annual periods beginning on
or after 1 January 2007;

e IFRS 8 'Operating segments’ shall be applied to the annual periods beginning on or after 1
January 2009;

¢ [IFRIC 7 ‘Applying the Restatement Approach under IAS 29 Financial Reporting in
Hyperinflationary Environments’ shall be applied to the annual periods beginning on or after 1
March 2006;

e IFRIC 8 ‘Scope of TFRS 2’ shall be applied to the annual periods beginning on or after 1 May
2006;

e IFRIC 9 ‘Reassessment of Embedded Derivatives’ shall be applied to the annual periods
beginning on or after 1 June 2006;

e IFRIC 10 ‘Interim Financial Reporting and Impairment’ shall be applied to the annual periods
beginning on or 1 January 2007;

¢ [FRIC 11 TFRS 2 on Group and treasury shares transactions‘ shall be applied to the annual
periods beginning on or after 1 March 2007;

¢ [FRIC 12 Service concession arrangements ‘ shall be applied to the annual periods beginning
on or after 1 January 2008.

IEFRS 8, IFRIC 10, IFRIC 11 and IFRIC 12 have not yet been endorsed for use in the EU, however
endorsement is expected by the time the standards and interpretations become effective. Based on
management’s best estimate the implementation of the standards or interpretations mentioned
above will not have an impact on the Company’s financial statements in the future.

The functional currency of the Company is Estonian kroon. The financial statements are prepared
in Estonian euros (euros) rounded to the nearest thousand, unless otherwise indicated. The financial
statements have been prepared on a historical cost accounting basis, unless specified otherwise.
Initial acquisition cost includes all costs directly related to the acquisition of the asset or liability.

The financial statements in euros are converted using the Bank of Estonian official fixed exchange
rate of 15.6466 EEK per EUR from the original accounts prepared in euros for the same period.

Lol - T
Management Board:
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AS TALLINNA VESI

NOTES TO THE ANNUAL ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2006

The financial statements do not include the segment reporting as there are no geographical
segments and no clearly distingnished business segments related to the activities of the Company.

The main accounting principles applied in the preparation of the financial statements are detailed
below.

Critical accounting estimates

Management has made an assessment of the key assumptions concerning the future and other key

sources of estimation uncertainty at the balance sheet date that have a significant risk of causing

material adjustment to the carrying amounts of assets and liabilities within the next financial year.

The most important areas of estimates contained in the financial statements are the following:

¢ Management has estimated the useful lifetime of property, plant and equipment and intangible
assets. The results of the estimates are disclosed in the section ‘Tangible and intangible fixed
assets’ below, and the information about the carrying amounts is disclosed in note 7 to the
financial statements.

e The Company has made a specific tax accrual for pollution taxes foregone. As the decision to
exempt the Company from payment of these taxes has not yet been received from the Ministry
of Environment the management of the Company has made the decision not to release the
accrual (sec the details in note 10). Exemption from payment of these taxes in 2007 would
decrease the Company’s liabilities by 850 thousand euros and respectively would increase net
profit.

Foreign currency transactions

Foreign currency transactions are recorded on the basis of the foreign currency exchange rates of
the Bank of Estonia at the date of the transaction. Monetary assets and liabilities recorded in foreign
currencies in the financial statements have been converted into Estonian euros based on foreign
currency exchange rates valid at the Balance Sheet date, Profits and losses due to exchange rate
changes are aggregated and shown in the Income Statement. Gains and losses from foreign
currency transactions are recorded in the Income statement on net basis.

Financial assets and liabilities

Financial assets are cash, trade receivables, accrued income, other current and long-term
receivables including the derivatives with positive value. Financial liabilities are accounts payable,
accrued expenses, other current and long-term liabilities including the derivatives with negative
value.

Financial assets and liabilities are recognized at acquisition cost, which is assumed to be a fair
value paid for or gained from that asset or liability. Financial assets and liabilities are recorded in
the Balance Sheet when the Company acquires ownership according to the financial asset or
liability contract conditions.

Loans are recorded at the value of the proceeds received, net of direct transaction costs, which are
accounted for on an accruals basis proportionally to the income statement during the loan
agreement validity period. As the transaction costs have been considered immaterial compared to
the loans received, no effective interest method is implemented.

AEE S Bt
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AS TALLINNA VESI

NOTES TO THE ANNUAL ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2006

The interest rate swap is initially recognised at fair value at the date the interest rate swap is entered
into and is subsequently remeasured to its fair value at each balance sheet date. The resulting gain
or loss is recognised as a profit or loss immediately. The fair value of the swap is recorded either in
current assets or in current liabilities depending on the swap’s positive or negative value.

Cash and cash equivalents

Cash and cash equivalents within the Balance Sheet and the Cash Flow Statement comprise of cash

. held on the Company premises, cash in bank accounts and short-term, risk free, liquid bank

deposits convertible into cash within a three month period without penalty.

Receivables

Receivables are presented using the amortized cost method. Provisions for accounts receivable that
are considered to be doubtful are recorded in the Income Statement under ‘Other income/
expenses(-)’ and a respective allowance is recorded on the Balance Sheet line ‘Customer
receivables’. Accounts receivable from previous periods that were recorded as doubtful, but that
were received during the year, are recorded on the same expense account as a reverse entry.
Receivables which cannot be collected, or the collection is considered to be economically not
Justified, arc evaluated as un-collectible and written-off from the Balance Sheet.

For evaluation of the doubtful debts the individual debts are grouped by age based on the practical
experience and the following percentages are applied in the doubtful debt calculation:

61 to 90 days 10%;
91 to 180 days 30%;
181 to 360 days 70%;
over 360 days 100%.
Inventories

Raw materials and spare parts are recorded at acquisition cost, which consists of purchase price,
non-recoverable taxes, freight costs and other direct costs, less discounts and subsidies received.
Any inventories received at nil cost are recorded at zero value.

Inventories are recorded on the Balance Sheet at the lower of acquisition cost and net realizable
value with any impairment recorded in the Income Statement to ‘Other income / expenses(-)’. The
acquisition cost of inventories is accounted for by using weighted average acquisition cost method.

Assets for sale

The land and buildings held for sale in the ordinary course of business are classified as assets for
sale, as management has made the sale decision and will endeavour to make every effort to do so
during the next financial year.

Assets for sale are measured at cost. For assets for sale the depreciation is stopped after the decision
is taken to move the assets to the assets for sale group.

Tangible and intangible fixed assets

Fixegl»a@sets used for production, services or administration purposes that have a
n/lin/imum useful lifeti Kof 1 year and with an acquisition value exceeding 639 euros. Assets that

N E- r .
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AS TALLINNA VESI

NOTES TO THE ANNUAL ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2006

have a value less than this are only accounted as fixed assets if the item is an essential part of
fixed asset or if the expected useful lifetime is considerably longer than 1 year and the asset has
an important role in the provision of key business process (for example the water meters used to
measure consumption).

Before 2006 the minimum value of a fixed asset was 128 euros. As a result of the increase in the
minimum value to 639 euros, additional depreciation of 33 thousand euros was expensed to the
profit and loss account with respect to assets capitalised in prior years with an original costs of
less that 639 euros. The initial acquisition value of these assets was 94 thousand euros. The
additional depreciation for the year is recorded mainly within ‘Cost of goods sold (main operating
activities)’.

Fixed assets are recorded at acquisition cost, which comprises of purchase price, non-recoverable
taxes and all other direct costs required to take the fixed asset object into operation, including
internal directly related labour costs. Capitalisation of internal labour costs is based on hours
worked on the acquisition of asset. In addition to salary costs all other employee related costs are
capitalized in the same proportion.

Unfinished pipelines — new connections include the costs of acquiring water or sewerage pipelines.
After completion of construction and the concluding of the connection contracts with customers the
costs related to the acquisition of these pipelines are recorded within costs of goods sold to ensure
the correct matching of revenues and expenses in the same accounting period. Remaining expenses
relating to the construction, that are not directly compensated to the Company, are recorded within
the Balance Sheet as ‘Tangible assets’.

Depreciation is calculated on a straight-line method. The depreciation rate of each fixed asset is
based on the fixed asset’s useful life, using the following rates:

buildings 1,25-2,0 % per annum;

facilities 1,0-8,33 % per annum;

machinery and equipment 3,33-50 % per annum;
instruments, facilities ete. 10-20 % per annum;
intangible assets 10-33 % per annum.

Land is not depreciated.

VVVYY

In exceptional circumstances rates may differ from the above rates if it is evident that the useful
lifetime of the asset varies materially from the rate assigned to the respective category.

Depreciation and amortisation of fixed assets are recorded in the Income Statement according to the
business’ use of the relevant asset, i.e. in ‘Gost of goods sold (main operating activites)’or in
‘Marketing expenses’ or in ‘General administration expenses’.

Prepayments for fixed assets and construction-in-process, including unfinished pipelines — new
connections, are recorded as fixed assets and are not depreciated.

Improvements to fixed assets are capitalised if the properties of that asset are improved
substantially or, as a resuit of the improvement, the useful life of the asset will be extended, or it is
forseen that additional future revenues will result. Maintenance and repair works are expensed in
the period incurred.

Signed for ideniilication Jurposes: ‘
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AS TALLINNA VESI

NOTES TO THE ANNUAL ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2006

Balance Sheet and amortised on a straight-line basis for a period of up to 5 years. If the software is
necessary to take computer hardware into use, the acquisition cost of such software is capitalised in
the acquisition cost of the hardware and depreciated according to the useful life of the hardware.
Research costs are expensed.

Impairment of tangible and intangible assets

At each balance sheet date, the Company reviews the carrying values of its tangible and intangible
assets to determine whether there is any indication that those assets have suffered an impairment
loss. Individual assets with no realization value are removed from operations and the net balance
sheet value is recorded in the Income Statement to the lines ‘Costs of goods sold — main operating
activities’, ‘Marketing expenses’ or ‘General administration expenses’ depending on purpose of
asset usage before the impairment.

Liabilities

Liabilities with payment terms of more than one year after the balance sheet date are considered to
be long-term liabilities. All other liabilities are considered to be short-term liabilities.

No long-term employee benefit schemes are applicable to the Company. The company has made an
internal decision to pay bonuses to the employees based on the accounting year results of the
company and other individual performance criteria. The expected cost is recorded on the Income
Statement as an expense and on the Balance Sheet as a short-term liability.

As profits are not taxable in Estonia no deferred tax liabilities are applicable. Taxation is described
more thoroughly in notes 10 and 22.

Provisions

Legal or contractual liabilities which have arisen during the financial year or previous periods,
which are reasonably expected to result in abandoning the asset and result in costs that can be
reliably measured at any point in the future, but the final cost or term of payment is not firmly
fixed, and the expected loss from the liquidation of financial assets existing independently of the
Company’s future actions, are accounted for as provisions. Provisions for losses are recorded using
the best evaluations made by the management of the Company. The final costs of such transactions
may differ from these estimates.

Contingent liabilities are not recognised on the balance sheet. The Company had no known
contingent liabilities at the time of the preparation of the financial statements.

Reserves

Statutory legal reserve is recorded based upon the requirements of the Commercial Code and
comprises of the allocations made from net profits. The annual allocation must be at least 5% of the
approved net profit of the financial year until the statutory legal reserve is equal to 10% of share
capital.

i
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AS TALLINNA VESI

NOTES TO THE ANNUAL ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2006

Accounting for Ieases

Lease contracts are considered as finance leases if all relevant risks and benefits with reference to
the ownership of the asset are borne by the lessee, otherwise the lease contract is considered as an
operating lease.

Operating lease payments are recorded as an expense during the period incurred i.e. the asset is
neither recorded as a fixed asset nor is it depreciated.

Assets acquired under a finance lease and finance lease liabilities are recognised on the balance
sheet of the lessee. If ownership is expected to be transferred to the lessee, depreciation is
calculated in the usual manner.

Revenues

Sales revenue is recorded on an accrual basis at the fair value received or receivable. Sales
comprises of the income received from goods and services sold after the deduction of sales
discounts.

Sales income from goods is recorded in the period when all material risks and benefits related to the
ownership have been delivered to the purchaser, the proceeds from the sale of goods is probable
and the revenue and the costs related to the goods are reliably identified. Sales income from
services is recorded in the period when the service has been provided, the proceeds from the
provision of the service is probable and the revenue and the costs related to the provision of the
service are reliably identified.

Connections revenue is recorded when construction is completed and the connection contract is
concluded, ensuring the correct matching of revenues and expenses in the same accounting period.
If the construction works of new connections is not compensated by the property owner and takes
place in a different accounting period from the connection contract completion date, then the
revenue and costs are booked in the accounting period when compensation confirmation is
received.

Chairman of the Management Board:
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AS TALLINNA VESI

NOTES TO THE ANNUAL ACCOUNTS

FOR THE YEAR ENDED 31 DECEMBER 2006 (thousand EUR)
NOTE 2. CASH AND CASH EQUIVALENTS 2006 2005
Cash and bank accounts 1101 2992
Short-term deposits 14 839 10242
Total cash and cash equivalents 15940 13234
NOTE 3. CUSTOMER RECEIVABLES 2006 2005
Accounts receivable 4902 4 738
Allowance for doubtful debts -333 -473
Total customer receivables 4569 4 265

Impairment costs of receivables:

Write off of uncollectible receivables -39 -69
Proceeds from uncollectible receivables 1 14
Change in allowance for doubtful debts 140 22
NOTE 4. ACCRUED INCOME AND PREPAID EXPENSES 2006 2005
Fair value of the interest rate swap 28 0
Accrued interest ' 14 11
Other accrued income 13 1
Prepaid taxes 17 71
Other prepaid expenses 232 255
Total accrued income and prepaid expenses 304 338
NOTE 5. INVENTORIES

Inventories consist of raw materials and are shown net of provisions for obsolete assets. Old raw materials
with a nature and value only specific to the Company are considered obsolete, subject to the assumption
that management has made all reasonable efforts to sell the unnecesary assets during the year. The most
likely outcome for the majority of these assets is treatment as scrap with no material revenue to the
Company. These items have been fully provided in the accounts in 2003 in the amount of 14 thousand
euros. Any subsequent revenues received on the sale of these assets have been immaterial in value and have
been offset against the value written off,

NOTE 6. ASSETS FOR SALE 2006 2005
Asset for sale ' 48 32
Prepayments for the land related to the assets for sale 57 57
Total assets for sale 105 89

: G forid ; crnnse Chatrman of the Management Board
{ 3‘10“@ for ideniificafomrpose

|
[

26

Mm; it Best




LSOP UPRY N0 SY . |

]
| LT
j |
u_ “m@mﬂo.mﬂ,w. muﬁﬁﬂm@ﬁw LI @Oﬂw_ﬁ@ / *GO0T Ul SOIN3 PUESTION) 50 SBM $19$SB POXH 01 pasifendes 1sa1siuy
e "Aeanoadsal Oz puw GOOZ UT SO PUBSNOY) /7 PUR SOINI PUBSTION] 95T SEM SISEA] 90UBUL} JO SNEA J231S 30ULIRq BN
‘sasodmd uenonpord Jof 23esn JayUny J[]EUA JOU 520D 12SSE 2] JO UONIPUOD ) J1 JJO UMM IIB $§1ISSE PIXL]
958 9£1 696 T 6¢ 6LT 88 L 658 S (44 9sE £1 SE6 L8 £5T 81 200TTII'1E
£LS tET 625 T 8L e 6L69 8509 98 6707 781 S8 L0881 SOOTIIIE
178 971 Ilo 1 €9 3% 605 s e 8¢ W6 Tl 106 €8 97591 POOTILTE
IN[EA HOOq IIN
€11 89 vor 1 6TL ; 0 0 969 I8 0¢ L6 OF 08¢ HWOTL e
9Lg 1- 8- 0 0 0 1 651~ 9zs- 6£T- ¥ (=) JJo-ualiiem pue plos s}osse paxy Jo uonereIdacy
08T ¢ Set 9zZ1 0 0 0 811 81 e oz L¥e uoneraidac
60t 9 9501 £09 0 0 0 LEL 94T 61 861 6¢ 655 ¢ SH0TTIIE
6% 1- zl- 0 0 0 0 zl- P81 1- ele- oL~ () Jyo-uanuim pue pios s12sse paxy Jo uonepadacy
TE0 S 9Eg €81 0 0 0 L8 LeTe 1161 8T uonepadag
89409 el 0st 0 0 0 99 0 8L 005 LE 08t € PHTIITE
woneR3adap pagMUINIIY
696 FOT €0 jrAn 6Ll 88F L 658 & [IrAN 691 ¥t 906 8TI pS0 T YT IIIE
1] ge6 LET ZI- 601~ £30 6 95 veo e 191 ¢ 61 $531901d U S1a8SE WO UOLROLISSE
907 9- 0 0 0 90T 9- 0 0 ] 0 ) souradid pasusdxg
EL- [} 0 1g- ) 65- 0 o] 0 0 $9503dx3 0] UOTIRILJISSB]IAY
& 0 0 0 T £ 0 1] 0 0 193Ys SOUB[RY WYIIM UONLILISSE[O0H
£86- il 0 0 0 0 651~ Cle- 9 0 SIaSSE PIXIY JO JJO-OIITAN
owov I- 0 ] 0 0 o 0 Sze- £LG- £0%- S1955% [RIXIY JO QBS
£5L 61 0 0 0 978 9 9%6 8 0 0 0 0 uonismboy
£88 L61 585 ¢ 588 T 6L69 8509 €Tl £81ze 08¢ ¥TI1 9E SHTIITE
0 6F8 1 [LZ 997 1- 91t EvL 8- 161 Sor T LLTE 626 T $521802d UT 519558 UICI] UOTBIJISSRI9Y
0%t T- 0 0 0 [0]8 0 4] 0 0 0 saupfadid pasuadxy
<1 0 0 It- 0 ¥ 0 0 0 0 sosuadys 0) UOHRILISSEIINY
sl 0 0 0 0 0 0 0 eI 0 133Ys avHereq URPIA BOLBILISSTIOSY
e - cl- 0 0 0 0 zl- 610 £ S0z~ £o- SI3SSE PAXIE JO JJO-SILAL
S0Z- 0 0 0 1] 0 0 Tel- 8- & SIASSE PAX]] JO AXE
297 ¥1 0 0 99T 1 ESLY EPe 8 0 1] 0 0 uonismboy
685 L8T SPL T €19 ££T 60 S 09c9 o1 066 0 or 121 L06 61 FOOZ'TIIE
18 1500 uoinsinboy
5jasse 500 SJasse SUMIDAUUGT  SUOLIIUCILD wwdinbs  juswdinba saney s8urppmq
aqSuesm  yudwdopdaagg Paxiy 10) Mmau UOT = SJISSE [BYO pue pue pugy
$19551 JUIATND 130 jwowmidedaag  -sompdd  pagsmgup Adouyoey
-uou apqrduejuy pus sasua| paysiuun
pue q3ue) [glof, pasmboy
sjasse quueyug ssardoxd ur spassy SN ) $)assE JqIuey,
SLASSV INHYIND*NON HTIIONVINI ANV ATIIONVL L ALON
(MNA puesnoy) YT YHAWHDAA 1€ CHANT YVHX HHL 304

SINAODDV TVANNY HHIL OL SALON
ISHA VNNITIVL SV




1pIROY JUSUSTRURIA 3Y) 1O URULIEUD 87
oo 2 5 e S
S LS A
LS Vet ot
= ki , 050 5L £68 5¢ LOT 68 o€ oL
Ieak ¢ 0f 0 0 0E 35E3] 22URUL]
. ; = ! sread g 00 LE 008 T 000 ST 0 jueg ESpION
sasodyrd T1oLTITOPI 07 peugis M sreak g 005 LE £6€ €1 Lo1vz 0 e
poutad juomieday [®0y, SI83A G J3AQ) s1eaf §-T ABIA T WBI S5
:$21BD 2np AQ SMO(j0) S8 2k sjuswAedar sy
"SIORIUOD 2U) YIIM 20UBPIOIIE U] $158q £1193eND 10 Ajyiuots & uo sjuswiedsy 25BS] 2ONRUIL]
“JusureaIse ueof ot ur paarde surksl Juawkedar ayy Yiim 20UEPIOIOE UT JOQUISAON Pug KByl ul Ieak B 201M) PR 2q [ siuawledar syl T Qg Ul Mels sjuemkedal ueo| Jury BIPION
“USWIXATEE URO] dy) Ul passFe SULIS) JULARdT I} YITM SOUEPIOODE UT ISqUISAGK] PuE Fe[A Ul Juak B 201a) apews aq [ siuauidedal 241 g0z ut Meys sjuamiedss ueo] addgs
potiad syusmieday JweN
"7 910N Ul PajedIpul e Sueo| Sy JO S[eJIR[[0D I,
" s3uromog], s3u1] 19915 aoure[eg U0 PIPI0sar [aanoadsal s1 suro| pur aswa] SouBLL A Jo ired wra)-Suo] Ay,
" s3urmornoq wie) Suoj jo uontod yUSLIND, SUI] 10US SOURFRY U0 PIPICIV] SIE S)IP WLS)-LIOYS [[Y
LLsyL o€ LES¥L 9T £8S vL 988 vL sdmmorroq jejo,
L00T°90 €98 -y 0 0g 0t 8- (41! LIOT 58I oUBULY
LTS vL 0 LIS VL 9s Liv ¥L 698 €L SuBopjueq [ejo],
L1070 LI- 0] LE- (4 6lI- 61~ SO0T'1T  $1S00 Ueo] ESueq BapION
£10T'50 vz'o 00§ Lg 0 005 LE 0 00S Lt 005 LE . S00Z°LI Hueq vapIoN
+ Joqung ney g

S10T°S0 98Y- 0 95t ¥& 01¢- TrLI- 200zl 81500 URd] QY gH
$10T°s0 L9y 00S Lg 0 00S LE 0 005 LE 005 L 00TTI aygg
apep Apmepy % 9e13sarajul  uoptod uon.sod 90GT T IE 9007 Sulanp S00ZZI'IE PIATINAI URDT] 9Ep uULoy pnuse|edueg

way-Fuoy ULIN-LIOYG junowre [enpisay]  syvwisdoy JUNOWIE [ENPISIY

*$MO[[0] 5B A5 51Q3p aanoadsal ul 90Z Burnp sadurya o puk gpOT T[T JO ST SToNESIo 1Gep uLe)-Suo] pue un-puoys s Auedwo) oy

SONIAOTAOT WAHL-DONOT ANV WIHL-THOHS '8 ALON

(MNH puesnoy)

9007 YAIWADAA T HAANT AVIA THL 40d
SINODJV TVINNY HHL O SHLON

ISHA VNNITIVL SV



AS TALLINNA VESI

NOTES TO THE ANNUAL ACCOUNTS

FOR THE, YEAR ENDED 31 DECEMBER 2006 (thousand EUR)
NOTE 9. TRADE AND OTHER PAYABLES

Balance Balance Short-term Long-term

amount amount portion portion
Liabilities 31.12.2005 31.12.2006 31.12.2006 31.12.2006 Maturity date
Accounts payable - operating expenditures 1022 980 989 0 until 31.12.2007
Accounts payable - capital expenditures 1235 3359 3359 0 until 31.12.2007
Factoring 0] 17 17 0 uontl 31.12.2007
Payables to related parties 155 139 . 139 0 until 31.12.2007
Payables to employees 741 641 641 0 until 31.12.2007
Interest payable 264 299 299 0 until 31.12.2007
Other accrued expenses 3 4 4 0 until 31.12.2007
Long-term guarantee deposit* 6 6 0 6 04.2102
Total trade and other payables 3426 5455 5448 6
* Long-term deposit is presented in aquisition value.
NOTE 10, TAXES PAYABLE

31.12.2006 31.12.2005 Most common tax rates

Income tax 110 97 23% (2005: 24%)
VAT 376 293 18%
Water usage tax 161 149 0,02 - 0,05 euros/m? (2005: 0,02 - 0,04 euros/m3)
Pollution taxes* 10358 720 218 -1 377 euros/h (2005 218 - 688 euros/h)
Social security tax 217 183 33%
Other 28 i1 0.03 -23%
Total 1950 1452

* Within potlution taxes is an accrual for 850 thousand euros. This accrual is recorded in order to cover the full value of the taxes that the
Company has been exempted up to 31 December 2006. This relates to tax on Nitrogen waived by the Ministry of the Environment in return for
the upgrade of the Waste Water Treatment Works. At this moment in time the Company has not received a reply to the final report of Nitrogen
removal improvement project from the Ministry of the Enviroment, therefore a liability has been recorded.
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AS TALLINNA VESI

NOTES TO THE ANNUAL ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2086 (thousand EUR)

NOTE i1. SHORT-TERM PROVISIONS

Provisions include expected losses from estimated servitudes:
2006 2005

Servitudes 34 18

According to the management estimate there are no ongoing courtcase which will cause any extea cost that would need to be recorded as a
provision or off-balance sheet liability, The provision recorded for servitudes is the management estimate of the expected cost of potential
future payments to private land owners whose use of land has been restricted as a result of the Company's pipelines laid on their land.

NOTE 12. DEFERRED INCOME

2006 2005
Operating revenues incl connection revenues 2092 1468
Prepayments for sale of fixed assets® 230 2914
Total deferred income 2322 4382

*The Company received prepayments based on pre-agreements concluded for the sale of fixed assets including the properties. The actual
revenue from the sale may vary depending upon the final agreements,

NOTE 13. SHARE CAPITAL

At 31 December 2006 the nominal value of the share capital is about 12 782 394 euro (200 001 000 kroons), composed of 20 0600 000
shares with nominal value about of (4,64 euro (10 kroons) per share ( A-share) and one preferred share with 2 nominal value about of 64
euro (1 000 kroons) (B-share).

One B-share has been issued giving the right of veto to the shareholder when voting on the following issues: change in statute, increase
and decrease of share capital, issuance of replacement bonds, termination of Company activities, joining, sharing and rearrangements,
acquisition of own shares and, on demand of management or supervisory board, deciding other issues related to the activities of the
Company that have not been placed in the sole competence of the General Meeting by law. The B-share grants the holder the preferential
right to receive a dividend in an agreed sum about of 640 eurc (10 thousand kroons).

At the beginning of 2005 United Utilities (Tallinn) B.V. owned 10 086 957 (50,4%) A- shares and the City of Tallinn owned 9 913 043
A- shares (49,6%) and 1 B- share. In May 20035 an initial public offering (hereinafter IPO) took place, with the existing shareholders
selling down total 6 000 000 shares in direct proportion to their original shareholding. The shares of the Company were listed on the
Tallinn Stock Exchange on 1 June 2005. As of United Utilities (Tallinn) B.V. owns 7 060 870 (35,3%) A- shares, the City of Tallinn
owns 6 939 130 (34,7%) A- shares, with 6 000 000 shares in free float.

Morgan Stanley + Co International Equity customers owned 1 374 533 (6,87%) shares and Citigroup Global Markets Ltd. Owned 1 000
000 (5%) as of 31.12.2005, Other shareholders owned less than 5% of the shares as of 31.12.2006.

From Supervisory and Management Board members only lan John Alexander Plenderleith and Roch Jean Guy Antoine Chéroux owned
110 and 262 shares respectively, both proportion in shareholding was approximately 0 as of 31.12.2006.
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AS TALLINNA VESI

NOTES TO THE ANNUAL ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2006 (thousand EUR)

NOTE 14. NET SALES
2006 2005

Revenues from main operating activities

Water supply service 18 486 16789
Waste water disposal service 16 600 14 882
Stormwater treatment and disposal service 1921 2977
Fire hydrants service 192 130
Other works and services 456 368
Total revenues from main operating activities 37 655 35 146

Revenues from other operating activites
Water, sewerage and storm water connections construction
income 6 650 2691

TOTAL NET SALES 44 305 37 838

100 % of AS Tallinna Vesi revenue was transacted within the Estonian Republic.

NOTE 15. PERSONNEL EXPENSES

2006 2005
Salaries and wages -3 230 -3 384
Social security taxation _ -1 076 -1134
Staff costs total -4 305 -4 518
Average number of employees during the reporting period 322 337
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AS TALLINNA VESI

NOTES TO THE ANNUAL ACCOUNTS

FOR THE YEAR ENDED 31 DECEMBER 2006 (thousand EUR)
NOTE 16. COSTS AND EXPENSES
Cost of goods sold (main operating activities)

2006 2005
Tax on special use of water : -642 -578
Chemicals -1 319 -861
Electricity -1572 -1510
Pollution tax ~766 -441
Staff costs , -2973 -2 920
Research & development -8 -12
Depreciation and amortization -4 683 -4 703
Other costs of goods sold -2 131 -1 888
Total cost of goods sold (main operating activities) -14 095 -12 914
Cost of goods sold (other operating activities)
Water, sewerage and storm water connections construction
cost -6 206 -2 450
Marketing Expenses
Staff costs -301 -305
Depreciation and amortization -157 -12
Other marketing expenses -154 -116
Total cost of marketing expenses -612 -433
General Administration Expenses
Staff costs -1031 -1292
Depreciation and amortization -340 -317
Other general administration expenses -1 909 -2 497
Total cost of general administration expenses -3 280 -4 107

Other income/expenses - In both 2005 and 2006 other income/expenses includes, the profits recognised on the sale of
fixed assets during the period, the movement of the bad debt provision during the year and provisions recognised and
released throughout the financial period. It also includes income and costs generated from a consultancy project in the

Republic of Tajikistan.

In total, the costs for the period ended 31 December 2005 include TPO costs of 1 662 thousand euros, being made up of
1 274 thousand euros for services and 388 thousand euros for staff bonus costs. Of the total costs for services 543
thousand euros are included in other income/expenses with the balance posted against the category where the cost was

incurred.
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AS TALLINNA VESI

NOTES TO THE ANNUAL ACCOUNTS

FOR THE YEAR ENDED 31 DECEMBER 2006 (thousand EUR)
NOTE 17. FINANCIAL INCOME AND EXPENSES _

2006 2005
Interest income 422 317
Interest expense -3 162 -4 940
Other financial income / expenses (-) -6 -33
Tetal financial income / expenses 2747 -4 655
NOTE 18. DIVIDENDS

2006 2005
Dividends declared during the period 10034 7158
Dividends paid during the period 10034 7 158
Income tax on dividends declared -2 997 -2 260
Income tax accounted -2 997 -2260
The income tax rates were 23/77 and 24/76 respectively in 2006 and 2005.
NOTE 19. EARNINGS AND DIVIDENDS PER SHARE

2006 2005
Earnings per share from continuing operations:
Earnings for the purposes of basic earnings per share (net
profit for the period minus B-share preference rights) 15 852 11143
Weighted average number of ordinary shares for the
purposes of basic earnings per share 20 000 000 20 000 000
Earnings per share in euros 0,79 0.56
Dividends per A-share in euros 0,50 0,36
Dividends per B-share in euros 639 639

Diluted earnings per share for the periods ended 31 December 2006 and 31 December 2003 are equal to the earnings per

share figures stated above.
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AS TALLINNA VESI

NOTES TO THE ANNUAL ACCOUNTS

FOR THE YEAR ENDED 31 DECEMBER 2006 (thousand EUR)
NOTE 20. NOTES TO THE CASH FLOW STATEMENT
NOTE 20A. PIPELINES FINANCED BY CONNECTION FEES
2006 2005
Revenue
Connection fees from pipelines taken into use 6 650 2691
Increase in prepayments for pipelines 606 495
Change in accounts receivable from pipelines =55 213
Offset with liabilities 0 -45
Connection fees received 7200 3355
Acquisition cost of pipelines taken into use -6 206 -2 450

The connection fees from and the aquisition costs of pipelines taken into use are eliminated from "Cash
flows of operating activies" as these are recorded within "Cashflows from investing activites". The net
amounts eliminated were respectively -510 thousand and -241 thousand euros in 2006 and in 2005.

NOTE 20B. CHANGE IN CURRENT ASSETS AND LIABILITIES

In addition to changes in the balance sheet, current assets and liabilities are changed as follows:

Current assets
Change in balance sheet

Adjustments:
Change in money balance

Changes between fixed assets and current assets

Assets sold from assets for sale

Change in deferred interests

Offset of debts

Change in construction income debt

Cash from/to long-term deposit
Total change in current assets

Current liabilities

Change in balance sheet

Adjustments:
Change in finance lease and loan costs
Change in payables for capital investments
Prepayments for the sale of fixed assets
Change in construction income prepayments

'Iym&wn\tliabﬂiﬁes
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2006 2005
2992 -7 807
2 706 6779
5 -15

71 0

31 6

0 2

55 213

0 4956
-265 3691
426 -2 496
20 6199
2141 116
2684 2914
-606 -495
383 410
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AS TALLINNA VESI

NOTES TO THE ANNUAL ACCOUNTS

FOR THE YEAR ENDED 31 DECEMBER 2006 (thousand EUR)
NOTE 20. NOTES TO THE CASH FLOW STATEMENT (continued)
NOTE 20C. PAYMENTS FOR FIXED ASSETS
2006 2005
Acquisition of fixed assets -15753 -14 262
Adjusiments:
Change in accounts payable related to investments 2141 -116
Offsetting of payments for investments 0 47
Interest capitalization 0 69
Capitalization of operating cxpenses 1337 1488
Total payments for fixed assets -12274 -12774
NOTE 21. COMMITMENTS
Leased assets
2006 2005
Total operating lease expense for computers and vehicles 342 307

Minimum operating lease payments are as follows:

Less than 1 year 312
1-5 years 365
Total minimum lease payments 677

As of 31.12.2006 the Company had taken commitments for capital investments, i.e. concluded contracts and

requested works with purchase orders in the amount of 4 371 thousand euros.
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AS TALLINNA VESI

NOTES TO THE ANNUAL ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2006 (thousand EUR)

NOTE 22. CONTINGENT INCOME TAX ON DIVIDENDS

According to the Estonian Income Tax Act the accrued profit of a resident legal entity is not subject to tax, as tax is
charged only on dividend distributions. Pursuant to the Income Tax Act Section 50, effective since 1 January 2003,
resident legal entities are liable to income tax on all dividends paid and other profit distributions irrespective of the
recipient. The tax rate applicable is 23/77 on the amount of the dividends payable in 2006; in 2005 the rate was
24/76. Since 1 January 2007 the rate is 22/78.

The potential tax liability that may occur if all distributable retained earnings should be paid out as dividends is not
reported on the Balance Sheet. The income tax due on dividend distribution is recorded as a tax cost within the Income
Statement during the same period as the dividend is paid.

The Company’s distributable retained earnings as at 31 December 2005 amounted to 34 863 thousand euros.
Consequently, the maximum possible tax liability which would become payable if retained earnings were fully
distributed is 9 833 thousand euros.

NOTES 23. COLLATERAL OF LOANS AND PLEDGED ASSETS

In connection with the loan agreements concluded between the EBRD the Company and between and the Estonian
affiliate of Nordea Bank Plc (hereinafter Nordea Bank) and the Company, the following guarantee contracts were
concluded, which concern the assets of the Company :

a)  Commercial Pledge Agreement in favour of EBRD to the value of 120 000 thousand euros;

b)  Separate Mortgage Agreements in favour of EBRD regarding the properties of Ulemiste water treatment plant
and Paljassaare waste water treatment plant whereby both pledges are to the value of 18 750 thousand euros;

¢)  Combined Mortgage Agreement in favour of Nordea Bank regarding the properties of Ulemiste water
treatment plant and Paljassaare waste water treatment plant to the value of 37 500 thousand euros.

The mortgages in favour of Nordea Bank and EBRD have the same ranking.

d) A Security Agreement is concluded between EBRD and Nordea Bank.

igned for identiicaom BUrBOsEs: i‘, _
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AS TALLINNA VESI

NOTES TO THE ANNUAL ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2006 {thousand EUR)

NOTE 24. RELATED PARTIES

Transactions with related parties are considered to be transactions with members of the Supervisory Board and Management Board,
their relatives and the companies in which they hold majority interest and transactions with shareholder having the significant
influence. Dividend payments are indicated in the Statement of Changes in Equity.

The transactions with related parties in 2005 and 2006 and respective balances as of 31.12.2005 and 31.12.2006 are recorded as
follows:

The companies

belonging to the
Tallina City same group with the
Government and United Utilities
related boards (Tallinn) B.V.
2005
Transactions recorded in Working Capital on the Balance Sheet of AS Tallinna Vesi
Deferred income 3 0
Accounts payabie - short-term trade and other payables 0 155
Transactions recorded to the Income Statement of AS Tallinna Vesi
Net sales 4951 0
General administration expenses 0 830
Other income (-)/ expenses 0 32
Transactions recorded to other accounts on the Balance Sheet of AS Talfinna Vesi
Non-current assets incl unfinished assets and new connections 0 862
2006
Transactions recorded in Working Capital on the Balance Sheet of AS Talfinna Vesi
Accounts payable - short-term trade and other payables 0 139
Transactions recorded to the Income Statement of AS Tallinna Vesi
Net sales 4172 0
General administration expenses 0 941
Other income (-)/ expenses 0 1
Transactions recorded to other accounts on the Balance Sheet of AS Tallinna Vesi
Non-current assets incl unfinished assets and new connections 0 741
2006 2005
Management Board fees excluding social tax 134 136
Supervisory Board fees excluding social tax 32 4

The fees disclosed above are contractual payments made by the Company to the management board members. In addition to this
the board members have also received direct compensations from the companies belonging to the group of United Utilities
(Tallinn) B.V. as overseas secondees.

The information about AS Tallinna Vesi shares belonging to the related parties is disclosed in note 13.

T
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AS TALLINNA VESI

NOTES TO THE ANNUAL ACCOUNTS
FOR THE YEAR ENDED 31 DECEMBER 2006

NOTE 25. FINANCIAL RISK MANAGEMENT

The Company operates only in Estonia and the number of international transactions is limited to
specific purchases and loan transactions. The Company still seeks to minimise potential adverse
effects on the financial performance of the Company. A Treasury Department under instructions
given by the Management Board carries out risk management.

The Company’s international transactions are mainly in euros, which rate is fixed against Estonian
euros, all transactions in other currencies may be considered immaterial. Therefore, the likelihood
of being exposed to foreign risk arising from currency exposures is low and as such no specific
activities for foreign exchange management are needed at this moment in time.

The Company's income and operating cash flows are substantially independent of changes in
market interest rates. The Company has no significant interest-bearing assets. The Company has
two loans, from which the first is at a fixed interest rate, the second loan is calculated by reference
to the Euribor 6 Months rate. A proportion of the second loan is supported by an interest rate swap
contract with an upper and lower cap for the interest rate to limit exposure. The contract with
Nordea Bank Finland plc is for a notional amount of 22 185 thousand euros and is valid until 28
May 2009. The fair value of the interest rate swap contract is 28 thousand euros as at 31.12.2006
and is disclosed in note 4.

The Company has no significant concentrations of credit risk. The Company has procedures in
place to ensure that sales of products and services and purchases are only made in accordance with
the Company’s policies. The debt management group participates in the determination of payment
terms and schedules to facilitate the collection of debt and controls the payment discipline of
customers as part of a daily routine, for example by sending out invoice reminders, making debt
follow up phone calls and other debt management tools.

In management of liquidity risk the Company has taken a prudent view, maintaining sufficient cash
and marketable securities funding availability through an adequate amount of committed credit
facilities. Continuous cash flow forecasting and control are essential tools in the day-to-day
liquidity risk management of the Company.

The Company is insured against sudden and unexpected physical loss, damage or destruction,
business interruption and extra expenses, third party claims against the Company including sudden
and unexpected environment pollution damages, Company crime risks, liability of D&O
(management board, supervisory board and members of senior management), accident insurance of
personnel, motor vehicle accidents, theft, vandalism etc.

Chairman of the Management Board:
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Roosikrantsi 2
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Eesti

Tel: +372 640 6500
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INDEPENDENT AUDITOR’S REPORT Reg. kood 10687819

To the Shareholders of AS Tallinna Vesi:

We have audited the accompanying annual accounts (page 15 to 38) of AS Tallinna Vesi, which comprise the
balance sheet as at 31 December 2006, and the income statement, statement of changes in equity and cash flow
statement for the year then ended, and a summary of significant accounting policies and other explanatory notes.

Management Board's Responsibility for the Arnual Accounts

Management Board is responsible for the preparation and fair presentation of these annual accounts in accordance
with Estonian Accounting Act and International Financial Reporting Standards as adopted by the European Union.
This responsibility includes: designing, implementing and maintaining internal contro! relevant to the preparation
and fair presentation of annual accounts that are free from material misstatement, whether due to fraud or error;
selecting and applying appropriate accounting policies; and making accounting estimates that are reasonable in the

circumstances.
Auditor’s Responsibility

Our responsibility is to express an opinion on these annual accounts based on our audit, We conducted our audit in
accordance with International Standards on Auditing. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable assurance whether the annual accounts are free

from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the annual
accounts. The procedures selected depend on the auditor's judgment, including the assessment of the risks of material
misstatement of the annual accounts, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity's preparation and fair presentation of the annual accounts 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 entity's internal control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by management, as well as evaluating
the overall presentation of the annual accounts.

We believe that the andit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.
Opinion

In our opinion, the annual accounts present fairly, in all material respects, the financial position of AS Tallinna Vesi
as of 31 December 2006, and of its financial performance and its cash flows for the year then ended in accordance
with International Financial Reporting Standards as adopted by the European Union.

Sander Kallasmaa _ AS Deloitte Aundit Eesti

Certified Auditor
15 February 2007

. . . . . Member of
Audit.Tax ., Consulting . Financial Advisory. ' Deloitte Touche Tohmatsu



AS TALLINNA VESI

CONFIRMATION OF THE MANAGEMENT AND SUPERVISORY BOARDS TO
THE ANNUAL REPORT FOR THE YEAR ENDED 31 DECEMBER 2006

The Management Board has prepared the management report and the annual accounts of AS
Tallinna Vesi on 15 February 2007.

The Supervisory Board of AS Tallinna Vesi has reviewed the annual report, prepared by the
Management Board, consisting of the Address by the Chainman of the Management Board and the
annual accounts, the Management Board’s proposal for profit distribution and the independent
auditors’ report, and has approved the annual report for presentation on the Shareholders’ General

Meeting,

The annual report has been signed by all the members of the Management Board and Supervisory

Board.

Name

Roch Jean Guy
Antoine Chéroux

David Nigel
Hetherington

Ian John Alexander

Plenderleith

Robert John Gallienne

David John Kilgour

Henry Emanuel Russell

Joanne Bream

Totvo Tootsen

Rein Ratas

Elmar Sepp

Helo Meigas

Valdur Laid

Position Date
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Member of the Supervisory Board
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Member of the Supervisory Board

Member of the Supervisory Board
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