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Corporate Governance Code (CGC)

From 2006, the Corporate Governance Code (CGC) which lays down the general principles for managing
entities and treating shareholders applies to the issuers of equity securities which are listed on NASDAQ
OMX Tallinn Stock Exchange. The CGC principles are recommended to the publicly traded companies and
the entities are free to decide whether to follow the main CGC principles or not. The Corporate
Governance Code is based on the principle of follow or explain according to which an entity shall explain

its standpoints and activities with regard to those CGC provisions which it does not follow.

Merko Ehitus places great value on the equal treatment of its shareholders, the transparency of the
Company’s management processes as well as the reliability of its activities. This report deals with those

CGC principles which AS Merko Ehitus does not follow for technical, economic or other reasons.
I General Meeting of Shareholders

The Company’s highest governing body is the General Meeting of Shareholders, the authorities of which

are regulated by legislation and the articles of association of the Company.

The Company shall announce the time, place, and agenda of the General Meeting as well as the
recommendations of the Supervisory Board with regard to the items on the agenda in a national daily
newspaper, on the Company’s web site and through the stock exchange system. The General Meeting
shall be held at the place shown in the notice, on a working day and between 9 a.m. and 6 p.m.,
enabling most of the shareholders to participate in the General Meeting of Shareholders. Any
shareholder or his authorised representative may participate in the General Meeting. No picture taking or
filming is allowed at the General Meeting, because it may disturb the privacy of shareholders.
Participation in the General Meeting cannot be accomplished through the means of communication
because there are no reliably ways to identify shareholders and to ensure the privacy of participating

shareholders.

On behalf of the Company, the Chairman of the Management Board and the Chairman of the
Supervisory Board shall participate in the General Meeting of AS Merko Ehitus, and if necessary, other
members of the Management and Supervisory Boards shall be involved. The Company does not consider
the participation of all members of the Management and Supervisory Boards in the General Meeting

relevant.
II Management Board

The Management Board of AS Merko Ehitus has four members, and it represents the Company and
manages its daily operations. The activities of the members of the Management Board are divided by
areas of operation: general management and development - Tiit Roben, construction - Andres Agukas,
technology - Veljo Viitmann, finance - Alar Lagus. The Chairman of the Management Board, Tiit Roben,

oversees the work of the Management Board.
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The members of the Management Board have entered into three-year service contracts with the
Company. The Company discloses the total amount of remuneration and bonuses paid to the members
of the Management Board in the annual report, as it believes that the disclosure of personalised
remuneration does not create additional value but disturbs the privacy of the members of the
Management Board. Upon premature termination or non-extension of the service contract and under the
condition that the members of the Management Board shall not compete with the Company, severance
pay shall be paid to the members of the Management Board equalling twenty-four month basic
remuneration of the member of the Management Board.

In paying bonuses to the members of the Management Board, the financial performance of the group
and entities governed by the Management Board shall be considered. On reviewing the quarterly results
of operations, the Supervisory Board of the Company shall review and approve the bonuses payable to
the Management Board. Twenty-five per cent of the bonuses payable on the basis of interim financial
statements shall be withheld and paid after the approval of the annual report by the General Meeting of
Shareholders. No share options have been used to motivate the members of the Management Board.

III Supervisory Board

The General Meeting of Shareholders shall elect the Supervisory Board. The Supervisory Board shall
determine the Company’s operating strategy, endorse the transactions as authorised by the articles of
association, elect the members of the Management Board and monitor the performance of the
Management Board during the time the General Meetings are not held. From 31 October 2008, the
Supervisory Board of AS Merko Ehitus has five members: Teet Roopalu, Jaan Mde, Indrek Neivelt, Olari
Taal and Chairman of the Supervisory Board, Tonu Toomik.

The General Meeting of Shareholders shall approve the remuneration of the members of the Supervisory
Board. The procedure for paying remuneration to the current Supervisory Board was approved by the
General Meeting of Shareholders held at 31 October 2008.

Upon premature termination or non-extension of the powers, no severance pay is paid to the members

of the Supervisory Board.

Simultaneously with the election of the new Supervisory Board at 31 October 2008, the Directorate of
AS Merko Ehitus was set up, the main function of which is the development of the positions in respect of
the group’s strategy and activities for expansion to the markets located outside the Republic of Estonia
and for subsidiaries and associates set up in foreign countries as well as group entities involved in lines
of business requiring specific knowledge. The Directorate shall grant the Management Board its consent
to complete the transactions concerning the Directorate’s functions or shall refuse to grant it. The
Supervisory Board shall oversee the Directorate’s activities. The group’s Directorate has 3 members who

are also members of the Supervisory Board.
IV Collaboration of the Management and Supervisory Boards

To ensure that the Company’s interests are met in the best way possible, the Management and
Supervisory Boards shall extensively collaborate. At least once a month, a joint meeting of the members
of the Supervisory and Management Boards shall take place, in which the Management Board shall
inform the Supervisory Board of significant issues regarding the Company’s business operations, the

fulfilment of the Company’s short and long-term goals and the risks impacting them.
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V Disclosure of information

In disclosing information, AS Merko Ehitus shall follow the rules and regulations of NASDAQ OMX Tallinn
Stock Exchange and immediately disclose important information regarding the Company’s activities to
the shareholders after obtaining reasonable assurance as to its correctness and that the disclosure of
such information shall not harm the interests of the Company and its business partners. In respect of
construction contracts entered into, contracts with the volume of EEK 150 million and higher shall be
disclosed separately in stock exchange releases. Important information shall be disclosed through the
stock exchange system and on the Company’s Web site.

During the year, Merko Ehitus shall not publish the dates for disclosing information, the so-called
financial calendar, because the disclosure of reliable dates would incorporate additional time factor into
the dates and endanger the timeliness of disclosures. Merko Ehitus shall generally publish important
information regarding the Company after the end of the trading day and shall inform its shareholders
about publishing interim financial statements and the annual report at least two days prior to their

disclosure.

If possible, the Company shall participate in the presentations and press conferences arranged by
analysts and investors. The information made available at the meetings is public, i.e. available in the
reports of the Company, on its Web site or other public sources. We believe that the publication of the
schedule for meetings does not provide any valuable additional information for the shareholders and
therefore, such information shall not be published.

VI Election of an auditor and auditing the financial statements

The Company’s financial statements are prepared in accordance with International Financial Reporting
Standards as adopted in the European Union.

In electing the auditor, the Company shall consider auditor’s independence, competence, reliability and
the price of the service. The Company shall not publish the fees paid for the provision of auditing and
consulting services, because such activities may significantly impair the Company’s ability to obtain the

service for a competitive price in the future.

When proposing to elect a new auditor, the Supervisory Board shall also present its rationale for the
change to the General Meeting of Shareholders. In extending the contract with the auditor who audited
the Company in the previous financial year, the Supervisory Board shall acknowledge with its choice that
the auditor has fulfilled the expectations laid on him/her and the Supervisory Board is content with the
quality of the service provided.



