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GENERAL INFORMATION Business name:
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Phone:
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Fax:
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E-mail:
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Internet homepage:
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Main activities:



design, manufacturing and sale of apparel



Form of ownership:



public limited company



Chairman of the Management Board:Peeter Larin Financial Manager:



Marianne Paas



Auditor:
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MANAGEMENT REPORT General information on the Group The Klementi Group is an international apparel group engaged in design, manufacturing and marketing ofwomen's apparel as well as provision of sewing subcontracting services. As of 31.12.2005, the Klementi Group whose parent company is AS Klementi consisted of four wholly owned subsidiaries: Klementi Trading OY, UAB Klementi Vilnius (under liquidation), Klementi Trading AB and SIA Vision. The subsidiaries are engaged in retail and wholesale distribution of apparel in Finland, Sweden, Latvia and Lithuania. The Klementi Group operates a retail store chain under the PTA brand in Estonia and Latvia, and owns a factory stores in Estonia. The Company markets the brands PTA, Mallimari, Piretta and Mastercoat of the Klementi Group through its own retail chain as well as through wholesalers. The factory stores sell apparel from past seasons' collections.



Results of operations of AS Klementi in 2005 In 2005, the consolidated net sales AS Klementi amounted to 7.32 million euros (2004: 8.22 million euros) and the loss amounted to 0.20 million euros (2004: 0.76 million euros). As compared to 2004, the net sales decreased by 10.9% and the loss by 0.56 million euros. As compared to the previous year, the composition of sales has not significantly changed. In 2005, the share of apparel sales in total sales amounted to 77.9% (2004: 78.2%). In 2005, the share of subcontracted products decreased by 19.8%. In 2005, the share of exports in total sales decreased by over 6.1%. The decrease in sales was primarily related to the wholesale turnover in the Nordic countries, especially in Sweden and Finland. As of 31.12.2005, the consolidated balance sheet total of the Klementi Group was 3.32 million euros (31.12.2004: 6.76 million euros), decreasing by 3.44 million euros as compared to the year-end of the previous year. At the end of 2005, AS Klementi sold its registered land and buildings. The cost of the sales transaction was 3.39 million euros and Klementi made a profit of 0.97 million euros from the transaction. AS Klementi continues to operate as a lessee on the same space under a long-term lease agreement. In conjunction with the instalment of the new economics software MS Axapta in 2005, management of retail prices and inventories was more complicated and it had a major negative effect on the results of operations of the Company. Products and markets



From the second half of 2004, the main brand under development has been the PTA brand. Product development activities centred on the PTA brand and a chain of stores redesigned as the PTA retail chain has positively affected retail sale growth. In addition to Estonia, the women's apparel of AS Klementi was sold also in the Nordic countries, Latvia, Lithuania and Russia. In 2005, the largest sales growth occurred in Latvia where apparel sales increased by 20%. In conjunction with the decrease of wholesale trade, sales decreased in the Scandinavian markets. Retail sales



In 2005, the Group's retail sales amounted to 4.08 million euros (2004: 3.88 million euros), increasing by 5.3% as compared to the year before. Retail revenue amounted to 71.7% (2004: 60.4%) of apparel sales. Total retail sales increased by 0.20 million euros, most ofwhich was related to the improvement of efficiencies on retail spaces. As compared to the previous year, retail sales per square meter increased by almost 21 %. In 2005, most of the sales volume was generated in Estonia, whereas Latvia had the largest volume growth of almost 50%. As of the year-end 2005, the Klementi Group had Il stores with the sales space of 2646 square meters (31.12.2004: 10 stores with the sales space of2744 square meters).
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Wholesale distribution In 2005, wholesale of apparel decreased by 0.93 million euros, i.e. 36.7%. This was primarily related to a decrease of apparel sales in the Scandinavian countries. Due to improper positioning of apparel sold under the PTA brand and collections failing to meet expectations in earlier seasons, wholesale of apparel decreased in Sweden and Norway and AS Klementi does not currently sell its apparel in these countries. From the end of 2005, business cooperation was started with the Finnish retail chain Anttila OY and Klementi has been marketing its products under the PTA brand in Finland since March 2006.



Subcontracting sales ln 2005, subcontracting sales volume decreased by 19.8% as compared to 2004. However, the volume of the full service of subcontracting increased in the previous fmancial year, as the customers purchased the full service of making apparel instead of just purchasing the sewing service. As a result, the total profit generated from the provision of subcontracting services increased by 5% as compared to 2004. In addition to services provided in previous years (sewing service, preparation and placement of products, increase and decrease of patterns, cutting, etc.), in 2005 the Company started to offer the service of designing patterns to its subcontracting customers.



Manufacturing ln 2005, the production volumes of AS Klementi decreased by 0.6 million standard minutes as compared to 2004. In 2005, the decrease of production volumes was smaller than in 2004. Despite lower production volumes, improvement of sewing efficiencies of 3% ensured the need for making own products and enabled the Company to meet the budgeted volume of orders for the subcontracting sewing services.



Personnel As of 31.12.2005, Klementi employed 414 people (31.12.2004: 448 people). In 2005, the average number of employees decreased by 68 people or 14%. In 2005, the average number of employees was 417 (2004: 485). In 2005, total wages and salaries at the Group amounted to 2.12 million euros (2004: 2.20 million euros).



Capital expenditures In 2005, the volume of capital expenditures amounted to 0.14 million euros (2004: 0.17 million euros). At the beginning of 2005, the economics software Axapta was installe d, whose stage 1 licenses and developments made for AS Klementi amounted to 0.10 million euros.



Management Board and Supervisory Board ln 2005, remuneration paid to the members of the Management Board amounted to 49.40 thousand euros (2004: 46.02 thousand euros). In 2004 and 2005, the members of the Supervisory Board did not receive any remuneration. Upon the recall of the member of the Management Board, she/he will receive compensation equalling a six-month salary. At the end of 2005, the number of members of the Management Board increased as a result of which the Management Board consisted of three members. From 7 March 2006, the Management Board consists oftwo members.



Financial ratios Profit In 2005, the operating profit amounted to 0.19 million euros (2004: -0.39 million euros). The Company's net loss decreased by 0.56 million euros as compared to 2004.



Balance sheet and financial ratios As of 31.12.2005, Klementi consolidated balance sheet total was 3.32 million euros (2004: 6.76 million euros). As compared to the beginning of the year, the balance sheet total has decreased by 3.44 million euros. The drastic decrease of the balance sheet total is mostly related to the decrease of the
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cost of property, plant and equipment in conjunction with the sale of registered land and buildings in December 2005. As of the year-end 2005, inventories amounted to 1.63 million euros (31.12.2004: 1.81 million euros), decreasing by 0.18 million euros during the year. The main decrease of inventories occurred in workin-progress and materials. Inventories of fmished goods decreased by 0.20 million euros. However, the share of inventories of purchased goods has increased by 0.22 million euros. The change in the structure of inventories is related to the increase of volumes ofpurchased goods from the Far East. As compared to the year-end 2004, trade receivables have decreased by 0.44 million euros. The decrease of receivables is re1ated to the decrease of wholesale trade in the Scandinavian countries in the second half of 2005. In 2005, receivables deemed as irrecoverable and doubtful were expensed in the amount of 0.18 million euros (2004: 0.04 million euros), incl. receivables of subsidiaries from wholesale customers in the amount of 0.10 million euros. As of the year-end 2005, trade payables have increased by 0.22 million euros as compared to the yearend of the previous year. The increase of trade payables is mostly related to large-volume supplies of purchased goods immediately prior to the year-end. Proceeds received from the sale of registered land and buildings were used to pay off debt. As of the year-end, the volume ofborrowings was 0.98 million euros and it has decreased by 3.45 million euros as compared to the beginning of the year. The decrease of other short-terrn payables in the amount of 0.18 million euros arises mostly from the payment of interest payables on loans received from the owners. Key fmancial figures and ratios of the AS Klementi Group in 2005 are the following:



2005



2004



Sales growth vs. last year



-10.9%



-3.7%



Share of apparel in total sales



77.9 %



78.2%



4.3



4.2



9



28



Inventoryturnover



[net sales/average inventory balance]



Length ofreceivable turnover



[(receivables - customer prepayments) / average daily net sales]



Liquidity ratio



[(cuITent assets-inventories)/cuITent liabilities]



0.24



0.26



CUITent ratio



[cuITent assets/cuITent liabilities]



0.95



0.72



EBIT margin



[operating profit/net sales)



2.6%



-4.8%



Netmargin



[net profit/net sales]



-2.8%



-9.3%



Return on equity (ROE)



[net profit/average equity]



-19.3%



-50.4%



Return on assets (ROA)



[net profit/average co st of assets]



-4%



-10.4%



Plans for 2006 In 2006, the expansion of the chain of PTA stores will continue in Estonia and Latvia and preparations will start to exp and the retail chain into Lithuania, the Ukraine and Russia. The main focus of the retail trade is to improve the efficiencies of retail sales. The following steps will be implemented to achieve this: increase the awareness of the PTA brand and activating tactical marketing in stores improvement of methods for managing retail inventories expansion of products within collections introduction of the loyal customer programme in PTA stores. In 2006, the plan calls for doubling the number of PTA stores in Latvia as well as renovating three stores in Estonia.
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The range of products within the PTA collection is planned to be expanded. The main plan calls for the expansion of casual apparel in the apparel collection and increase the range of accessories in the stores. In 2006, a graduaI transition from the basic subcontracting sewing service will continue to be replaced with the full service of apparel manufacturing (so-calledfull-price products), creating additional value for the customer and enabling the Company to use its total resources more efficiently and profitably. Within the framework of installing the economics software Microsoft Axapta, the production module is planned to be installed in 2006 enabling the Company to improve production planning and measure the actual results more precisely. In 2006, capital expenditures are budgeted at 0.13 million euros.



Peeter Larin Chairman of the Management Board
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CONSOLIDATED FINANCIAL STATEMENTS GENERAL INFORMATION AND CONFIRMATION BY THE MANAGEMEBT BOARD OF THE CONSOLIDATED FINANCIAL STATEMENTS AS Klementi is an international apparel group which is engaged in design, manufacturing and marketing of women's apparel as weIl as provision of sewing subcontracting services. In 2005, the average number of employees at the Group was 417 (2004: 485). The parent company is located and has been registered in Tallinn, Estonia. The Group consists of the following companies:



AS Klementi Klementi Trading OY Klementi Trading AB UAB Klementi Vilnius liquidation proceedings) SIA Vision



(under



Country of location Estonia Finland Sweden Lithuania



Participation on 31.12.2005



Participation on 31.12.2004



100% 100% 100%



100% 100% 100%



100%



100%



Latvia



Starting 20 May 1997, the shares of AS Klementi are traded on the open market of Tallinn Stock Exchange. The Management Board confirms the correctness and completeness of AS Klementi consolidated financial statements as presented on pages 8-46. The Management Board confirrns that to the best of its knowledge: 1.



the financial statements have been prepared in accordance with International Financial Reporting Standards as adopted by the European Union;



2.



the financial statements present a true and fair view of the fmancial position, the results of operations and the cash flows of the Group;



3.



aIl known material matters which have become evident by the time of completing the financial statements, have been accounted for and presented in the financial statements;



4.



AS Klementi is a going concern



Pee ter Latin Chairman of the Management Board Il May 200



e Paas er of the Management Board ay 2006



·!nitsialiseeritud ail1ult !dèntm~;I.1~fimisele:i.miS~ks J"al~n(~â .t~:"ihe pUfpose of IdentificatiOn only imCslaaildltmtials L.



/1.



,,...



Kuupaev/date. '/:l.., OS". o~ ,1 PribewaterhouseCoopers, Tallinn



1 1



i



! 1
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•



•



•



•



•



•



•



•



reporting periods which start on or after January 1, 2006. The Group has decided not to apply the changes before the prescribed time. This interpretation does not affect the Group's financial statements. IFRS 6 Exploration for and Evaluation of Mineral Assets. The Group does not have any exploration and evaluation assets, therefore this standard does not affect the Group's fmancial statements. IFRS 7 Financial instruments: Disclosure requirements. IFRS 7 will apply to reporting periods which start on or after January 1, 2007 .. The Group has decided not to apply the changes before the prescribed tirne. This standard requires the disclosure of supplemental information in financial statements. IFRIC 4 Determining whether an arrangement contains a lease. IFRIC 4 will apply to reporting periods which start on or after January 1,2006. The Group has decided not to apply IFRIC 4 before the prescribed time. According to the management, the application of IFRIC 4 at the time the fmancial statements were prepared would not cause any changes in the recognition ofvalid agreements. IFRIC 5 Rights to interests arising from decommissioning, restoration and environmental rehabilitation funds. The Group does not participate in decommissioning, restoration and environmental rehabilitation funds, therefore the given interpretation does not affect the Group's financial statements. IFRIC 6 Liabilities arising from participating in a specifie market: waste electrical and electronic equipment. IFRIC 6 will apply to reporting periods, which start on or after December 1, 2005. The Group has very small participation in a specifie market, which would assume the treatrnent of waste electrical or electronic equipment, therefore this interpretation does not affect the Group's financial statements. IFRIC 7 Applying the Restatement Approach under lAS 29 Financial Reporting in Hyperinflationary Economies. IFRIC 7 will apply to reporting periods which start on or after March 1, 2006. The Group does not prepare the fmancial statements currencies of hyperinflationary economies, therefore the given interpretation does not affect the Group's financial statements. At the date of the issuance of these financial statements this interpretation has not been yet adopted by the EU. IFRIC 8 Scope of IFRS 2 clarifies that IFRS 2 Share-based Payment applies to arrangements where an entity makes share-based payments for apparently nil or inadequate consideration. IFRIC 8 is effective for annual periods beginning on or after 1 May 2006. Earlier application is encouraged. This interpretation does not affect the Group's financial statements. At the date of the issuance of these fmancial statements this interpretation has not been yet adopted bythe EU. IFRIC 9 Reassessment of embedded derivatives. IFRIC 9 concludes that an entity must assess whether an embedded derivative is required to be separated from the host contract and accounted for as a derivative when the entity frrst becomes a party to the contract. Subsequent reassessment is prohibited unless there is a change in the terms of the contract that significantly modifies the cash flows that otherwise would be required under the contract, in which case reassessment is required. IFRIC 9 is effective for annual periods beginning on or after 1 June 2006. Earlier application is encouraged. This interpretation does not affect the Group's financial statements. At the date of the issuance of these financial statements this interpretation has not been yet adopted by the EU.
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