


DelfinGroup 7 Sep 2022
Table of Contents
Investment Summary 1
Company Overview 3
Business Overview 3
Shareholding Structure 5
Management 5
Sector Overview 7
Regulatory Framework 7
Non-bank vs Bank Lending 7
Macroeconomic Enviornment 8
Consumer Loan Market Within Non-Bank Sector 9
Pawn Loan Market i
Point-of-Sale (POS) Loan Market 12
Pre-owned Goods Market 13
Financials 14
Core Assumptions and the Management’s Guidance 14
Consumer Lending Operations 15
Lending rates 15
NPLs and Credit Losses 16
Sale of Pre-owned Goods 17
Debt Funding and Cost of Financing 17
Cost Base 19
Profitability 19
Dividend Policy and Leverage 19
Valuation 21
Discounted Cash Flow 21
Residual Income Model 21
Gordon Growth Model 22
Peer Valuation 22
Valuation Summary 25
Financial Tables 26

INSTITUTIONAL EQUITIES TARTU MNT 2, 10145 TALLINN, ESTONIA  LHV.EE



DelfinGroup

7 Sep 2022

Investment Summary

Taking consumer credit to the next level

AS DelfinGroup (together with subsidiaries hereinafter referred to as ‘DelfinGroup’ or
the ‘Group’, as a parent company referred to as ‘AS DelfinGroup’ or the ‘Company’) is
a licensed non-bank financial services company founded in 2009 and operates under
the brand names Banknote, VIZIA, and Rigas pilsétas lombards (Riga City Pawnshop).
The Group’s core services are consumer loans, pawn loans, and the sale of pre-owned
goods, while the services are provided through two channels, i.e. online and the Group’s
extensive branch network across Latvia. The Group operates more than 90 branches in
38 cities of Latvia and employs over 300 professionals. DelfinGroup has issued more than
EUR 335m in loans and has a total of over 400,000 registered customers. DelfinGroup
has been known on the Nasdaqg Riga Stock Exchange as a bond issuer, and, currently,
it has one bond issue listed on the Nasdag Riga First North bond list. On 15" October,
AS DelfinGroup successfully closed its IPO by raising EUR 8.09m for an 11.74% stake.
Although the majority stake in AS DelfinGroup was sold to a new strategic investor in April
2021, the founder of the Group, Mr Agris Evertovskis, still holds 27.6% of the shares after
the IPO through two of his investment entities, with 57.53% of the Group being indirectly
controlled by the Kesenfelds family and 1.33% held by the members of the management
board. DelfinGroup has made good progress in developing its sustainability features,
focusing on corporate governance, fintech innovation, responsible lending, financial inclu-
sion, and facilitating the circular economy.

The Group is by far the largest player in the Latvian pawn loan market, controlling over
half of this credit segment’s market, while it is currently the second-largest non-bank
consumer loan lender with approximately 11% market share as of 2021. Latvia’s non-
bank consumer lending sector is a relatively new segment and started to develop only
in 2007. Since 2011, the sector has been licenced and supervised by Consumer Rights
Protection Centre (‘(CRPC’). Over the past five years, the regulations have been consid-
erably tightened and licencing fees increased, raising the barriers of entry and initiating
faster consolidation of the sector, however, it has built better consumer trust towards
the consumer lending and market participants. Primarily based on the historical market
trends, consumer lending recovery after the pandemic setback, and developments after
revocation of pandemic-related restrictions in Q1 2022, we anticipate Latvia’s non-bank
consumer loan segment to grow c.a. 8% annually over the next three years. However,
more rapid growth is anticipated for the pawn loan market c.a. 18% annually over the next
three years. Although COVID-19 restrictions impacted the segment more than other con-
sumer lending segments, we anticipate steady volumes for the pawn loan segment going
forward. Backed by the new capital from the IPO, further development of the product
portfolio and both online and offline sales channels, we project DelfinGroup to approxi-
mately double its net loan portfolio during the period starting from 2022 till end of 2024,
expanding its market share in the consumer loan segment to c.a. 18% and pawn loan
segment to c.a. 70%.

We have approached the valuation of DelfinGroup using a combination of income and

Key Numbers (EURm) 2018 2019 2020 2021 2022E* 2023E*
Sales (EURm) 18.9 22.2 23.7 25.5 33.5 42.4
Sales growth (%) 4.6 177 6.7 7.7 31.4 26.7
Net profit (EURmM) 4.5 3.9 44 4.2 7.4 111
EPS (EUR) 3.03 2.61 0.10 0.09 0.16 0.25
P/E (x) - - - 15.0 9.2 6.2
Payout per share (EUR)* 1.49 1.00 0.08 0.08 0.1 0.10
Payout yield (%) - - - 59 7.4 6.5
P/B (X) - - - 37 3.5 2.6
EV/Sales (x) - - - 3.7 2.8 2.2
EV/EBITDA (x) - - - 9.2 8.0 57
EV/EBIT (x) - - - 18.0 10.8 7.7
ROE (%) 94.3 54.6 46.0 31.5 4041 48.2

Source: DelfinGroup for historicals, LHV for estimates. *2022E-2023E multiples are based on the
share price (51" Sep 2022) of EUR 1.514 per share. *Payout per share include dividends and share
capital reduction.

Company Profile

Listing Market: Baltic Main List

Bloomberg Ticker: DGR1R LR
ISIN: V0000101806
Industry (Bloomberg): Financials

Sector (Bloomberg): Financial Services

Website: www.delfingroup.lv

Share Data, as of 5" Sep 2022

Current Share Price (EUR): 1.514
Fair Value Range (FVR), EUR: 1.80-1.99
Upside, % (to mid-point of FVRY): 25.17
52-week High/Low (EUR): 1.563/1.20

3m Avg. Daily Volume (th): 5.37
Market Cap (EURm): 68.61
Ordinary Shares (m): 45.32

Key Shareholders, as of 30" June 2022

LLC L24 Finance 57.53%
LLC EC Finance 18.81%
LLC AE Consulting 8.90%

YTD-Month Price Performance

1.54

1.44

EUR

1.34

1.24

LHV Fair Value Range: EUR 1.80-1.99*

DCF

RIM

GGM

P/E

P/B & ROE
Div Yield

10 14 18 22 26 30

* As of 7" Sep 2022
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market approaches. For the income approach, we used three differ-
ent models: 1) Discounted Cash Flow, 2) the Residual Income Model,
and 3) the modified Gordon Growth Model (GGM), which essentially
identifies the fair P/B ratio-based valuation for the Company. For the
market approach, we used a peer group valuation, which considers
several peer group trading multiples for 2022-2024E. We believe the
income approach is better suited for the valuation of DelfinGroup and
assigned a combined weight of 80% to different income approach
metrics in the total value. Overall, based on DelfinGroup’s current
development and our assumptions, we increase the fair value range
(FVR) to EUR 1.80-1.99 per share compared to our previous FVR of
EUR 1.68-1.82 per share. Using the current share price and our fore-
casts for 2022, the Group would be valued at the following 2022E
multiples: P/E — 9.2x, P/B — 3.5x, and EV/EBITDA - 8.0x, with the re-
spective ratios declining to 6.2x, 2.6x, and 5.7x by 2023E. We believe

that the core attraction of the investment case of DelfinGroup is its
strong market position in the Latvian competitive non-bank consum-
er credit market, enabling it to utilise sufficient economies of scale,
while the additional equity from the IPO strengthens the capital base,
helping to bring down the average cost of debt financing compared
to historical levels and supporting investments into IT and new prod-
uct developments. In sum, we believe that profitable growth along
with appealing dividend yields would be the core of the respective
investment case. The key risk factors to our valuation include poten-
tial economic recession resulting in slower than projected growth
in consumer lending volumes and deterioration of the credit qual-
ity. Furthermore, key risks include downward pressure on loan rates
due to rising competition, European Central Bank interest rate hikes
exceeding our forecast, thus considerably increasing the Group’s
cost of debt, and new extensive COVID-19 restrictions imposed.
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Company Overview

Business Overview

DelfinGroup is the second-largest issuer of non-bank consumer
loans in Latvia. Since its inception in 2009, the Group has issued
more than EUR 335m in loans and already has over 400,000 cus-
tomers. The Group operates under three brands: Banknote, VIZIA,
and Rigas Pilsétas Lombards. Banknote offers consumer loans,
loans secured by personal movable property (pawn loans), Point-of-
Sale (POS) loans, and retail/redemption of pre-owned goods using
a network of 93 branches throughout Latvia and an online platform
for loan application and an online marketplace for pre-owned goods
sales. The Banknote brand business is structured in a manner that
it has strong synergy between its operating segments. VIZIA spe-
cialises in issuing consumer loans online, having a more appealing
brand to the young customer segment.

AS DelfinGroup, formerly known as SIA Lombards24.lv and SIA Ex-
pressCredit, was founded in 2009. The Group rapidly expanded its
pawnshop business across the territory of Latvia, and, in 2011, it
launched consumer lending services. Since the end of 2015, the
Group’s credit portfolio has been growing at a CAGR of 34.7%
reaching EUR 46.1m at the end of 2021, mainly driven by consumer
loan portfolio growth. The Company has successfully raised c.a.
EUR 37m from bonds since 2013, and the Company currently has
two outstanding bond issues worth EUR 15m with one additional
bond issue amounting to EUR 10m in the subscription phase. Last
year the Company redeemed one of the high coupon rate bonds
amounting to EUR 5m (coupon rate 14%) and the other two high rate
coupon bonds worth EUR 8.5m (coupon rates 14% and 12%) were
redeemed before maturity by exercising the call options. In late May
this year, the Company completed the issue of a EUR 10m bond with
the historically lowest annual coupon rate of 8%. After the redemp-
tion of the bonds amounting to EUR 13.5m and a new bond issue
of EUR 10m, the outstanding bonds issues amount to EUR 15m,
which consists of two bonds issues of a private placement with the
latest issue listed afterwards on alternative market Nasdag Riga First
North. The Group is also using the Mintos platform (a peer-to-peer
loan platform) to raise funds, with the total amount of borrowed funds
at the end of 2021 being EUR 18.6m.

Last year in March, the Group announced its plans to raise additional
funds from an initial public offering (IPO) by listing its shares on the
Nasdaq Riga Stock Exchange Baltic Main List during the second half
of 2021. The IPO was closed on 15th October 2021 in which 5,927
investors participated, including 10 institutional investors. While this
was the largest ever IPO in Latvia in terms of investor activity, de-
mand reached 73% of the initial base offer (up to 7,300,000 shares)
with EUR 8.09m of gross proceeds raised as a result of the IPO.
Although the raised amount was approximately 27% less in capital
gross proceeds than planned according to the base offer, the Com-
pany is satisfied with the results as the raised capital can contribute
enough to the intended purpose, namely, to redeem high coupon
bonds and refinance other borrowings, thus reducing the cost of
debt. As indicated in the previous paragraph, the proceeds have al-
ready been allocated to pay back matured and redeem premature
highest coupon bonds outstanding at that time with coupon rates of
14% and 12% and replace with 9.75% and 8% coupon rate bonds.

Under AS DelfinGroup, there are two brands — Banknote and Rigas
Pilsetas Lombards; however, the VIZIA brand is managed through
subsidiary SIA ViziaFinance, both entities hold a lending license,
which reduces operational and legislative risk in case the license of
one entity is seized or annulled. After reorganisation, the debt col-
lection operations are under AS DelfinGroup; nonetheless, doubtful

RN

AS DelfinGroup -
Banknote S

SIA ViziaFinance
(100%)
N

Source: DelfinGroup

debts that have a small chance of being recovered are sold to exter-
nal debt collectors.

Consumer Loan Operations

Consumer loan operations commenced in 2011, introduced through
then existing pawn loan brand Lombards24.lv and later MoneyMetro.
In 2015 rebranding took place - Lombards24.lv was rebranded to
Banknote. The rebranding was related to the fact that DelfinGroup
(ExpressCredit at that time) has grown from a simple pawnshop into
a versatile non-bank financial services provider. After two years, in
2017, Banknote launched an online lending platform which was fol-
lowed by the establishment of a second online consumer lending
brand VIZIA in 2018, which was formerly known as MoneyMetro,
having distinct consumer lending positioning and more appealing
brand to the young customer segment. Both brands list part of their
consumer loans on the Mintos platform. Mintos has granted a risk
score of 8 to Banknote and VIZIA-listed loans on a 10-grade scale
(higher value implies better quality).

Pawn Loan Operations

The pawn loan business was the foundation of DelfinGroup’s devel-
opment. The first pawnshop was opened in 2009 under the brand
name Lombards24. By 2010, the Group was already operating 50
branches in major Latvian cities. In 2014, Riga City Pawnshop was
acquired; it is the oldest pawnshop in Latvia, having begun opera-
tions in 1802. Its product portfolio consists of luxury goods such as
jewellery, paintings, watches etc. At the beginning of February 2022,
the Group finalised taking over the pawn shop assets of AS Moda
Kapitals. As a result, the Group acquired AS Moda Kapitals’ pawn
loan portfolio for EUR 0.95m, including outstanding loans and sec-
ond-hand goods inventory of c.a. EUR 0.7m in value. Furthermore,
the most recent acquisition was the takeover of the loan portfolios of
six pawnshop branches of the Finance 360 pawnshop partnership.
Currently, the Group operates 93 pawnshops under a brand named
Banknote and one branch under the brand Riga City Pawnshop. The
Group has the widest pawnshop branch network in Latvia, covering
nearly all of the Latvian regions. Banknote is the most geographically
available financial services brand in the country, as it is present in
every single populated area of Latvia with at least 4,000 inhabitants.

3 INSTITUTIONAL EQUITIES TARTU MNT 2, 10145 TALLINN, ESTONIA  LHV.EE



DelfinGroup

7 Sep 2022

Source: DelfinGroup

Trade of Pre-owned Goods

The pre-owned sales segment works in close coherence with the
pawn loan segment as it supports the sale of unredeemed collat-
erals; approximately 30% of pawn loan collateral is not redeemed.
The majority of sales of pre-owned goods consist of offline sales
(on-site at Banknote branches); however, online sales are increasing
y-0-y from the time of the online store launch. In addition to unre-
deemed collateral, Banknote shops are buying goods from persons
who can prove the legitimate ownership of goods, which are then put
on resale. Furthermore, the Group continues to increase cooperation
with leading online stores in the region, which are stocking returned
goods. Returned goods have already been shortly used by custom-
ers and cannot be traded as brand new on online stores. In total,
Banknote has four types of suppliers for goods a) unredeemed pawn
loan collateral, b) walk-in customers selling personal goods, ¢) other
pre-owned goods wholesalers, and d) returned goods from online

Banknote and Riga City Pawnshop branch distribution in Riga
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stores. Banknote is providing liquidity for the pre-owned goods mar-
ket by buying goods at a sizable discount which is a margin of the
selling price. DelfinGroup is inherently promoting a circular economy
by resale and giving second life to products by repairing them. From
2017 to 2020, there were 10,127 goods repaired and listed on the
secondary market. In 2020, DelfinGroup sold a total of over 157,000
items of pre-owned goods on the secondary market, while the total
volume has increased by around 4% annually over the 2019-2020
period.

The quality of Banknote branches has been appreciated by the Lat-
vian Trader Association. In 2021, experts evaluated several hundred
points of sale places. The main evaluation criteria were service cul-
ture, equipment and environment, range of products, special offers,
and availability of information. In the store category, only six stores
in Latvia were ranked in the “Winner” nomination, two of which were
Banknote branches.
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Point-of-Sale Loans (Banknote Pirkumiem)

Point-of-Sale (POS) loan segment is a brand-new lending product
for DelfinGroup, launched at the end of 2020, which operates under
the Banknote brand. In order to use this service, customers have
to make a purchase by invoice, and, afterwards, the invoice is sub-
mitted to Banknote, which makes the payment for the goods. The
repayment schedule is then submitted to the loan receiver with inter-
est or without interest if a loan is repaid within 30 days. Banknote
Pirkumiem is exclusively partnering with Banknote shop; however,
customers can apply for credit for purchases from any kind of retailer
as long as they buy with post-pay (invoice).

Branches

DelfinGroup operates under 93 branches, of which 41 are located
in Riga, 5 in Liepaja, 4 in Daugavpils, 3 in Jelgava, and 2 in Vent-
spils. The first branch was opened in 2009, solely as a pawnshop,
but by 2010, the number of branches expanded to 50. Branches
operated under the brand name Lombards24.lv until 2015 when
rebranding took place; since then, branches have been operating
under the brand name Banknote. Banknote branches offer a wide
range of services (consumer loans, pre-owned goods retail/redemp-
tion, pawn loans, and POS loans), while Riga City Pawnshop offers
pawn loans and retail services consisting of luxury goods. Banknote
branches are gradually implementing a new concept that promotes
society to act sustainably by providing goods for secondary use. The
new concept branches are taking a new shape with differentiated
and nature-friendly designs. Banknote is the most geographically
available financial services brand in the country, as it is present in
every single populated area of Latvia with at least 4,000 inhabitants.

Shareholding Structure

The overwhelming ownership of the Company is currently owned
by three legal entities SIA EC Finance, SIA L24 Finance, and SIA AE
Consulting. The Management Board is also in the ownership struc-
ture. In 2015, the Management Board was offered incentives to buy
shares of ExpressCredit - 1.5% to CEO Didzis Admiding and 2% in
total to two former members of the Management Board. Aldis Um-
blejs (CFO of the Company) who recently joined the Management
Board holds 0.01% of the Company’s shares, but the third Manage-

ment Board member Sanita Zitmane (COO of the Company) has
no ownership in the Company. Formerly, all three legal entities with
overwhelming ownership were solely owned by Agris Evertovskis —
the founder of the Company. At the end of April 2021, changes were
made in the ownership structure of SIA L24 Finance. The Kesenfelds
family become a shareholder of SIA L24 Finance, owning 100% of
L24 Finance, thus 65.19% of the Company before dilution due to
IPO. The transaction amount and other details are not disclosed.
According to the database Lursoft.lv, Agris Evertovskis and Aigars
Kesenfelds are the final beneficiaries of AS DelfinGroup.

Aigars Kesenfelds has been successfully operating in Fintech and
consumer lending industry for a considerable time — he is the co-
founder of 4Finance, Mogo, Mintos and holds stakes in various
consumer lending companies operating in Latvia (Sun Finance) and
outside Latvia. In our view, for DelfinGroup, the experience and ex-
ecution skills of Mr Kesenfelds brings added value by having the Kes-
enfelds family as a major shareholder. Mr Kesenfelds has expressed
acknowledgement of DelfinGroup’s financial stability, strategy, and
corporate governance, listing these factors as investment decision
factors.

At the shareholder’s meeting on 9th September 2021, the Company
decided to issue up to 450,000 shares as a part of a long-term mo-
tivation programme for its employees. In the long run, employees
will be able to become owners of more than 1% of the Company’s
current outstanding shares.

Considering the IPO, in total, investors subscribed for 5,319,594 new
shares having 11.74% share in the Company, as changes were made
in the Group’s Management Board, the former Management Board
member’s shares are transferred to the free float category, forming
13.43% in total. Although the newly issued shares did dilute other
shareholders, there are no changes in the control of the company.

Management
Supervisory Board

According to AS DelfinGroup’s Articles of Association, the Supervi-
sory Board must consist of five members, to be elected for no more
than five years. It is recommended that half of the Supervisory Board
is independent; however, if the number of council members is an odd

DelfinGroup

Free Float
(13.43%)

Management*
(1.33%)

Source: DelfinGroup

*Management is not a legal entity, but describes natural persons

Didzis Admidin$
(1.32%)

Aldis Umblejs
(0.01%)

SIA EC Finance
(18.81%)

SIA L24 Finance
(57.53%)

Agris Evertovskis
(100%)

Aigars
Kesenfelds (49 %)

Linda Kesenfelde

(38%)

Ivars Kesenfelds
(13%)

SIA AE
Consulting (8.90%)

Agris Evertovskis
(100%)
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number, then independent members may be one person less; nev-
ertheless, currently, there are three fully independent members out
of five. Striving for the highest governance principles, DelfinGroup
organised an international contest to search for Supervisory Board
members. This is a unique event in Latvia, as DelfinGroup is the first
to show such an example for Latvia's private sector. Currently, the
Supervisory Board consists of Agris Evertovskis, Gatis Kokins, Ed-
gars Volskis, Janis Pizi¢s, and Martin$ BiCevskis.

Agris Evertovskis (Chairman of the Supervisory Board)

e Founded the Company in 2009.

e Chairman of the Supervisory Board since 2021. Term of author-
ity — until March 2026.

e Previously, Chairman of the board of Company since 2009.

e BSc in Economics and Business from the Stockholm School of
Economics in Riga.

Gatis Kokins (Deputy Chairman of the Supervisory Board)

e Joined the Company in 2021.

e Deputy Chairman of the Supervisory Board since 2021. He is an
independent member of the Supervisory Board. Term of author-
ity — until March 2026.

e Previous experience on the boards of several companies in mul-
tiple sectors, including life insurance, banking, and telecommu-
nications. Extensive international professional experience. Deep
understanding of the financial sector - in the development of card
and payment systems.

e MBA from the Stockholm School of Economics in Riga; MSc in
Physics from the University of Latvia.

Edgars Volskis (Member of the Supervisory Board)

e Joined the Company in 2021.

¢ An independent member of the Supervisory Board since 2021.
Term of authority — until March 2026.

e Extensive international professional experience in finance, ac-
counting, financial analysis, risk analysis, and financial investi-
gation allows him to successfully work on the Company’s au-
dit committee, as well as to provide support to the Company in
preparation for the IPO process and compliance with interna-
tional accounting standards.

¢ Doctorate in Social Sciences, MBA, and BSc from the University
of Latvia.

Janis Pizi¢s (Member of the Supervisory Board)

e Joined the Company in 2021.

¢ Member of the Supervisory Board since 2021. Term of authority
— until March 2026.

e Previous experience is mainly related to consumer lending, fi-
nancial technologies, finance, budgeting issues, data science
and analytics, which allows him to provide additional value to the
Company'’s business development committee.

e MBA from Riga Business School; BSc in Economics and Busi-
ness from the Stockholm School of Economics in Riga.

Martins Bicevskis (Member of the Supervisory Board)

¢ Joined the Company in 2021.

¢ An independent member of the Supervisory Board since 2021.

Term of authority — until March 2026.

e Diverse experience, with an emphasis on communication with
people, team building, and leadership development. These com-
petencies allow him to work effectively on the Company’s remu-
neration committee.

e BScin Law from the University of Latvia.
Management Board

The Company’s Management Board is comprised of the Chief Ex-
ecutive Officer, the Chief Operating Officer and Chief Financial Of-
ficer. A member of the Management Board is elected to office for a
term of five years. The Company must be represented by at least two
Management Board members jointly.

Didzis Admidin$ (Chief Executive Officer)

e Working for the Company since 2010.

e CEO of the Company since 2018 and a member of the Manage-
ment Board since 2014.

¢ He has held various management positions in the Company
since 2010.

e Previous experience as Chief Operating Officer at several real
estate companies (2008-2010); Retail credit specialist at Swed-
bank (2007-2008).

¢ Responsible at the Company for developing the strategy for the
business in conjunction with the Supervisory Board, ensuring it
is implemented, and the operational management of the busi-
ness.

e Master’s degree in Economics and Business Administration from
Riga Technical University.

Sanita Zitmane (Chief Operations Officer)

e Working for the Company since 2021.

e Previous experience: Country Manager for Latvia at P2P lend-
ing platform Twino group (2018-2020); Product Manager of
Consumer Lending in Retail Product Development Division at
Citadele banka (2016-2018); and Head Manager of Projects with
Partners in the Department of Consumer Lending at Citadele
banka (2015-2016).

e Responsible for overseeing the day-to-day administrative and
operational functions of the Company.

e BA in Philology from the University of Latvia and Leadership
training, Consaltum AB (in association with Stockholm School of
Economics in Riga)

Aldis Umblejs (Chief Financial Officer)

e Working for the Company since 2021.

e Previous experience: Member of the Management Board and
Chief Financial Officer at a fintech company Finitera (2019-2021);
CFO at DCE Solution (2017-2020); Manager at EY (2016-2017);
CFO at Scandagra Latvia (2014-2016); and Internal Audit Man-
ager at Modern Times Group (MTG) AB (2012-2014).

¢ Responsible for supporting the CEO in developing and imple-
menting the strategy and for reporting the financial and opera-
tional performance of the Company.

e BScin Business Administration from BA School of Business and
Finance; CFA charter holder, CFA Institute; and Member of the
Association of Chartered Certified Accountants (FCCA).
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Sector Overview

Non-bank or alternative consumer lending is a relatively new type
of lending in Latvia. The origin of non-bank consumer lending is
deemed to be in 2007. A large part of society was underserved by
banks; however, the market had huge potential due to which non-
bank lending companies utilised the unserved customer segment
for consumer lending. At that time, the first distance loan issuers
appeared initially through means of SMS and later online. In conjunc-
tion with the development of the internet and changing consumer
habits, the sector showed fast growth. According to Consumer
Rights Protection Centre (CRPC), at the end of 2013, 53 non-bank
lending licensed service providers already existed, while, in 2019,
the count was 61 (+ 15.1%); however, in 2020, there were 56 (- 8.2%)
licensed service providers, whereas at the end of 2021 the number
was 43 (-23.2%). As a result of the Company acquiring AS Moda
Kapitals pawn loan portfolio, at the beginning of 2022 it terminated
its consumer lending licence leaving 42 licensed providers continu-
ing to work in the country in the non-bank consumer lending sector,
of which only 39 were entitled to fully provide consumer lending ser-
vices, i.e. being able to issue new loans instead of only managing the
existing loans. The market is consolidating for the past three years
due to substantially increased licensing fees introduced in October
2019, which is making business unviable or less lucrative for small
market players. Also, there are higher entry barriers in this industry.
Small consumer lending companies are forming unions (single legal
entity) and are operating various brands under one license. Although
that allows to meet share capital criteria and bear the yearly license
fee, such a concept possesses higher risk with various brands with
different policies operating under one single license. The increasing
and sophisticated compliance regulations are burdening the sector
as well.

Regulatory Framework

After the introduction of non-bank consumer lending, the industry
was rather unregulated, meaning that no industry-targeted legisla-
tion was in place. In 2011, the licensing of non-bank consumer lend-
ing was introduced, and the Consumer Rights Protection Center was
designated as a supervisory institution. The amendments to the Con-
sumer Rights Protection Law prescribed that only companies having
received a special permit (license) may provide lending services to
consumers. Earlier, the license issuance state fee was EUR 71,140,
and the annual state fee was EUR 14,225, which, from October 2019,
were raised to EUR 250,000 (251% increase) and EUR 55,000 (287%
increase), respectively. In 2016, Consumer Rights Protection Law im-
posed that the license can only be obtained by companies that have
paid-up share capital of EUR 425,000.

Furthermore, the maximum interest rate has been regulated since
2016 and has been lowered over time. In 2016, the total cost of credit
to a consumer was considered as not corresponding to the require-
ments if it:

e exceeds 0.55% of the credit amount per day from day 1¢t to 7',

e exceeds 0.25% of the credit amount per day from day 8" to 14th,
and for loans exceeding 30-day term, and

e exceeds 0.2% of the credit amount per day from day 15" to 30™.

From June 2019, the maximum total cost of credit to the consumer
is 0.07% per day. However, lenders may apply certain extra com-
mission payments for extra services that eventually reflect in higher
interest rate. Exclusion from this rule is applied to pawn loans. Ac-
cording to the formula provided in the legislation, the APR can be
slightly over 50%.

Consumer lending businesses were notorious for extraordinarily
high-interest rates at the time when it was not regulated; for instance,
annual interest rates could reach up to 800% and more. On the one
hand, the interest rate limitations are decreasing the profitability of
the consumer lending sector, but on the other, regulations are build-
ing consumer trust in the sector.

From 2019, Consumer Rights Protection Law puts the responsibility
on consumer loan service providers to thoroughly evaluate the ability
of a borrower to repay the loan following the guidelines. Creditors
have access to databases such as State Revenue Service, Credit
Information Bureau, bank account statements, and their own histori-
cal data.

Regulators are increasingly limiting consumer lending service provid-
er means of reaching the customers and customers to reach service
providers. It is due to ill-made decisions by customers not fully being
self-aware of the consequences.

Consumer creditors generally cannot encourage consumers for a
loan application through advertising channels like TV, radio, banners
and printing in public places; however, the essential exemption is giv-
en to consumer creditor brand name/logo advertisements. Service
providers can advertise their services through channels like emails
and calls, if given explicit permission or on their own premises. Fur-
thermore, consumer creditors can operate within the time limit from
7:00 AM to 23:00 PM, limiting irresponsible borrowing at night hours.

Non-bank lenders are also subject to European Anti-Money Laun-
dering, Combating Financing of Terrorism, and Certified Financial
Planner Regulations. As financial systems are becoming more ad-
vanced and complex, so are the regulations. For small market play-
ers, such compliance requirements might get very costly.

Policymakers have changed the non-bank lending industry signifi-
cantly from a non-regulated industry to a strictly regulated one. As a
result, the market is consolidating, entry barriers are higher, profits
on loans have been limited, and reaching customers has got a lot
more difficult. Overall, the imposed rules can lead to limiting industry
growth; however, reputational risks have been reduced compared to
times when it was not regulated.

Non-Banks vs Bank Lending

According to the Latvian Credit Information Bureau (CIB), in terms
of value (in EUR), banks have issued 7.7% less consumer loans than
non-bank institutions during the last 3 years. In 2019, banks issued
consumer credit was 5.7% less than non-banks, in 2020, it was
14.7% less, and until the end of November 2021, it was 2.9% less.
The CIB data archive stores data of all Latvian commercial banks
and data of 80-90% of alternative financial service providers. From
April 2019 to January 2021, the amounts issued by banks have been
steadily declining, while the amounts of consumer loans, with rare
exceptions, issued by non-banks continued to exceed the amounts
lent by banks. At present, banks manage about 15% of new loans
issued (number of loans), while non-banks issue 85% of all consum-
er loans; thus, banks tend to issue substantially higher amount of
money per loan.

Intars Mikelsons, the chairman of the CIB management board,
states: “Looking at CIB’s credit rating or customer portfolio risk pro-
file - banks vs non-banks, we see that 80% of bank customers are in
category A-C, but the credit rating of non-bank customers is mostly
in category B-D. This means that licensed consumer creditors are
increasingly taking over the consumer credit market by operating at
a higher risk.” The risk score scale goes from A to F, with “A” meaning
great financial stability of creditor with very minimal risks, while “F” is
an indication that a creditor will most likely default.
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The difference in the customer portfolio risk profile is also reflected in
the average APR. As of December 2021, the non-bank average APR
for consumer loans with repayment schedule was 32.9% for offline
credits and 33.57% for distance credits; however, the overall bank
average APR stood at 16.36%.

Macroeconomic Environment

The COVID-19 pandemic breakout in 2020 caused notable disrup-
tion in the economic environment and also had a negative effect
on non-bank consumer lending. Data shows that in 2020 Latvia's
GDP was reduced by 3.8% y-o-y and private consumption by 7.4%
y-0-y, while the non-bank consumer lending sector’s newly issued
loan value decreased by 16% y-o0-y. Newly issued consumer loan
value fell by 16.5% y-0-y, but newly issued pawn loan value dropped
by 14% y-o-y. Understandably, the negative effect on the economy
was mainly caused by pandemic-related restrictions on movement
and business operations, but also self-incentivised social distancing
and consumer precaution impacted the economic and consumer
lending downturn. As restrictions were loosened periodically in 2021
and Latvia's economy recovered (GDP +4.5% y-0-y and private con-
sumption +4.8% y-o0-y), the total newly issued loans in the non-bank
consumer lending sector increased by 15.7% y-o-y, while consumer
loan issuance grew by 13.7% y-o-y. However, pawn loan issuance
dropped by 20% y-0-y, still being impacted by periodical restrictions.
There is a strong correlation between imposed COVID-19 restrictions
and economic and consumer lending performance. The availabil-
ity of vaccines and better hospital capacities for COVID-19 patients
has let governments abolish pandemic-related restrictions in Latvia
as at end of Q1 2022, which provides positive expectations about
the consumer lending sector. However, with infection rates still being
relatively high and the cold season approaching, the risk of govern-
ments imposing new pandemic-related restrictions to maintain hos-
pital capacity still stands. Consequently, if such risk materialises, the
historical data shows that it will hurt consumer lending.

Russia’s invasion of Ukraine made things worse and led to supply
chain disruptions and a record high inflation in the Eurozone, espe-
cially in Latvia. In June, inflation soared 19.2% y-o-y in Latvia, mostly
driven by housing and utilities (c.a. 40%), food/beverages (22%) and
transportation (31%). Inflation continued to increase in July reaching
21.5% y-0-y. The main drivers (product/service categories) of inflation
fall into the first necessity product basket, thus the inflationary pres-
sure is reaching all households, especially lower-income households
or subprime clients. As per Latvia’s Central Bank’s (LCB) economists
the overall inflation is expected to reach 14.8% in 2022. While in Q1,
the gross wage increased by 6.9% y-o0-y, the inflation in January,
February and March reached 7.5%, 8.8%, and 11.5%, respectively,
meaning the real purchase power is reducing. However, until now
consumption has remained stable.

LCB economists consider that the revocation of pandemic-related
restrictions on retail stores positively affected the activity of consum-
ers, especially in apparel retail, home improvement-related goods
stores, recreational and cultural goods and allows for a possibility
that the consumers’ reluctance to postpone purchases due to ris-
ing prices might be stimulating purchases now. Furthermore, few
possibilities where to spend money during the period when a lot of
pandemic-related restrictions were imposed on physical shopping,
travelling, and entertainment have accumulated savings. However,
with inflation remaining strong and less government support for miti-
gating the impact of rising energy prices, savings are depleting fast
and total purchases may suffer in real terms, i.e. retail sales growth
may slow in the second half of the year.

Currently, the economic forecasts are changing quite frequently with
inflationary pressures becoming stronger, new EU sanctions im-

posed on Russia, and European Central Bank (ECB) raising interest
rates to get inflation under control. Also, there are increasing worries
of natural gas supply shortages in the heating season as Russia is
gradually tightening supply to EU member states. Forecasts have
generally been downgraded compared to those released in 2021.
In March 2022, LCB forecasted real GDP growth of 1.8% for 2022,
3.2% in 2028, and 4.1% in 2024, on a y-0-y basis. However, with
economic activity recovering faster in Q1 the forecast was changed
to 2.9%, 2.4%, and 4.2% y-o-y in 2022, 2023 and 2024, respec-
tively. The 2023 forecast has been downgraded due to the belief that
starting in the second half of 2022, economic activity will be more
negatively affected by high inflation. According to estimates, the pur-
chasing power will continue to decrease throughout 2022 and 2023
as inflation will exceed gross income growth.

According to the LCB forecast, the big picture currently does not
seem detrimental to the consumer lending sector, but, as men-
tioned, the forecasts change frequently because of the volatile eco-
nomic environment. Furthermore, some economists do see an un-
comfortably high possibility of the economy going into recession. In
July’s Bloomberg News survey of 49 economists, according to 12
respondents, the chance of a recession happening in the Euro area
over the next 12 months is 45%.

Considering CEIC data, household resilience to financial turbulence
is much stronger than in 2008. The indebtedness of households (as
a percentage of GDP) in the last decade has decreased substantially.
In 2010, household debt was 51.6% of GDP (in 2008 - 45%) com-
pared to 20.8% on 1tMarch 2022.

According to the current LCB forecast and in absence of pandemic-
related restrictions we believe that the consumer lending sector will
grow. We assume that in the short-term high inflation will drive con-
sumer loan issuance amounts as the same can be applied to pawn
loans. In case of recession, we consider the consumer loan seg-
ment, DelfinGroup’s largest segment (62% of total revenues in 2021),
at a higher risk compared to other segments. It is hard to estimate
what will be impacted more — loan demand or supply. Firstly, rapid
deterioration in household financial stability can reflect in high default
rates. As client financial stability deteriorates, lending institutions are
more risk averse and also limited by regulations to issue high-risk
loans. On the demand side, as households perceive declines in in-
come and wealth as long-lasting, they may lower current consump-
tion and demand for debt. Similarly, an increase in uncertainty can
depress consumption and increase precautionary or “safety buffer”
savings, reducing demand for credit. On the other hand, during re-
cessions households may optimally respond to a temporary nega-
tive income shock by drawing on new and existing credit in order to
smooth consumption. Overall, we consider that the consumer loan
segment could show resilience to mild recession with a positive out-
look in the foreseeable future.

Considering DelfinGroup’s pawn loan (16% of total revenues in 2021)
and second-hand goods sale (22% of total revenues in 2021) seg-
ments, we do consider them under less risk than the consumer loan
segment. The following reasons are that in times of crisis, pawn loans
could be a relatively desired type of loan to cover short-term needs
as the risk is limited to the self-chosen collateral, risk evaluation is not
regulated by law, and cash can be obtained fast. The second-hand
goods sales could show an increase in demand as consumers will
seek cheaper goods with good price performance.

Last but not least, the crisis might also mean opportunity for loan
issuers, as Mintos CEO Martins Sulte explains: “For those who are
well capitalized and have liquidity, a recession is a golden time as
they can gain market share by getting affordable interest rates for
their customers and this can build a strong business. Many lending
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companies emerged in 2008 and 2009 when they were able to build
a customer base and issue loans at reasonable costs.” Putting Delf-
inGroup in this context, with capital injections from IPO, Group has
improved its capitalisation, thus could allow DelfinGroup to use the
state of the distressed economy for its market share growth being
able to offer reasonably cheaper loans. However, this likely would
cause a setback in dividend yields.

Consumer Loan Market Within Non-Bank Sector

Consumer loan portfolio for non-bank institutions in the last five
years has grown at a CAGR of 10%. Although for the past few years
distance loans have been constantly exceeding consumer loans in
terms of total loan issuance value. The composition of the consumer
loan portfolio has been changed by the COVID-19 pandemic with
distance loans constituting a majority part and this proportion has
been growing since 2020. Consequently, online channel in con-
sumer lending is increasingly growing its overall prominence. The
distance consumer loans constituted 45%, 55%, and 61% of the
total credit portfolio in 2019, 2020, and 2021, respectively. CRPC
distinguishes distance consumer loans and consumer loans by their
type of issuance, namely, both are consumer loans, but distance
loans are issued through online channels or distance communication
(online platforms, SMS, calls etc.). However, the category “consum-
er loans” are loans that are issued in branches on-place. Although

Consumer Loans Issued (Banks vs Non-Banks)
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CRPC obliges the credit issuers to distinguish when submitting data
to the supervisor, in DelfinGroup reporting, they are accounted for
together. The consistently growing popularity of distance loans is the
result of society becoming more digital overall. Of course, the pan-
demic circumstances often left no other choice. We believe that the
pandemic drove many clients to have the first-time user experience
of online services, which will lead to a rapid increase in the popularity
of online channels in future. Thus, service providers are required to
provide such options to stay competitive.

The consumer loan market has shown strong growth in the past; for
instance, newly issued consumer loans reported a CAGR of 10% dur-
ing 2016-2018. However, the CAGR for the 2016-2021 period stand
at 1% and the issued value of loans in 2021 still didnt reach the pre-
pandemic level. Notwithstanding the COVID-19 pandemic's nega-
tive impact, a downward trend can be observed starting from 2019.
The decreased loan issuance from 2019 could be a consequence of
government-issued limitations to the sector regarding stricter bor-
rower evaluation and advertising restrictions. Consumer lending was
on a slow start in the first half of 2021 due to the pandemic, however,
quite positive growth trends were observed starting from the second
half of 2021, especially in distance loans, which leads to positive ex-
pectations regarding demand in 2022. Furthermore, DelfinGroup’s
remarkable performance in consumer loan issuance in H1 as well as
revocation of pandemic-related restrictions at the end of Q1 result-

Consumer Loan Credit Portfolio
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Latvia 2022E 2023E 2024E
Economic Forecast (y-o0-y %; at constant prices; seasonally adjusted data)

GDP 2.9 2.4 4.2
Private Consumption 4.8 1.5 4.9
Government Spending 2.6 (2.5) 0.8
Investments 0.9 2.3 6
Exports (1.9) 1.9 3.6
Imports 4.8) 1.8 3.6
HICP inflation (y-o-y; %)

Inflation 14.8 7 24
Underlying inflation (excluding food and energy) 6 4 3.2
Labour market

Unemployment (% of the economically active population; seasonally adjusted data) 7.3 71 6.3
Nominal gross wage (y-0-y; %) 10.3 6.7 5.7

Source: Latvia Central Bank, June 2022 macroeconomic forecasts for Latvia
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ing in increased consumer activity supports positive expectations for
the consumer loan market this year. High inflation in the short-term
is expected to benefit consumer loan issued amounts, but the eco-
nomic uncertainty still raises concerns about H2 consumption and
thus loan demand. The main risks potential recession holds for the
consumer loan segment are extensive credit defaults and reduction
in loan demand as consumption plummets. However, as stated by
Mintos CEO, well-capitalised lenders with good liquidity can offer
loans with reasonable costs, thus using the state of crisis to build a
strong client base.

Considering the market slowdown effect caused by stricter borrow-
er evaluation and advertising restrictions, it most likely will increase
competition between the non-bank consumer lenders, namely, to
have a meaningful market share increase, lenders will have to win
over competitors” clients. Interest rates, service quality, online ser-
vice accessibility and branch network will play an important role in
customer acquisition. DelfinGroup possesses online platforms as
well as the most extensive branch network over regions, serving cli-
ents that do not prefer online credit. Furthermore, there was only one
complaint about DelfinGroup to CRPC in 2017 and 2 in 2018 and
2019, compared to industry total complaints of 65, 59, and 75, re-
spectively, during the same periods, indicating good client servicing,
understandable procedure, terms and conditions, and good brand
image.

In the past years, it can be observed that issued credit count has
decreased more rapidly than issued credit value, thus resulting in a
higher average value of credit issued. In 2021, the average industry
value of one issued credit was EUR 637.68 for on-place issued loans
and EUR 638.41 for distance issued loans. This can be explained
by changes in legislation; namely, small loans are no longer issued
by creditors because they suffer losses due to limited interest rates.
“The reduction in the number is logical - if previously an individual
took six small loans a year, then currently licensed lenders practice
the credit line principle when one loan is issued for a larger amount,”
says a member of the CIB board. DelfinGroup has introduced a
credit line option through VIZIA but is not available at Banknote. Delf-

Newly Issued Consumer Loans (Value)
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inGroup’s average consumer loan value issued per loan in Q1 2022
was EUR 1,258 exceeding the industry average almost two times.

Consumer loan portfolio quality, with some minor fluctuations, has
increased gradually from 2013 to 2021. The continuous portfolio
quality increase in 2021 reassures that credit issuers successfully im-
posed stricter risk management measures on consumers during the
pandemic. Distance consumer loans without delay are performing
slightly worse than consumer loans issued at branches. DelfinGroup
states that it is a common situation and is linked to higher young
consumer proportions applying for credit through network channels,
and observation is that the young consumer segment is perform-
ing slightly worse in credit payback. Comparing DelfinGroup’s non-
performing loan rate (delay of more than 90 days) with the industry, it
shows that DelfinGroup has implemented effective and data-driven
risk management systems, as the Group’s non-performing loan ratio
of 1.9%, with some fluctuations during pandemic-related restrictions
period, at the end of 2021 is notably lower compared to 3.75% for
distance consumer loans and 4.12% for offline consumer loans, in
the industry. Furthermore, we see that the portfolio quality for the
Group until so far in 2022 has remained good.

DelfinGroup's Consumer Loans Non-Performing
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Year 2016 2017 2018 2019 2020 2021
% Change (Distance Consumer Loans) 13.0 9.6 10.5 (10.3) (16.6) 21.7
% Change (Consumer Loans) 19.5 3.8 4.6 3.3 (16.5) (0.6)
Source: CRPC

Year 2016 2017 2018 2019 2020 2021
% Change (Consumer Loans Count) 9.7 4.8) (12.0) (11.3) (12.8) (17.8)
% Change(Distance Consumer Loans Count) (1.9 9.9 2.1 (26.5) (31.9) (5.6)

Source: CRPC

10 INSTITUTIONAL EQUITIES TARTU MNT 2, 10145 TALLINN, ESTONIA  LHV.EE



DelfinGroup 7 Sep 2022
. 2019/2020 2021/2019 2021/2020
Average Value of Credit Issued (EUR) 2019 2020 % Change 2021 % Change % Change
Consumer Loans 550.5 527.3 4.2) 637.7 15.8 20.9
Distance Consumer Loans 404.0 495.2 22.6 638.4 58.0 28.9

Source: CRPC

Portfolio Quality of Distance Consumer Loans
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DelfinGroup has continuously and rather rapidly grown its consumer
loan market share by providing customers with a wide range of mod-
ern and traditional solutions such as a variety of consumer loan types
(Point-of-sale, wide loan amount range of consumer loans and credit
line), online credit applications, and a wide network of branches for
on-place applications serving people in regions and customer seg-
ments that do not prefer online services. The main competitors are
InCredit Group, IPF Digital Latvia, Aizdevums.lv, Bino, 4Finance, and
Inbank Latvia.

Due to quite high licensing costs, the entry barrier is high and many
small players still exist. CRPC has observed that small lenders leave
the market every year due to increasing licensing costs, stricter
compliance regulations, and industry specifics such as capital in-
tensiveness. Economies of scale play an important role as the cost
advantage allows market players to introduce more sophisticated
solutions in IT, user experience, and data science, which reflects in
enhanced credit portfolio risk management, customer satisfaction
and loyalty and a more effective operational environment within a
company. Considering the industry environment, market consolida-
tion is expected.

Pawn Loan Market

Pawn loans are provided exclusively by non-bank institutions. The
pawn loan portfolio showed 14% y-o-y growth in 2019; however, it
declined significantly in 2020 (-20% y-0-y) and continued the down-
trend in 2021 with a 13% y-o-y drop. Lockdowns were specifically
impacting pawn loan issuance as they cannot be availed online com-
pletely. In a greater sense, this reflects in new loans issued value
which in 2020 decreased by 14.3% and 20% in 2021 y-o-y. Although
y-0-y portfolio and newly issued loan amount was lower overall, posi-
tive trends were observed in H2. With pandemic-related restrictions
lifted in Q1 2022, it is reasonable to expect the pawn loan market to
have a rapid recovery. Also, high inflation in short term is expected
to drive issuance amounts. In a time of inflationary pressures caus-
ing financial difficulties, pawn loans could see increased demand.
Financial distress often causes a short-term need for funds to cover
first necessities. With financial stability worsening, it is more diffi-
cult for consumers to obtain consumer loans, especially with stricter
evaluation criteria in place, which is not the case for pawn loans that
are secured by collateral, and a person’s solvency evaluation is not

Portfolio Quality of Consumer Loans
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regulated by law. Thus, we expect the pawn loan sector to show
good resilience to economic recession, but the highest risk here is
pandemic-related restrictions which may severely impact pawn shop
operations.

CRPC observes that a decrease in the number of pawn loans issued
correlates with the number of specific service providers reduction,
as in both 2020 and 2021, a large proportion of players who left the
market specialised in providing this particular type of credit. Accord-
ing to CRPC, previously adopted state decisions regarding annual
fees for special permits (licenses), the extent of the supervision of
credit providers, and the pandemic had significant consequences on
the pawn loan market. A significant consolidation can be observed in
this market within the last two years; presumably, only 4 participants
will remain in 2022. Under Finance 360 SIA small pawn shop own-
ers are forming a union (single legal entity) and are operating various
brands under one license. Although that allows to meet share capital
criteria and bear the yearly license fee, such a concept possesses
higher risk with various brands with different policies operating under
one single license.

The non-bank average value of one pawn loan issued has grown
continuously for the past three years. In 2021 average value was
EUR 83.39, which is a 13.9% increase compared to 2019 and a 5.7%
increase compared to 2020. DelfinGroup's average value of pawn
loans issued was around EUR 76 in Q4 2021 and EUR 72 in Q1 2022.

DelfinGroup vs Industry Pawn Loan Portfolio
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Company Online Offline  Pay day loans POS loans Mobile app
DelfinGroup Yes Yes No Yes Yes
Aizdevums.lv Yes Yes (Limited) No Yes No
4Finance Yes No No No Yes
IPF Digital Yes No No No No
Bino Yes No No No No
InBank Yes Yes No Yes Yes
Source: Respective companies
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The main market players in the pawn loan business are AS Delfin-
Group, Vita Credit, and E-lats. Previously, AS Moda Kapitals (here-
after referred to as ‘Moda’) was also one of the main market players
with wide pawnshop coverage across Latvia (25 branches), when
its pawn loan portfolio was acquired by DelfinGroup in 2021 lead-
ing to further market consolidation. The deal included inventories
of EUR 0.388m and a pawn loan portfolio of EUR 0.314m. In Q3
2022, DelfinGroup continued to strengthen its leading positions in
the Latvian pawnshop market and completed the takeover of the
pawn loan portfolios of six pawnshop branches of the Finance 360
pawnshop partnership. Among them were the loan portfolios of four
branches of Loko Finanses in Riga, Jusu Lombards in Liepaja, and
Atrais Kredits in Rezekne. The high licence fee, as well as the an-
nual fee, is significantly burdening the market entry and profitability of
small players, thus occasionally there are opportunities for the Group
to offer attractive deals. Apart from taking over acquired pawn loan
portfolios and second-hand goods, DelfinGroup’s acquisitions nar-
row competitor pawnshop network coverage leading to an increased
client base for Banknote further on. For example, the acquisition of
Moda significantly reduced pawnshop coverage across regions,
where Banknote and Moda in some cases were closest competitors,

Source: CRPC

but the most recent acquisition reduced competitor network cover-
age in highly populated cities. The positive effect of acquisitions can
be observed in the rapid growth of DelfinGroup’s market share from
36% in 2020 to 66% in 2021 after the acquisition of Moda.

Considering dominating market share of DelfinGroup, there will be
increased supervision from Competition Council gradually. Compar-
ing the features of pawn loan market players, DelfinGroup’s Bank-
note brand has a more extensive branch network and is very com-
petitive in terms of types of collateral for a pawn loan.

Point-of-Sale (POS) Loan Market

As POS loans are just starting to gain momentum in Latvia, the seg-
ment has little data. The same regulation is applied to POS loans, as
for consumer loans; namely, the maximum interest rate can reach
0.07% per day. However, credit issuers are often offering a 0% rate
by sharing the cost with retailers from product margins. We ob-
served promoted POS loan offers from some of the most popular
and largest physical and online retailers in Latvia with a wide range
of product assortment.

Concluding from observations, Lateko, Inbank, and Aizdevums.lv
are dominating the POS loan market in Latvia. Considering that in

Average Value of Credit Issued (EUR) AU A 5‘?109;:2;2 Ay 02/(?2coh/:2;2 5‘?%0;22;2
Pawn loans 67.5 73.4 8.7 78.9 16.9 7.5
Source: CRPC
Company Wide brancl_1 netvyork Pledge - gold  Pledge - electrgnic Developed consumer
in regions devices loan
Delfingroup Yes Yes Yes Yes
E-Lats Limited Yes Limited Limited
Vita Credit Limited Yes Yes No

Source: DelfinGroup ESG Report 2020
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Name Type POS loan partnerships
) . . . e Inbank
1alv Online retailer, product assortment — mixed, mostly electronics
e |ateko
220.lv Online retailer, product assortment — mixed e TF Bank
TopSho Online and physical retailer, product assortment — household goods *  Inbank
P P phy P 9 e Aizdevums.lv
RD Electronics  Online and physical retailer, product assortment —electronics e [ateko
. . ) . . * Inbank
Euronics Online and physical retailer, product assortment — electronics )
® Incredit
Kursi Physical and online retailer, product assortment — construction e Inbank
IKEA Physical and online retailer, product assortment — mixed e Aizdevums.lv

Source: Respective companies

Latvia, there are relatively few large retailers, competition for such
retailer partnerships is quite saturated. A great synergy is made by
Banknote Pirkumiem (POS loan) and Banknote shop giving Bank-
note Pirkumiem exclusive rights to provide consumer loans for pur-
chases. It is more likely that the success of DelfinGroup’s POS loan
segment will be dependent on the Banknote shop’s degree of suc-
cess due to strong and established market players and a few unused
partnerships.

Pre-owned Goods Market

Increasing social awareness of sustainability is turning many con-
sumers to the secondary market as it inherently promotes a circular
economy. For many, the choice of the secondary market is due to
the affordability of goods to satisfy themselves with things that are
rather luxurious. According to a survey conducted in 2016 by mobile
operator “Amigo” in Latvia, 90% of the respondents often choose to
acquire pre-owned goods. Most demanded pre-owned goods are
apparel and furniture, which are bought by 71% and 61% of respond-
ents, respectively. A smaller percentage of consumers are keen to
buy electronic devices due to fear of latent defects. Generally, 50% of
respondents are often discouraged from buying pre-owned goods
due to latent defects. 41% are purchasing used goods for practical
reasons (quality/price performance); however, one-third of respond-
ents admit that they are forced to buy used goods for financial rea-
sons. Characteristically females take more discretion in buying elec-
tronic devices, while 30% of females would be willing to buy a used
electronic device, with males constituting 50%. Only 24% assert that
they are able to trust the seller when buying a telephone “from hand”,
the main requirement for a buyer is to be able to make certain the
visual and technical condition of the telephone before buying. Cur-
rently, second-hand goods could see an increase in demand due to
decreasing purchase power that is caused by soaring inflation. For
example, new research by eBay Ads UK has found that consumers
are increasingly turning to shop for second-hand goods as the cost-
of-living crisis deepens and “climate consciousness” increases.

Vendors and buyers in the pre-owned goods market mostly interact
through platforms like ss.lv, Facebook Market, eBay, Andele Man-
dele, Alibaba, and Amazon. Considering the possibilities that are
provided by the internet and modern logistics, competition in the
pre-owned goods market is rather global with some limitations; for
instance, specific goods bought outside European Union are subject
to customs duty, VAT, customs declaration or delivery is relatively

expensive. Although some of these platforms like eBay, Alibaba,
and Amazon offer support with returns and refunds, it is a relatively
lengthy and complex process. There are several reasons why con-
sumers choose local vendors, for example, to have the option to
inspect the goods, reduce delivery time and cost or have more pro-
tection against fraud. In Latvia, the main local vendors are in ss.lv,
Andele Mandele, and Facebook Marketplace. These platforms do
not protect the consumer from considered dangers in the Amigo
survey; furthermore, if the transaction takes place remotely, there
is a mutual distrust regarding “money or delivery first”. Generally,
consumers have the right to bring up a claim if received merchan-
dise is incompliant with expectations, but usually, there is no written
contract in place, so there is a small chance to prove your case,
and sometimes it is not worth the time and money. So, while 90%
choose to purchase pre-owned goods, the market is still limited in
many ways due to a lack of protection and trust.

Banknote shop employs practices that solve the above-mentioned
limitations for the secondary market. The goods are bought from a
legal entity, which is regulated as every other official retailer in Latvia.
Goods bought will always have invoices or receipts that prove the
transaction. Banknote shop conducts special training for employees
in order that they are competent in checking the status of goods
before they are put on the market. Furthermore, goods must pass
the “anti-theft” process; consequently, consumers can be sure that
goods acquired have a legitimate origin. A physical presence allows
consumers to inspect the goods in place if a Banknote branch is
nearby, however, if the goods are available only online, consumers
are entitled to return the goods within 14 days without any specific
reason if they are bought in Banknote online shop. Last but not least,
a Banknote shop grants a 24-month guarantee for every purchase.

Besides the safety net that Banknote provides for consumers, it has
a wide scope of product categories offered, except for apparel or
vehicles which are one of the most traded categories in the second-
ary market. In lower populated regions often Banknote is one of the
very few physical stores selling a relatively wide variety of electronic
and other household goods, furthermore as income level in rural
areas is lower, consumers should be willing to buy cheaper goods
or second-hand goods. Considering the above, Banknote shop
has promising potential to become the first choice as a pre-owned
goods retailer in Latvia.
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Financials

In this section of the report, we are discussing the Group’s financial
drivers in greater detail, providing an overview of the key elements
in its volumes, revenues, and expenses dynamics, as well as those
affecting the Group’s asset quality, efficiency ratios, and dividend
policy. In order to assess the Group’s potential performance, we
have prepared projections for its balance sheet, income statement,
and cash-flow statements for the 2022-2027 period, based on our
assumptions for the key operational and financial indicators. We
would like to notify that we have used the management’s strategic
goals, financial guidance figures and H1 2022 financial results as an
indicative basis for our base case projections for the Group up until
2024. Given the Group’s development and growth over the past ten
years, and current financial performance in H1 2022, we consider
most of the management’s financial guidance as a reasonably real-
istic scenario going forward. As described earlier, although Latvia’s
Central Bank remains positive on the macro-economic forecast the
high economic uncertainty remains in Europe which could poten-
tially downgrade our forecast. This scenario assumes Latvia’s macro
background to remain rather supportive, based on the LCB macro
forecast, for overall economic development in the country as well as
for the consumer finance sector.

Core Assumptions and the Management’s Guidance

The Group has recorded a solid performance and growth track re-
cord since the establishment of the parent company back in 2009.
Since that time, the Group has gone through several stages of re-
structuring and reorganisation of its operations. In addition, since
2013, the Group has successfully facilitated the regional bond mar-
ket to finance its operations, arranging a total of seven different bond
issues until now with one additional currently being in the subscrip-
tion phase, the Company is attracting funds from retail, corporate,
and institutional investors from all the Baltic states as well as from
other countries. Several bond issues of the Group have been traded
on the Nasdaq Riga Stock Exchange since 2014. Given its continued
growth and development plans, the Group entered the next stage
of reorganisation, which has included the change of the name of
its parent company to DelfinGroup AS in 2020, changing its legal
status to a joint-stock company at the beginning of 2021, and the
reorganisation of three of its subsidiaries, bringing all their functions
under the parent company. Most importantly, the Group decided to
go public by arranging an IPO and listing the shares on the Nasdaq
Riga Main List in the second half of 2021. The IPO closed on 15"
October where EUR 8.09m of gross proceeds were raised. Although
the raised amount was approximately 27% less in capital gross pro-
ceeds than planned according to the base offer, the Company was
satisfied with the results as the raised capital contributed enough
to the intended purpose, namely, to strengthen the Company’s eqg-
uity base, redeem high coupon bonds replacing with lower coupon
bonds, thus reducing the cost of debt. Furthermore, with additional
equity financing from the IPO, DelfinGroup has been successful in
organically and inorganically strengthening its market position and
developing new and innovative consumer lending products for vari-
ous social groups. With its new financial technology solutions, the
Group plans to further develop its consumer lending business to
compete even more successfully in the segment, including competi-
tion with traditional banks.

In connection with the IPO, DelfinGroup published its financial tar-
gets to give guidance regarding the Group’s ambitions concerning
its financial performance. In August 2021, the initial set of 2024 finan-
cial targets was complemented by the additional guidance for 2022,
representing interim performance targets that are in line with the

el LI ) 2022 target 2024 target

Indicator

Net loan portfolio (EURmM) 51.0 70.0
EBITDA (EURm) 12.0 17.6
Pre-tax profit (EURm) 8.7 12.9
Cost-income Ratio (%) <b2 <45
ROE (%) >30 >30
Cost of debt (%) 8 <8
Equity Ratio (x) >27 >27
Dividend payout ratio (%) >50 >50

Source: DelfinGroup

management’s vision for future growth and the previously set goals
for 2024. In May 2022, when the business environment became
complicated the Group restated previous targets with confidence,
considering the results that have been achieved already in Q1 2022
and strong market performance afterwards. The management’s fi-
nancial targets for 2022 and 2024 are summarised in the table.

Taking into account the financial targets of the Group and H1 2022
reported results, we have prepared the projected financial state-
ments and the valuation for the Group based on the following prin-
cipal assumptions:

e Considering the H1 2022 results and other circumstances we
believe most of the financial guidance until 2024 presented by
the management is reasonable with a scope of outperformance.

e Our financial projections and equity valuation of the Group are
prepared considering the latest macro forecast of Latvia’s Cen-
tral Bank which is rather supportive of the Group’s business en-
vironment. Considering the high uncertainty of further economic
developments, an extensive economic recession could down-
grade our forecast.

e As the Company has registered a new unsecured bond issue of
EUR 10m with a variable rate of 3M EURIBOR + 8.75%, the 3M
EURIBOR interest rate hikes higher than predicted will increase
its cost of debt which will most likely impact the further bond
issue cost and can negatively impact the Group’s performance.

e Last but not least, our forecast for the pawn loan segment ex-
cludes the impact of potential pandemic-related restrictions.

Consumer Lending Operations

Over the past few years, the Group has managed to rapidly expand
its consumer lending volumes, although the growth is partly com-
ing from the low base effect. The Group introduced more advanced
consumer loan products and online operations quite recently. During
the five years since the end of 2016, the Group’s total gross loans
and receivables (including pawn loans) have expanded at a CAGR
of 29% to reach EUR 46.1m by the end of 2021. At the same time,
the total net portfolio grew at a CAGR of 30% to EUR 43m. How-
ever, it should be noted that the growth was primarily attributable to
consumer lending, while the pawn loan volumes remained relatively
steady. The gross consumer loan amount rose at a CAGR of 32.8%
during the five years to EUR 42.7m, with total gross pawn loans in-
creasing just 5.8% and standing at EUR 3.4m at the end of 2021. Ac-
cording to the Group’s accounting principles, the mentioned gross
amounts of loans and receivables include loans outstanding and
the accrued interest receivable, while the net volumes represent the
gross amount minus the expected credit loss (ECL) allowances.

In 2020, non-bank consumer lending operations in Latvia were
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somewhat disrupted by the COVID-19 pandemic and related move-
ment restrictions, limiting access to physical shops, other selling
points, entertainment, and travel. The most hurt segment has been
pawn loan lending, considering that such credit cannot be issued
remotely. In light of the pandemic, consumer lending started cau-
tiously in H1 2021, however, the easing of restrictions significantly
increased activity in consumer activity in H2 2021. At the end of Q1
2022, the government lifted all COVID-19 restrictions related to retail,
entertainment, and travel which significantly increased consumer
activity, accordingly consumer lending is expected to benefit from
that. Due to Russia’s invasion of Ukraine in February, inflation has
soared significantly, reducing consumer purchase power, but until
now the negative effects on retail are not observed, consequently we
consider that in the short-term high inflation will have a positive effect
on consumer lending amounts. The positive impact on consumer
lending is also supported by rapidly growing consumer loan issu-
ance by DelfinGroup, reaching EUR 26.9m (+83% y-o0-y) H1 2022.
Accordingly, considering the above-mentioned factors we estimate
that the consumer loan market will record 10% y-o-y growth in 2022
following the strong growth numbers in 2021 (15.9% y-0-y) and a
CAGR of 8.3% until 2024 followed by steady 6-7% y-o-y growth af-
terwards. As at the end of 2021, the Group’s market share in the
non-bank consumer loan segment reached c.a. 11%, up from just
3.6% in 2016. Considering a strengthened capital base from IPO,
and further development of both offline and online sales channels,
the Group expects to expand ahead of the overall market, increas-
ing its market share to 17% by 2024. We acknowledge that such a
target presumes additional CapEx for IT developments, upgrading
the branch network, as well as marketing expenses directed toward
the development of the Banknote and Vizia brands. We believe that
with the additional capital injection from the IPO, the Group is in a
good position to continue to expand its presence in the Latvian non-
bank consumer lending market. Considering the remarkable growth
of the net portfolio in H1, reaching EUR 54.2m and exceeding the
Group’s 2022 target of EUR 52m, mainly driven by consumer loan
portfolio growth, we have projected the Group to reach a non-bank
consumer loan market share of 15% in 2022, 18% by 2024, and 20%
by 2027. Although the expected market share increase in 2022 is
somewhat rapid, the historical consistency in market share growth
and the Group’s H1 consumer loan issuance amounts are convinc-
ing for rapid growth in market share. However, we take a more mod-
est increase further on, considering that part of the consumer loan
market consists of POS loans where DelfinGroup most likely will not
grow to a major player and also as the Group expands its market
share, we expect the competition between main players to become
tougher. In our base scenario, the gross consumer loans of the
Group are expected to increase at a 3Y CAGR (during 2021- 2024)
of c.a. 26% to EUR 86m and reach EUR 111m in 2027 growing at a
B6Y CAGR of 17%.

Regarding the Group’s pawn loan volumes, overall, they have been
growing rather slowly, but at a higher rate than the market. Although
the pandemic put some setbacks in 2020, decreasing the Group’s
pawn portfolio by 10% y-o-y, DelfinGroup was able to recover in 2021
increasing its pawn portfolio by 6% y-o-y, while the market contin-
ued a downtrend. Partly this could be attributed to DelfinGroup’s
acquisition of Moda in 2021 approximately for EUR 0.95m. In 2021,
inventories of EUR 0.388m and a pawn loan portfolio of EUR 0.314m
were acquired. Furthermore, in Q3 2022, DelfinGroup completed the
takeover of the loan portfolios of six pawnshop branches of the Fi-
nance 360 pawnshop partnership, although the details of the deal
have not been disclosed. According to CRPC, H2 2021 showed
positive dynamics in pawn loan lending, but due to weak volumes in
H1, the pawn loan portfolio overall stayed lower. With the revocation
of pandemic-related restrictions in Q1 2022 and inflation expected to

boost pawn loan issuance amounts, we expect the pawn loan mar-
ket to recover quickly to the pre-pandemic level in 2022. As an indi-
cation of the market recovery, DelfinGroup pawn loan issuance in H1
2022 reached EUR 5.8m or 49% y-o0-y. Furthermore, Delfingroup in
H1 has had a remarkable pawn portfolio growth reaching EUR 4.5m
increasing c.a. 56% y-o-y. Following the acquisitions, gradual mar-
ket consolidation and a more favourable business environment, we
expect the Group’s pawn loan portfolio to reach c.a. EUR 5m by the
end of this year. After the expected recovery of the pawn loan market
this year we anticipate the total pawn loan market in Latvia to grow
8% y-0-y in 2023 in line with expected inflation and relatively modest
growth in the following years, rising approximately in line with the
target inflation level of c.a. 2-3% annually during our forecast period.
Currently, DelfinGroup is the market leader in Latvia in terms of the
pawn loan segment, accounting for 62.5% market share at the end
of 2021, up from 26% and 36% back in 2016 and 2020 respectively.
Considering the recent acquisitions and other consequential factors,
we expect the market share of the Group to reach about 65% by
the end of 2022, continuing the growth to 70% by 2024 and reach-
ing 75% by 2027. Although the management expected the Group to
control around 42% of the pawn loan segment by 2024, we assume
the acquisitions of Moda and other recent pawn portfolios were not
counted in the forecast. Overall, we projected the total pawn loan
market to expand at a CAGR of c.a. 18% until 2024, which is mostly
driven by the rapid recovery anticipated this year. With the addition
of Moda’s and other pawn shop pawn portfolios, our assumptions
will drive the respective balance of the Group’s pawn portfolio to EUR
6.2m by the end of 2024 growing at a CAGR of c.a. 22% and reach-
ing EUR 7.1m in 2027 growing at a 6Y CAGR 13%. It has to be noted
that we consider that the Group will continue to spot opportunities
for small player portfolio acquisitions as the cost of running a pawn
shop require large economies of scale to maintain desired profitabil-
ity, thus small market players are also seeing an opportunity to exit
as the market main players are very well established.

Loan portfolio development of DelfinGroup
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Lending Rates

Gross pawn loans

Over the past few years, the average effective interest rates and the
interest-earning capacity of the Group’s lending business have been
impacted by different aspects, including the changes in market regu-
lations, interest limitations, shifts in the product portfolio as well as
the competitive environment. In general, the historical data for the
five years before 2021 shows that the average effective interest on
pawn loans has remained broadly stable, ranging between 146%
and 152% annually, but dropped to 132% in 2021. The Group has
commented that, in general, pawn loan interest rates remain sta-
ble at around 150%, thus the negative effect in interest rates comes
from our calculation method, i.e. when the portfolio growth picks up
in the H2 the yearly interest rate is reduced. Also, in the periods of

15 INSTITUTIONAL EQUITIES TARTU MNT 2, 10145 TALLINN, ESTONIA  LHV.EE



DelfinGroup

7 Sep 2022

operational restrictions due to COVID-19 the profitability significantly
suffered, which was the case in 2021. The Group recorded a con-
siderable drop in terms of the average effective rate on consumer
loans, coming down from over 92% in 2016 to around 42% by 2021.
As discussed in the regulatory framework section of this report, the
regulations for the maximum interest rate applicable to consumer
credits have been significantly tightened since 2016, setting strict
limitations to the daily total cost of credit to the consumer. According
to the current regulations, effective since June 2019, in case of utilis-
ing all permitted regulatory limitations to the maximum, the upper
limit for the annualised effective interest rate for a single credit is c.a.
42%. However, please note that such limitations are not applied to
pawn loans, for which similar monthly rates are normally offered to
all customers, mostly determined by the competitive situation in the
pawn loan market and could be adjusted based on the quality of the
pledge offered or the client’s credit history.

Looking forward, we have projected the Group’s average interest
earned on consumer lending products to slightly decline further dur-
ing our forecast period. The main factors potentially dragging down
the average rates include a) the rising presence and sales of Delfin-
Group’s consumer credit products through online channels, where
competition is more intense compared to the branch network, both
from domestic and international credit platforms; b) keeping in mind
the Group’s market share targets and growth ambitions, the Group
may need to attract more younger customers with higher net income
level, who generally accept lower effective interest rates; and c) we
anticipate the weighted average term of consumer loans to increase
in the coming years, while the longer loan period should addition-
ally reduce the average rate levels. Nonetheless, we do not predict
any sharp decline in rates, estimating the average effective rate on
consumer credits to decline from c.a. 40% in 2022 to 35% by 2027,
remaining steady thereafter. In terms of pawn loans, we project the
average effective annual rates to stand c.a. 146% in 2022 as Q1 was
still impacted by restrictions and stabilise at about 150% from 2023.
We notify that keeping in mind our discussed interest rate formula
peculiarity, we consider the loan portfolio to grow consistently with-
out any rapid spikes at the end of the periods.

Average effective interest rates on loans
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NPLs and Credit Losses

Similar to what is quite normal for the overall non-bank consumer
credit market, DelfinGroup’s credit products and services are target-
ed primarily to disadvantaged community groups in the financial and
economic life. For example, such groups include retired people or
people close to the retirement age, rural and small-town residents far
away from the larger cities, underbanked and underserved custom-
ers with generally lower-than-average net income levels. Obviously,
providing flexible financing for those customer groups is connected
to much higher risks compared to the regular banking services, and

the risks need to be accordingly compensated with higher interest
rates. Although the share of customers of DelfinGroup with age be-
low 30 years has nearly doubled over the last two years, rising to
10% as of 2020, a vast majority of the Group’s customer base is still
formed by people over 30 years of age, while nearly one-third of the
total customers are over 64 years old, i.e. in their retirement age.
However, according to the management, retired and older people
are in practice generally more reliable and conscientious credit cus-
tomers in comparison with the younger customer group. Neverthe-
less, the average cost of risk of the Group has been steadily high in
the past, and we do not expect it to come down significantly going
forward.

According to its accounting principles, DelfinGroup uses the ex-
pected credit loss (ECL) model for calculating and recognising loan
impairment losses. Essentially, the ECL model envisages a ‘three
stage’ approach, which is based on the change in the credit quality
of financial assets since initial recognition. The ECL is calculated as
a function of the probability of default (PD), the exposure at default
(EAD), and the loss given default (LGD), while the result is additionally
adjusted for ceded loans. In practice, for Stage 1, the Group has to
record an immediate loss equal to the 12-month ECL on initial rec-
ognition of financial assets. Stage 2 requires adjusting the ECL for
claims overdue >30 days but <90 days. Stage 3 classification is used
when there is evidence that the claim is impaired and overdue for
more than 90 days, capturing the ECL based on the full probability
of default. DelfinGroup defines non-performing loans (NPL) primarily
based on the payment delay period, and the contract is deemed to
be non-performing if payments are past due for more than 90 days,
although some other factors are also considered in the process. Fol-
lowing the overdue period definition of NPLs, according to our calcu-
lations, DelfinGroup’s overall rate of NPL to gross loans stood at 3%
at the end of 2021 and has remained at this level in H1 2022, showing
considerable improvements compared to the 7.0-7.4% recorded in
2017-2018 and 5.1-5.9% in 2019-2020.

From 2020, the Group made changes in the presentation of credit
loss expenses. Until 2019, credit losses were presented within selling
expenses, whereas the losses on cessions were presented within
interest and similar expenses, with effect from the reversal of al-
lowance on ECLs for cessioned loans were presented under sell-
ing expenses. Starting from 2020, DelfinGroup presents credit loss
expenses as a separate item in the income statement, reclassifying
losses on cessions to other operating expenses, including the effect
of the reversal of ECL allowances. As losses on cessions can be
considered as credit losses, for a better presentation of financial in-
formation, we decided to present losses on cessions as part of credit
loss expenses. DelfinGroup has signed a contract with a third party
for the regular cession of overdue loans, normally collecting around

Net credit losses and credit loss rate
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two-thirds of the outstanding loan balance of such debtors. Although
the average cost of risk for the Group, calculated as a percentage
of net credit losses (including losses on cessions) to average gross
loans, has fluctuated significantly over the recent years, the overall
trend shows improvements in the average credit quality. In 2020,
the annual net credit losses amounted to 4.5%, but in 2021 slightly
increased to 5.5% of the average gross loan portfolio of the Group.
As inflationary pressures in H2 2022 could cause some credit delays
and even defaults, we project the ECL to reach 6% in 2022 and to
decline gradually to 5% by 2024, stabilising thereafter.

Sale of Pre-owned Goods

Following a setback recorded in 2016-2017, the sale of pre-owned
goods of the Group has demonstrated an upward trend over the
past four years, and we expect positive dynamics to continue go-
ing forward. DelfinGroup has good preconditions in place to further
improve its position as an important reseller of pre-owned goods in
Latvia. The retail business of pre-owned goods and jewellery oper-
ates under the brand Banknote. Over the past eleven years, Bank-
note has developed a network of 92 branches in 38 cities of Latvia
so that reseller points are available for a large audience across the
country. Effectively, Banknote is present in every single populated
area of Latvia with at least 4,000 inhabitants. In lower populated re-
gions often Banknote is one of the very few physical stores selling
a relatively wide variety of electronic and other household goods,
furthermore as income level in rural areas is lower, consumers should
be willing to buy cheaper goods or second-hand goods. In order to
support the expansion of its sale of pre-owned goods, it launched an
online shop in 2018, and this sales channel has been growing rapidly
over the last three years. Further, the retail trade is additionally sup-
ported by the consumer credit product launched in 2020, Banknote
Pirkumiem (in English: Banknote for Purchases), which essentially
offers Point-of-Sale (POS) loans, also called as Buy-Now-Pay-Later
loans (BNPL loans). The product gives an opportunity to receive a
loan to purchase a product selected in a physical or online store of
Banknote. In addition to a broad physical and online access to the
pre-owned goods offered by the Group, compared to the person-
to-person retail trade channels, Banknote’s pre-owned goods trade
should benefit from the fact that all transactions are subject to the
same consumer protection regulations as the regular retail shops.
The Banknote’s branches and online store generally receive the
goods for sale from four primary sources: a) unredeemed pledges
from pawn shops, b) purchases of goods and jewellery from walk-
in customers; ¢) occasional wholesale purchases of certain goods
from other second-hand retailers, and d) returned goods from larg-
est online retailers in Latvia. Although unredeemed pawn pledges
support Banknote’s retail channel, the revenues from pledges are
accounted for in interest income, namely, only goods that are bought
by Banknote from walk-in customers or other retailers are included in
this segment's revenues.

Net sales development of DelfinGroup
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Starting from 2019, DelfinGroup breaks down its net sales by prod-
uct groups, separating the sale of goods, the sale of precious metals,
and other sales income, including mostly sales commissions, stor-
age fees, and other related revenues. Over the last three years until
2021, the total net sales growth has been primarily driven by the sale
of goods, rising at a CAGR of 20.2%, however, the sale of precious
metals and other revenues has decreased with a CAGR of 5.8% and
6.6%, respectively. The sale of precious metals might also fluctuate
considering its price movements, if the price is expected to be higher
in the following quarters. We projected relatively fast growth to con-
tinue in terms of the sale of goods, posting a 6Y CAGR of c.a. 15%,
backed by the development of both offline and online shops as well
as the growing usage of POS loans to finance purchases. We predict
the expansion of precious metals trade and other income, up c.a. 9%
annually over the next six years. Overall, we estimate total net sales
to reach nearly EUR 12m by 2027, corresponding to a 6Y CAGR of
c.a. 13%. As inflation has soared in 2022 and is estimated to remain
at a high level next year, exceeding average salary growth, Bank-
note’s retail of goods could see increased demand as consumer pur-
chase power decreases, thus we believe that consumers will seek
to acquire goods with little wear and tear for a good price. Positive
tendencies can be observed in Q1 and Q2 2022 with sales growing
at 21.5% and 30% y-0-y respectively.

The gross margin on the sale of pre-owned goods has remained
relatively steady in recent years, fluctuating at around 41-44%. In
our projections, however, we estimate the respective gross margin
to gradually decline in the coming years. In order to grow its retail
turnover, Banknote will have to bring in more goods to sell, thus we
consider that the markup will have to be reduced to motivate walk-
in customers to sell more personal goods as well as motivate other
retailers to give up more of their goods to Banknote. Also, changes
in the sales mix by product categories towards more widely traded
goods with transparent market values are also playing a role. Overall,
we anticipate the gross margin on retail trade of pre-owned goods to
decline to 39% by 2022, further to 37% by 2024, and gradually reach
35% by 2026, remaining stable afterwards. A significant portion of
DelfinGroup’s net sales is formed by the wholesale of precious met-
als. Understandably, the gross margin of this trade segment is quite
minimal at about 3% in 2019, 2% in 2020, and 0.5% in 2021. We
expect it to remain around 2% in the coming years. Wholesale of pre-
cious metals comprises primarily gold, as silver forms just a marginal
part of sales, according to the management.

Gross margins of trade segment by product type
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Source: DelfinGroup, LHV

Debt Funding and Cost of Financing

DelfinGroup has a solid track record in successfully using bond mar-
kets as one of its core funding sources to finance lending operations
and growth. Until today, the Group has placed a total of seven dif-
ferent bond issues for a total amount of EUR 37m. The first issue
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was convened in November 2013 in the amount of EUR 5m with
a term of 5 years, and the issue was listed on Nasdaq Baltic Bond
List in March 2014. The second issue took place in March 2014,
with the Group placing EUR 3.5m worth of bonds with maturity in
December 2020. The respective bond issues carried coupon rates
of 14% and 15%, respectively, and have been fully repaid. Using the
funds from IPO, the Company redeemed one of the high coupon rate
(14%) bonds amounting to EUR 5m on 25" October 2021, followed
by another two high coupon bond redemptions using the call option
on 24" November (EUR 5m, coupon rate 14%) and on 27" December
(EUR 3.5m, coupon rate 12%). The Company currently has two out-
standing bond issues worth EUR 15m, including a EUR 5m bond is-
sue with a 9.5% coupon rate and a EUR 10m bond issue with the his-
torically lowest annual coupon rate of 8% issued in late May this year.
We are glad to see that the Group has managed to increase confi-
dence among its debt investors during the period of bond issuance,
and the coupon rates of the bonds have come down considerably
since the first issue, reducing the cost of financing and contributing
to the improving profitability of the Group. Looking forward, however,
with soaring inflation, higher economic risk and rising central bank
rates, investors are demanding higher returns. As per the latest an-
nouncement, the Company has registered a new unsecured notes
issue of EUR 10m with a coupon rate of 3M EURIBOR + 8.75% with
a maturity of 25" September 2024. In order to make bonds interest-
ing for investors, we expect the Company to issue new bonds for
financing its portfolio growth with similar coupon rate characteristics
as to its latest registered bond for the next two years. For the 3M
EURIBOR rate forecast, we take the Bloomberg News survey, from
1stJuly to 7t July, as guidance, in which the average rate forecast for
Q2 2022-Q4 2024 of 49 economists is taken. As the forecast tells,
increased EURIBOR rates are likely to sustain for a prolonged period
and are anticipated to gradually reach 1.45% in Q3 2023 remaining
steady until the end of 2024, causing higher bond yields. Considering
the anticipated pace of the loan portfolio expansion, we projected
the total volume of outstanding bonds to reach EUR 32m by 2024
and EUR 35m by 2027, with the average effective interest rate reach-
ing 9.3% this year, further on increasing to c.a. 10% in 2024, coming
down to 8% by 2026 and remaining steady thereafter.

DelfinGroup joined the global lending platform Mintos in February
2016. Since then, the Group has rapidly expanded the total financing
attracted from the platform, effectively using a P2P lending setup.
According to the Latvian legislation, a private person is not allowed
to directly finance the personalised consumer loans applied for by
Latvian private persons. Therefore, Mintos issues credit notes (fi-
nancial instruments) where several loans with similar properties are
pooled together which then are bought by investors. Mintos platform
historically and currently is a very substantial source of debt financ-
ing accounting for nearly 60% of total debt at the end of 6M 2022.
According to the Group, as at the end of Q2 2022, the weighted
average annual interest rate of the funds collected from the Mintos

platform stood at 10.9% increasing from 9.5% at end of Q1, however,
our estimated effective interest rate at the end of 6M was around
7.8%. The difference arises from previously issued loans on Mintos
that have been with considerably lower interest rates. Since the start
of the pandemic in Q1 2020, the daily weighted average interest by
the amount available for investment increased from c.a. 10% to c.a.
13.4% in three months and although further data is not available,
from inspecting the loan originator average interest offered, it goes
beyond 10% in most of the cases. DelfinGroup’s average interest rate
currently offered is c.a. 12% with a maximum interest rate offered
of 15%. The interest rates fluctuate by demand and supply forces,
for instance, when there is a lower demand, originators offer higher
interest rates. Also, Mintos is able to set the interest rate floor if it
observes a decrease in investor activity. We do not consider that
interest rates in Mintos will reduce any time soon, but this of course
will depend on demand and supply forces. While there are many pre-
viously issued loans by DelfinGroup with considerably lower interest
rates than the current average, we expect the average effective inter-
est rate to increase gradually to 12% by 2024 and further gradually
decrease to 7.5% by 2027. We expect the Group to keep utilising the
Mintos platform as one of the main debt financing for growing credit
portfolio. The Group has stated that, although rather expensive at
this point, DelfinGroup aims to diversify its financing structure and
funds from Mintos can be acquired fast according to its portfolio
growth needs. All DelfinGroup’s issued loans have a buyback obli-
gation, i.e. if the debtor defaults for 60 days, DelfinGroup must pay
back the investor the unpaid principal. If there is an extensive re-
cession followed by many defaults, the Group could encounter high
amounts of buyback which requires cash. Historical data shows that
the Group is not holding extensive cash reserves which is not neces-
sarily a bad thing, but in such cases, it will be a problem. However,
while such consequences would hurt the financial stability of the
Group, we believe that it can be managed by credit cessation, selling
precious metal reserves, and income from the rest of the portfolio.

As interest rates are rising for both of the current debt financing
sources of DelfinGroup and in our expectation will remain that way
for a prolonged period, we do not see DelfinGroup achieving its set
cost of debt target of 8% in 2022 and below 8% by 2024. Accord-
ing to our assumptions, DelfinGroup’s total debt average effective
interest rate will stand at 9.4% at end of this year, reaching 10.7% in
2024 and afterwards gradually declining to 8% in 2026, remaining
steady afterwards. Last but not least, the Group has mentioned a
plan to raise funds from banks which is believed to reduce the cost
of financing complying with the Group's targets. Currently, it is not
announced in detail how much and at what cost the Group could
obtain borrowings from banks, thus in the current forecast, we do
not account for it. In general, if a bank lends money to a non-bank
lender issuing loans to sub-prime clients which are not serviced by
banks, it means that the bank is still indirectly financing sub-prime
clients. Consequently, the loan interest rate should be very ap-

List of bond issues of the Initial amount Issued Maturity Coupon Secured Listing
Company EURm %

Bond issue 1 5.0 Nov 2013 Nov 2018 14.0 Comm. pledge Nasdaqg Main List
Bond issue 2 3.5 Mar 2014 Dec 2020 15.0 Comm. pledge Nasdag Main List
Bond issue 3 5.0 Oct 2016 Oct 2021 14.0 Comm. pledge Nasdaq First North
Bond issue 4 5.0 Nov 2019 Nov 2022 14.0 Comm. pledge Nasdaq First North
Bond issue 5 3.5 Sep 2020 Nov 2022 12.0 Not secured No
Bond issue 6 5.0 July 2021 Aug 2023 9.75 Not secured No
Bond issue 7 10.0 Nov 2021 Nov 2023 8.00 Not secured Nasdaq First North

Source: DelfinGroup
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pealing to banks and might involve pledges, for example, a part of
DelfinGroup’s credit portfolio. Also, the loan interest rate, besides the
base rate, is most likely to include the EURIBOR rate.

3M EURIBOR Forecast
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Cost Base

Apart from the cost of goods sold, interest and similar expenses
as well as other operating expenses, the largest cost group of Delf-
inGroup is selling expenses, followed by administrative costs. Both
selling and administrative costs are dominated by staff expenses,
including salaries and social taxes. In 2021, staff-related costs ac-
counted for nearly 60% of the total combined operating expenses
of the Group, forming EUR 5.9m. As at the end of 2021, the Group
employed 301 people, up from 279 a year earlier, while a large por-
tion of the headcount is engaged in the wide branch network. The
second-largest cost item represents the depreciation and amorti-
sation of assets, including depreciation of the right-of-use assets
booked according to IFRS 16 since 2019, formerly accounted for
mostly under rental expenses. Other notable operating cost items
include advertising expenses, bank commissions, general office ex-
penses, and IT and communication expenses. Following c.a. 7-8%
annual growth in total operating expenses during 2017-2019, the
Group managed to keep operating costs steady in 2020, inching up
just 0.5% y-o0-y. However, in 2021, with increasing staff count, recov-
ery of the consumer lending market and inflationary pressures pick-
ing up in H2, both administrative costs and selling costs increased
noticeably, 19% and 13% y-o0-y respectively. The increase in costs
is mainly attributable to salary and advertising cost increases. High
inflationary pressures are likely to persist this year, which is also ob-
served by DelfinGroup’s selling and administrative costs increasing in
B6M by 24% and 29% y-0-y respectively. Overall, in 2022, we expect

selling costs to increase by 20% y-0-y and administrative by 25%
y-0-y, followed by a 15% y-o0-y increase in 2023 and then slow down
afterwards.

DelfinGroup operating cost structure 2021
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Profitability

As DelfinGroup managed to increase its revenue streams ahead of
operating expenses in recent years, it has gradually improved its op-
erating efficiency and profitability indicators. DelfinGroup calculates
the Cost-Income Ratio as follows: Cost-Income Ratio (CIR) = (Selling
expenses + Administrative expenses + Other operating expenses)/
(Net sales — Cost of sales + Interest and similar income — Interest and
similar expenses + Other operating income). Although the Group’s
profitability will be pressured by increasing selling, administrative,
and debt financing costs, but supported by the IPO proceeds, we
project DelfinGroup’s CIR to decline from 59% in 2021 to 52% by
end of 2022, partly driven by stronger economies of scale and a
decline in average cost of financing in 2022. Also, due to inflationary
pressures on operational costs and expected increase in the cost of
debt, we believe it may not quite reach the level of <45% by 2024,
as anticipated by the Group, with our projection currently standing
at 47%. Following the IPO, DelfinGroup considerably strengthened
its equity position and may find itself somewhat underleveraged go-
ing forward, depending on the dividend policy and debt financing
strategy. However, assuming the expansion of lending volumes goes
broadly according to the plan, and the Group continues with its rela-
tively generous dividend payments, we believe it should be able to
maintain ROE hovering nicely above the 30% level in the coming
years.

Cost-Income Ratio and ROE
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Dividend Policy and Leverage

In September 2020, DelfinGroup announced its new dividend policy,
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envisaging quarterly dividend payments, subject to certain condi-
tions and limitations. According to the new dividend policy, Delfin-
Group targets to pay up to 50% of its quarterly consolidated net
profits as dividends, normally paid out by the end of the following
quarter. In addition to the quarterly dividends, the Group plans to pay
additional annual dividends each year, aiming at least a 50% payout
ratio from the consolidated profits together with preceding quarterly
payments, taking into account the financial conditions of the Group
and ensuring the optimal capital structure to maintain sustainable
operations. Until now the Group is paying quarterly dividends at a
payout ratio of c.a. 50% which is the maximum rate set by its policy.
The current official dividend policy describes that the optimal capi-
tal structure is ensured if the consolidated equity ratio to the total
assets of the Group is at least 20%. However, the announcements
concerning the management guidance for 2022 and 2024 presume
the equity ratio to be kept above 27%. According to our projections,
we believe the Group can conservatively keep the equity ratio at or
above 27% throughout our forecast period, despite the estimated
payout ratios exceeding 50%.

Such capital structure should ensure reasonable risk assessments
from the debt investors' point of view and enables the Group to
maintain the average cost of financing down compared to histori-
cal levels. If the economic environment stays rather positive for the
sub-prime lending market and DelfinGroup manages to maintain a
reputable position in the regional debt markets and ensure attractive

financing yields, it may decide to increase the dividend payments,
further enhancing the core attraction of the Group’s investment case.
In connection with the Group’s outstanding bond issues, there are
certain leverage covenants in place which might limit the dividend
payments. However, at this stage, DelfinGroup comfortably meets all
the requirements, and the financing position is quite strong following
the IPO.

Dividends and Pay-out ratio*
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* Estimated annual figures are based on rolling 4 quarters announced divi-
dends

Results Review, EURm Q2/22A Q1/22A Q2/21A % g-0-q % y-o-y 6MFY/22A 6M FY/21A % y-0-y
Net loan portfolio 53.8 471 33.3 14.2 61.7 53.8 33.3 61.5
Net sales 1.9 1.5 1.5 31.6 29.9 3.4 2.7 26.2
Cost of Sales (1.3) 0.9 (1.0) 40.8 24.1 2.2) (1.8) 222
Net interest income 5.7 5.3 3.7 7.7 53.8 11.1 7.4 49.7
Credit loss expenses (1.3) (1.1) 0.2) 15.8 412.1 (2.3) (1.0) 146.0
Gross profit 5.1 4.8 4.0 7.0 30.2 10.0 7.4 35.2
Operating expenses, net 8.2 8.2) (2.8) (0.6) 12.7 (6.4) (56.1) 25.2
EBITDA 3.2 2.6 2.1 24.0 52.7 2.6 4.6 (43.9)
Operating profit 2.0 1.6 1.1 22.4 74.2 3.6 2.3 58.1
Net profit 1.2 1.4 0.8 (13.9) 47.5 2.6 1.6 61.4

Source: DelfinGroup, LHV
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Valuation

In this section, we discuss our assumptions and approach to derive
the fair equity value range of the Group. We have approached the
valuation of DelfinGroup using a combination of income and mar-
ket approaches. For the income approach, we used three different
models: 1) Discounted Cash Flow to Equity, 2) the Residual Income
Model, and 3) the modified Gordon Growth Model (GGM), which es-
sentially derives the fair P/B ratio based valuation for the company.
For the market approach, we used a peer group valuation, which
considers several peer group trading multiples for 2022-2024E and
applies the peer group average valuation multiples to the respective
financials for the Group. In terms of the peer group, in addition to P/E
and Dividend Yield comparison, we pay attention to a correlation
between ROE and P/B values for the selected peers, which is quite a
common approach for the financial sector companies.

Discounted Cash Flow

The free cash flow to equity (FCFE) is calculated as the net profit, ad-
justed for CapEx, working capital investments, and depreciation and
amortisation. Considering DelfinGroup as a company with a relatively
strong growth profile throughout our forecast period, we decided to
use a three-step DCF model, which includes a five and a half-year
forecast period, followed by a three-year transition period, when all
elements of the Group’s cash flows gradually approach those ap-
plied for the terminal period. Main assumptions for the cost of capi-
tal calculations used in our DCF models, such as the normalised
long-term risk-free rate, sector betas, and equity risk premium, are
sourced from the “2017 Valuation Handbook — International Indus-
try Cost of Capital” published by Duff & Phelps. The country risk
premium is based on a ratings-based default spread sourced from
the Damodaran database. Also, the additional company-specific risk
premium is applied to capture operational risks. Below are the main
assumptions used for the DCF:

e DCF model - a three-step DCF model, which includes a five-year
forecast period, followed by a three-year transition period and
terminal value calculations.

e Risk-Free Rate - we used a risk-free rate of 2.5% based on a
normalised long-term forecast.

e Market Risk Premium - we considered a long-term normalised
equity risk premium of 5.1% in our calculations.

e |evered Beta - we used a peer group median unlevered Vasicek
Adjusted five-year beta of 0.74 to calculate levered beta of 2.12
for DelfinGroup, based on an average long-term debt-to-equity
ratio of 1.87x and a tax rate of 0%.

e Country Risk Premium — we decided to base our country risk

premium on where the revenues are generated. As all of the
Group’s activities are performed in Latvia, we used that country’s
default spread of 1.19% as the Group’s country risk premium.

e Company-Specific Risk Premium - considering the relatively
small size of the company, low liquidity of its shares, and the
characteristics of its business model involving mostly high-rate
consumer credit operations, we applied a company-specific risk
premium of 4.0%.

e Tax rate - starting from 2018, Latvian corporate taxation has
been changed and, instead of earned profits, only distributions
(such as dividends) are taxed. Therefore, interest expenses do
not provide any tax shield, and we applied an effective tax rate
of 0% for the cost of capital calculations. For the free cash flows,
we calculated expected tax costs based on forecasted dividends
during the forecast period.

e CAPEX - taking into account the nature of the business of Delfin-
Group, we decided not to count for the issuance of loans as well
as the issuance and repayment of debt facilities when calculating
the free cash flow to equity, as we assume them to broadly offset
each other during the normal business development process.

Based on these assumptions, we calculated a DCF-based value of
the Group’s equity per share of EUR 2.11.

DCF Assumptions:

Risk free rate 2.50%
Market risk premium 5.10%
Levered Beta 212
Country Risk Premium 1.19%
Add.comp.risk premium 4.00%
Cost of equity 18.50%
Terminal sales growth 2.5%
Terminal EBT margin 35.0%

Source: LHV
Residual Income Model

The Residual Income Model (RIM) calculates the company’s “extra”
return on equity, i.e. the return the company is generating in excess
of the required rate of return, in this case, the Cost of Equity (CoE).
We are using a two-step model, including a six-year forecast period
and terminal value calculations. The discounted values of residual
income are then added to the beginning equity value of the Group
dated as at the end of 2022. For DelfinGroup, we used the CoE of
18.5%, the same as for the DCF model, based on the capital asset

DCF valuation, EURm ggégé 2023E 2024E 2025E 2026E 2027E 2028E 2029E 2030E Term
EBT 5.1 12.2 14.5 17.0 19.5 20.9 21.7 22.3 22.8 23.3
Taxes (0.3 (1.1) (1.7) 2.3 (2.6) 2.7) 2.7) (2.8) (2.8)
Non-cash charges 0.6 1.2 1.3 1.4 1.5 1.6 1.6 1.6 1.7 1.7
Capex (1.0) (1.4) (1.6) (1.9 (2.0) (2.0) (2.0 (2.0) (2.0)
Change in NWC (0.5) 0.3 (0.4) (0.5) (0.3 (0.5) 0.2) (0.1) (0.1)
FCFE 4.0 10.6 12.2 14.3 16.4 17.7 18.1 19.0 19.6 20.1
Discounted FCFE 4.0 8.9 8.6 8.6 8.3 7.5 6.5 5.8 5.0 32.2
Equity value 95.5
Equity value per share (EUR) 2.11
Source: LHV
21 INSTITUTIONAL EQUITIES TARTU MNT 2, 10145 TALLINN, ESTONIA  LHV.EE lw



DelfinGroup

7 Sep 2022

pricing model (‘CAPM’). The main assumptions for the CoE calcula-
tions used in our RIM and GGM models are the same as in our DCF
valuation for the Group.

Based on our RIM calculations, we derived the equity value of the
Group per share at EUR 1.69.

Gordon Growth Model

The GGM based fair P/B model calculates a company’s appropri-
ate P/B ratio using the following formula: P/B= (ROE-g)/(COE-g).
Although this method is commonly used to value banking stocks,
considering the nature of the Group’s core operations, we believe
this approach could be reasonable as one indication of the potential
value of this entity. For this approach, we are using a two-step mod-
el, which includes a five-and-a-half-year forecast period and terminal
value calculations at the end of the fifth year. In order to calculate the
fair P/B valuation, we use the estimated long-term normalised ROE
level.

We used the following base assumptions for the GGM approach:

e Return on Equity — We assumed a long-term normalised ROE
of 35%.

e Cost of Equity — CoE is used the same as for the DCF and RIM
approach at 18.5%.

e Terminal growth — The long-term growth rate (g) is considered to
be 2.5%, the same as for the DCF and RIM approaches.

¢ Dividends — From 2021, DelfinGroup started to pay quarterly divi-
dends, and it is expected to retain relatively high dividend pay-
ments throughout our forecast period, supported by the solid

capital base after the IPO, respectable ROE levels, and improv-
ing profit margins driven by the economies of scale and reduced
cost of debt.

In sum, this modified GGM indicates the equity value of the Group
per share at EUR 1.62.

Peer Valuation

For the peer valuation, we compiled a list of different companies,
mostly specialising in consumer loans and pawnshop operations
with different sizes. Due to the small number of comparable listed
companies available from Europe, we added few names also from
the US for broader comparison, as there seem to be no major de-
viations in average trading multiples between the companies in the
same consumer credit segment, while some companies are even
active globally over electronic channels, therefore widening the com-
petitive landscape. We decided to use the peer group median values
as a basis for the comparative analysis of DelfinGroup, but we are
applying an additional company size, and liquidity discount of 10%
to all peer group derived market multiples. As we are not certain
about EBITDA calculation principles being fully comparable for all
companies in our peer group, we are not using EBITDA based mar-
ket multiples for peer analysis of DelfinGroup at this stage to avoid
any accounting errors in the comparable data. As mentioned ear-
lier, a quite common approach in valuing financial stocks is to follow
the correlation between ROE and P/B values to find a reasonable
market-driven fair P/B ratio for a company under consideration. The
data for our peer group indicates rather weak correlation between
the estimated ROE and P/B values for each year with R2 correla-
tion coefficients ranging from 0.41 to 0.28 for the 2023-2024 period.
The same peer group in our last coverage indicated a considerably

Residual Income Model (EURm) 2022E 2023E 2024E 2025E 2026E 2027E Term
ROE (%) 40.1 48.2 43.6 41.6 39.2 35.2 35.0
Cost of Equity (%) 18.5 18.5 18.5 18.5 18.5 18.5 18.5
Residual Income Yield (%) 21.6 29.7 251 23.1 20.7 16.7 16.5
Total Equity (eop) 19.7 26.4 32.6 40.0 48.2 56.2
Residual Income (RI=Equity*RI %) 4.0 6.8 7.4 8.4 9.1 8.7 55.7
Discounted Residual Income 4.0 5.8 5.3 5.0 4.6 3.7 28.2
Sum of PV of RI 56.6
Opening Equity 19.7
Equity Value 76.4
Equity Value per share (EUR) 1.69
Source: LHV
Fair P/B Model (Gordon Growth Approach, EURm) gg;gg 2023E 2024E 2025E 2026E 2027E
Long-term normalised ROE (%) 35.0
Cost of Equity (%) 18.5
Long-term growth rate (%) 2.5
Fair P/B=(ROE-g)/COE-g) 2.03
Total Equity (end of period) 19.7 26.4 32.6 40.0 48.2 56.2
Fair terminal P/BV 2.03
Terminal Value (based on fair P/BV) 1141
Dividends Distributed 4.5 6.7 7.7 9.1 10.4
PV of dividends + TV 3.8 4.7 4.6 4.6 53.2
Equity Value 73.3
Equity Value per share (EUR) 1.62
Source: LHV
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stronger correlation between the estimated ROE and P/B values and
we believe that it has been disturbed by the stock market’s bearish
sentiment arising from economic uncertainty. We still decide to apply
this valuation approach but assign a low weight in the final valuation
calculations. We calculated the respective correlation implied fair P/B
ratios for DelfinGroup, considering the Group’s estimated ROEs in
the coming years, but discounting them similarly to other peer group
implied multiples. In addition to ROE and P/B correlations, we also

considered the peer median P/E multiples and Dividend Yield data
for 2022-2024E. Taking into account the anticipated relatively strong
forecasted expansion rates of the Group’s operating volumes and
profits in coming years, we decided to apply different time weight-
ings to the implied equity values derived from the peer group data,
giving only 20% weight to 2022 and 40% to both 2023 and 2024 es-
timated values. Looking at 2022-2024E data, the implied equity value
per share of DelfinGroup ranges widely between EUR 0.89-2.84.

Company Bloomberg Market P/E (x) Dividend Yield (%) P/B (x)
ticker Cap

EURm 2022E 2023E 2024E 2022E 2023E 2024E 2022E 2023E 2024E
GOEASY LTD GSY CN Equity 1,607 11.8 8.8 7.3 2.6 3.1 3.6 2.5 2.1 1.7
GRUPPO MUTUIONLINE SPA MOL IM Equity 990 18.7 16.5 15.2 1.6 1.7 1.8 3.3 2.9 2.6
PROVIDENT FINANCIAL PLC PFG LN Equity 560 5.3 4.8 41 7.4 107.8 10.3 0.7 0.7 0.6
RESURS HOLDING AB RESURS SS 438 5.8 5.5 5.1 9.0 9.9 11.0 0.6 0.6 0.6

Equity

OPORTUN FINANCIAL CORP  OPRT US Equity 221 6.0 3.1 3.1 0.4 0.3 0.3
REGIONAL MANAGEMENT RM US Equity 368 5.9 5.4 4.4 3.1 3.5 3.6 1.2 1.0 0.9
CORP
INTERNATIONAL PERSONAL IPF LN Equity 283 4.7 4.8 4.0 8.4 9.4 11.0
FINAN
H&T GROUP PLC HAT LN Equity 216 12.6 8.2 7.2 3.3 4.9 5.9
ELEVATE CREDIT INC ELVT US Equity 54 23 0.5 0.3 0.3
RAMSDENS HOLDINGS PLC RFX LN Equity 68 10.5 9.6 4.4 5.0
Median (Excluding outliers) 6.0 5.4 4.4 3.8 4.9 5.9 0.7 0.7 0.7
Average (Excluding outliers) 9.0 6.9 5.7 5.0 5.4 6.7 1.3 1.1 1.1
Quartile 1 5.8 4.8 4.0 3.0 34 3.6 0.5 0.5 0.6
Quartile 3 11.8 8.7 7.2 7.6 9.6 10.6 1.8 15 1.5
Company size discount ap- 10%
plied
Respective financial result of 7.4 1.1 12.8 5.1 4.5 6.7 19.7 26.4 32.6
Delfin (EURm)
Estimated ROE for Delfin (%)
P/B and ROE correlation
Implied P/B (x)
Implied equity value based on Median (EURm) 40.4 54.5 50.7 119.7 83.0 103.3
Implied value per share (EUR) 0.89 1.20 112 2.64 1.83 2.28

Source: Bloomberg, LHV

23 INSTITUTIONAL EQUITIES TARTU MNT 2, 10145 TALLINN, ESTONIA  LHV.EE



DelfinGroup

7 Sep 2022

Company...continued Bloomberg ticker Market Cap ROE (%)

EURm 2022E 2023E 2024E
GOEASY LTD GSY CN Equity 1,607 23.3 26.4 26.6
GRUPPO MUTUIONLINE SPA MOL IM Equity 990 18.8 18.6 18.0
PROVIDENT FINANCIAL PLC PFG LN Equity 560 15.7 16.2 17.9
RESURS HOLDING AB RESURS SS Equity 438 11.1 111 11.4
OPORTUN FINANCIAL CORP OPRT US Equity 221 8.4 12.8 11.3
REGIONAL MANAGEMENT CORP RM US Equity 368 20.8 19.2 19.2
INTERNATIONAL PERSONAL FINAN IPF LN Equity 283 13.9 12.7 14.0
H&T GROUP PLC HAT LN Equity 216 10.1 14.3 14.9
ELEVATE CREDIT INC ELVT US Equity 54
RAMSDENS HOLDINGS PLC RFX LN Equity 68
Median (Excluding outliers) 14.8 15.2 16.4
Average (Excluding outliers) 15.3 16.4 16.7
Quiartile 1 10.9 12.8 13.4
Quartile 3 19.3 18.7 18.3
Company size discount applied 10%
Respective financial result of Delfin (EURmM)
Estimated ROE for Delfin (%) 40.1 48.2 43.6
P/B and ROE correlation Implied P/B (x) 4.6 4.9 3.4
Implied equity value based on Median (EURm) 91.1 128.6 110.7
Implied value per share (EUR) 2.01 2.84 2.44

Source: Bloomberg, LHV
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Valuation Summary

Finally, in valuing the equity of DelfinGroup, we have used the weight-
ed average of values derived from the DCF, RIM, GGM, and the peer
group data (P/E, Dividend Yield, and ROE&F/B correlation), applying
different weights to each method. Given the attractive growth and
profitability characteristics of the Group as well as a limited number
of fully comparable listed peers, we see the income approach as
more suited for the valuation of DelfinGroup and assigned a total of
80% weight combined to different income approach metrics in the
total value, leaving the peer valuation weight at 20%, including a 10%
weight for P/E comparison and 5% each of the peer Dividend Yield
and P/B&ROE correlation methods. In terms of income approach
methods, we decided to focus more on the DCF and assigned a
50% weight to the respective value derived from our DCF model,
leaving the RIM and GGM with a 15% weight each in the total value.
Overall, based on DelfinGroup’s current development and our as-
sumptions, we increase the fair value range (FVR) to EUR 1.80-1.99
per share compared to our previous FVR of EUR 1.68-1.82 per share.
Using the current share price and our forecasts for 2022, the Group
would be valued at the following 2022E multiples: P/E — 9.2x, P/B
- 3.5x, and EV/EBITDA - 8.0x, with the respective ratios declining
to 6.2x, 2.6x, and 5.7x by 2023E. DelfinGroup plans to retain hefty
dividend payments in the coming years, and even based on relatively
modest dividend expectations without fully utilising its dividend ca-
pacity following the IPO, calculated based on the current share price,
the Group is anticipated to offer decent annual dividend yields of c.a.
6.5-9.7% over the period 2023-2024E, with potentially higher levels

thereafter.

We believe that the core attraction of the investment case of Delfin-
Group is its strong market position in the Latvian competitive non-
bank consumer credit market, enabling it to utilise sufficient econo-
mies of scale, while the additional equity from the IPO strengthens
the capital base, helping to bring down the average cost of debt
financing compared to historical levels and supporting investments
into IT and new product developments. The Group has the largest
branch network in the country in the financial sector, giving conveni-
ent access to Latvia’s underserved and disadvantaged lower-income
customer segments, who often need quick and flexible financing
solutions. At the same time, with its expanding trade of pre-owned
goods, the Group supports a sustainable way of life and creates an
infrastructure for the environmentally friendly reuse of several groups
of consumer goods. The Group has a good track record in maintain-
ing attractive profitability and dividend capacity despite directing suf-
ficient funds into a continuous expansion of its overall credit portfolio
while also keeping adequate credit quality. In sum, we believe that
profitable growth along with appealing dividend yields would be the
core of the respective investment case. The key risk factors to our
valuation include potential economic recession resulting in slower
than projected growth in consumer lending volumes and deteriora-
tion of the credit quality. Furthermore key risks include downward
pressure on loan rates due to rising competition, European Central
Bank interest rate hikes exceeding our forecast, thus considerably
increasing the Group’s cost of debt, and lastly, new extensive COV-
ID-19 restrictions imposed.

Sensitivity of mid-point of FVR to main assumptions (EURm)

Cost of Equity

17.0% 17.5% 18.0% 18.5% 19.0% 19.5% 20.0%
@ 1.6% 2.03 1.97 1.92 1.86 1.82 1.77 172
>
E 1.9% 2.05 1.99 1.93 1.87 1.82 1.78 1.73
c;> 2.2% 2.06 2.00 1.94 1.88 1.83 1.78 1.74
o
‘_é 2.5% 2.07 2.01 1.95 1.89 1.84 1.79 1.75
€
E, 2.8% 2.09 2.02 1.96 1.90 1.85 1.80 1.75
3.1% 210 2.04 1.97 1.92 1.86 1.81 176
3.4% 212 2.05 1.99 1.93 1.87 1.82 1.77
Source: LHV
Weighted Value, EURm Period weights Period weighted value = Weights Contribution to value
2022E 2023E 2024E
Method 20% 40% 40%
Dividend Yield 2.64 1.83 2.28 217 5% 0.11
P/B & ROE 2.01 2.84 2.44 2.51 5% 0.13
P/E 0.89 1.20 1.12 1.11 10% 0.11
RIM 1.69 15% 0.25
GGM 1.62 15% 0.24
DCF 2.1 50% 1.05
Total weighted value 100% 1.89
Source: LHV
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Financial Tables

Income Statement (EURm) 2018 2019 2020 2021 2022E 2023E 2024E 2025E 2026E 2027E
Net turnover 4.2 5.4 6.2 5.7 7.2 8.4 9.4 10.5 1.4 12.0
Cost of sales 2.7) (3.6) 4.2) 3.7) 4.8) (5.6) (6.4) (7.1) (7.9) 8.2
Interest and similar income 14.7 16.8 17.5 19.8 26.3 341 38.5 4.7 44.4 46.4
Interest and similar expenses (2.3) (2.9) (3.5) (3.8) (8.9) (5.8) 6.7) 6.2) (5.5) (5.5)
Credit loss expenses (0.8) (2.4) (1.6) (2.2 (8.3 (4.0 4.2 @.7) (5.2) (5.5)
Gross profit 13.1 13.3 14.3 15.8 21.6 271 30.7 34.2 37.3 3941
Selling expense (5.6) (5.4) (5.4) 6.1) (7.3) 8.4 ©.1) 9.7) (10.00  (10.2)
Administrative expense (2.8) (8.5) (8.3 4.2 (6.3) (6.1) 6.7) (7.0) (7.3) (7.4)
Other operating income 041 041 0.1 0.1 041 041 0.2 0.2 0.2 0.2
Other operating expense 0.2 0.2) 0.8) (0.3 (0.4) (0.5) (0.6) (0.6) 0.7) 0.7)
Operating profit 4.6 4.3 4.9 5.2 8.7 12.2 14.5 17.0 19.5 20.9
Profit before tax 4.6 4.3 4.9 5.2 8.7 12.2 14.5 17.0 19.5 20.9
Corporate income tax (incl. deferred) 0.1 (0.39) (0.8) (1.0 (1.3) (1.1 (1.7) (1.9 (2.9) (2.6)
Net profit for the period 4.5 3.9 41 4.2 7.4 1.1 12.8 151 17.3 18.3
D&A (0.9 (1.0) (1.1 (1.1 (1.2 (1.2) (1.3) (1.4 (1.5) (1.6)
EBITDA 7.2 8.1 9.5 10.2 13.8 19.2 22.5 24.6 26.5 281

Source: DelfinGroup for historicals, LHV for estimates

Balance Sheet (EURm) 2018 2019 2020 2021 2022E 2023E 2024E 2025E 2026E 2027E
Intangible assets 0.4 0.4 0.5 0.6 0.6 0.6 0.7 0.7 0.8 0.8
Property, plant and equipment 0.2 24 3.7 3.5 3.7 3.9 4.2 4.5 4.9 5.2
Non-current financial assets 4.6 10.0 18.2 28.6 351 54.3 61.3 68.3 73.4 78.9
Investments in associates - 0.1 - - - - - - - -
Loans & receivables 3.5 8.9 17.7 28.6 351 54.3 61.3 68.3 73.4 78.9
Loans to shareholders and manage- 11 1.0 0.5 - - - - - - -
ment
Total non-current assets 5.2 12.7 22.4 32.7 39.4 58.9 66.1 73.5 7941 84.9
Inventories 0.8 1.2 1.5 1.9 2.6 3.1 3.7 4.2 4.7 5.1
Loans & receivables 16.7 22.7 17.0 14.4 28.7 238.3 26.3 29.3 315 33.8
Receivables from related parties 0.2 0.2 - - - - - - - -
Loans to related companies - 0.0 - - - - - - - -
Deferred expenses 0.1 0.1 0.3 0.2 0.3 0.3 0.3 0.3 0.3 0.4
Other receivables 0.2 0.3 0.4 0.4 0.4 0.4 0.5 0.5 0.6 0.6
Cash and cash equivalents 3.5 14 4.6 2.5 2.2 2.7 2.7 2.6 4.0 3.8
Total current assets 21.5 25.5 23.7 19.3 341 29.9 33.4 36.9 411 43.6
Total Assets 26.7 38.3 46.2 521 73.5 88.7 99.5 110.5 120.2 128.6
Share capital and reserves 1.5 1.5 4.0 11.4 11.4 11.4 1.4 1.4 11.4 11.4
Retained earnings 0.4 3.0 1.4 1.7 0.9 3.9 8.3 13.4 19.5 26.4
Profit for the reporting year 44 3.9 44 4.2 7.4 111 12.8 1541 17.3 18.3
Total equity 6.0 8.4 9.5 17.4 19.7 26.4 32.6 40.0 48.2 56.2
Bonds issued 6.2 6.1 8.4 10.8 10.0 219 23.9 24.9 24.9 24.8
Other borrowings 1.0 5.6 6.8 8.1 1041 121 1341 141 141 141
Finance lease liabilities - 1.5 2.7 2.7 2.5 2.6 2.8 3.0 3.2 3.4
Total non-current liabilities 7.2 13.2 18.0 21.6 22.5 36.6 39.8 42.0 42.2 42.3
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Balance Sheet (EURm)...continued 2018 2019 2020 2021 2022E 2023E 2024E 2025E 2026E 2027E

Bonds issued 17 1.8 5.0 0.0 15.0 8.0 8.0 9.0 10.1 10.1
Other borrowings 10.6 13.0 10.9 10.5 13.5 14.5 15.5 15.5 15.5 15.5
Finance lease liabilities - 0.6 0.7 0.7 0.6 0.8 1.0 1.2 14 1.6
Trade payables 04 0.5 0.7 0.8 0.9 11 1.2 1.3 1.4 1.4
Payables to related companies 0.0 0.0 - - - - - - - -
Taxes and social insurance 0.2 0.2 0.8 0.4 0.5 0.6 0.6 0.7 0.7 0.7
Accrued liabilities 0.6 0.6 0.6 0.8 0.6 0.7 0.8 0.8 0.9 0.9
Total current liabilities 13.5 16.7 18.7 1341 31.2 25.7 271 28.5 29.8 30.1
Total liabilities 20.7 29.9 36.7 34.7 53.7 62.3 66.9 70.5 72.0 72.4
Total Equity and Liabilities 26.7 38.3 46.2 52.1 73.5 88.7 99.5 110.5 120.2 128.6

Source: DelfinGroup for historicals, LHV for estimates

Cash Flow Statement (EURm) 2018 2019 2020 2021 2022E 2023E 2024E 2025E 2026E 2027E
Profit before tax 4.6 43 4.9 5.2 8.7 12.2 14.5 17.0 19.5 20.9
Adjustments for:

- Amortisation and depreciation 0.3 1.0 11 11 1.2 1.2 1.3 14 1.5 1.6
- Change in loans and receivables @.7) (11.6) 4.5) (10.2) (20.8) (13.9) 9.9 (10.0) (7.4) (7.8)
- Change in inventories 0.2) (0.3 (0.4 (0.4 0.7) (0.5) (0.5) (0.5) (0.5) (0.3
- Change in payables and accrued 0.2 (1.2) (0.0) (1.6) 041 0.3 0.2 0.2 041 041
liabilties

- Other adjustments 0.8 1.7 1.0 1.8 0.1 (0.1) (0.9) 0.1) 0.1 (0.0
Cash generated from operations, gross 1.0 (6.1) 2.0 (4.1) (11.5) (0.7) 5.6 8.0 13.2 14.4
Corporate income tax paid 0.4 0.1 (0.9 0.8) (1.3) (1.1 (1.7) (1.9 (2.9 (2.6)
Net cash flows from operating activities 0.6 (6.2) 1.7 4.8) (12.8) (1.9) 3.9 6.0 10.9 1.9
Purchase of intangible assets and PPE, net 0.2) 0.7) (0.6) (0.5) (1.3) (1.4) (1.6) (1.8) (1.9) (2.0
Other Investments, net 0.0 (0.0) 0.8 0.5 - - - - - -

Net cash flows from investing activities (0.2) (0.8) 0.3 (0.1) (1.3) (1.4) (1.6) (1.8) (1.9) (2.0)

Dividends paid (2.2 (1.5) (8.0) 8.7) (5.1) 4.5) 6.7) (7.7) 9.9) (10.4)
Changes in Equity - - - 8.1 - - - - - -
Loans repaid & received, net 4.2 5.4 (1.1) 0.8 5.0 3.0 2.0 1.0 - -
Bonds repaid & received, net (1.1 0.1) 5.6 (2.4) 141 5.0 2.0 2.0 1.0 0.1)
Finance lease liabilities, net 0.1) 0.8 - - 0.2) 0.3 0.4 0.4 0.4 0.4
Net cash flows from financing activities 0.8 4.6 1.5 2.8 13.9 3.8 (2.3) 4.3) (7.7) (10.1)
Change in cash and cash equivalents 1.3 (2.4) 3.5 (2.1) (0.3) 0.5 (0.0) (0.1) 1.3 (0.2)
for the year

Cash and cash equivalents at the begin- 2.2 3.5 1.4 4.6 2.5 2.2 2.7 2.7 2.6 4.0
ning of the year

Cash and cash equivalents at the end 3.5 11 4.6 2.5 2.2 2.7 2.7 2.6 4.0 3.8
of the year

Source: DelfinGroup for historicals, LHV for estimates
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Main Ratios 2018 2019 2020 2021 2022E 2023E 2024E 2025E 2026E 2027E
Growth

Revenues (%) 4.6 17.7 6.7 7 31.4 26.7 13.0 8.9 6.8 4.7
Gross Profit (%) 13.3 1.6 7.7 10.2 36.9 25.5 13.4 1.3 9.1 4.7
EBITDA (%) 26.2 12.9 16.8 7.4 35.3 39.9 16.9 9.4 7.6 6.0
Pre-tax Profit (%) 26.6 (7.8) 13.9 7.2 67.4 40.5 18.6 17.3 14.7 7.2
Net Profit (%) 53.9 (13.9) 4.8 3.0 76.2 49.4 16.5 17.5 14.3 6.3
Profitability

Gross Profit margin (%) 69.3 59.9 60.4 61.8 64.4 63.8 64.0 65.5 66.9 66.9
EBITDA margin (%) 38.1 36.5 40.0 39.9 411 45.3 46.9 4741 475 48.1
EBIT margin (%) 245 19.2 20.5 20.4 26.0 28.8 30.3 326 35.0 35.9
PBT margin 24.5 19.2 20.5 20.4 26.0 28.8 30.3 326 35.0 35.9
Net Profit margin (%) 241 17.6 17.3 16.6 22.2 26.2 26.8 28.9 31.0 314
Return

Capital Employed (EURm) 25.5 36.9 44.0 50.1 7.4 86.3 96.9 107.7 117.3 125.5
ROCE (%) 20.3 13.7 12.0 111 14.3 15.5 15.8 16.6 174 17.2
ROE (%) 94.3 54.6 46.0 31.5 401 48.2 43.6 41.6 39.2 35.2
ROA (%) 18.9 121 9.7 8.6 1.9 13.7 13.6 14.4 15.0 14.8
Leverage

Net Debt 16.1 274 30.0 30.3 49.4 57.2 61.6 65.1 65.1 65.6
Net gearing (x) 2.7 3.3 3.2 17 25 2.2 1.9 1.6 1.4 1.2
Debt/Equity ratio (x) 3.3 34 3.7 1.9 2.6 2.3 2.0 1.7 1.4 1.2
Net Debt/EBITDA (x) 2.2 34 3.2 3.0 3.6 3.0 2.7 2.6 2.5 2.3
Other

Average yield on earning assets (%) 777 61.6 50.0 48.7 477 46.9 45.6 44.2 43.0 41.9
Cost of interest-bearing liabilities (%) 12.8 11.8 11.8 10.3 9.4 10.3 10.7 9.4 8.0 8.0
Net credit losses to gross loans (%) 4.4 9.0 4.5 5.5 6.0 5.5 5.0 5.0 5.0 5.0
Cost-income ratio (%) 61.0 57.6 59.6 58.8 51.9 48.0 46.6 44.3 421 40.9
Dividend payout ratio (%) 75.5 33.0 76.7 90.8 120.0 60.0 60.0 60.0 60.0 60.0
Valuation

Mkt.Cap. (EURm) - - - 63.4 68.6 68.6 68.6 68.6 68.6 68.6
Enterprise Value (EURm) - - - 93.7 109.9 109.9 109.9 109.9 109.9 109.9
Dividend yield (%) - - - 5.9 7.4 6.5 97 11.2 13.2 15.1
EV/Revenue (x) - - - 3.7 3.3 2.6 2.3 2.1 2.0 1.9
EV/EBITDA (x) - - - 9.2 8.0 5.7 4.9 4.5 44 3.9
P/E (x) - - - 15.0 9.2 6.2 5.3 4.5 4.0 3.7
P/BV (x) - - - 3.7 3.5 2.6 21 1.7 1.4 1.2

Source: DelfinGroup for historicals, LHV for estimates
The market ratios are calculated used the market price of EUR 1.514 as of 5" Sep 2022.
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Disclaimer

The copyright in this report belongs to AS LHV Pank (hereinafter ‘LHV’). LHV is a full service bank with a focus on the Baltic region. LHV is a member
of the Tallinn, Riga, and Vilnius stock exchanges. LHV is under the supervision of the Estonian Financial Supervisory Authority (Finantsinspektsioon;
see also www.fi.ee). Readers of this report should be aware of that LHV and LHV affiliated companies (hereinafter ‘LHV’s Group’) are constantly
seeking to offer investment banking services to companies (hereinafter, ‘Company’ or ‘Companies’) mentioned in research reports or may have
other financial interests in those Companies.

AS LHV Pank has made an arrangement with AUGA group (AUGA’), AB whereby LHV'’s research analysts independently produce research reports
on AUGA group and provide them to AUGA for the purposes of providing more information about AUGA to investors who are not customers of LHV.

AS LHV Pank has made an agreement with EfTEN Real Estate Fund Ill on commercial terms whereby LHV’s research analysts independently pro-
duce research reports on EfTEN Real Estate Fund Ill. In turn, LHV is paid a fixed fee for a certain number of reports on an annual basis.

AS LHV Pank has made an arrangement with MADARA Cosmetics (MADARA'), whereby LHV’s research analysts independently produce research
reports on MADARA and provide them to MADARA for the purposes of providing more information about MADARA to investors who are not cus-
tomers of LHV. MADARA is listed on the Nasdaq Baltic First North List. In addition to being the certified adviser for MADARA, LHV is also the certified
adviser for Linda Nektar (‘LINDA") on Nasdaq Baltic First North on an ongoing fee-based arrangement

LHV’s Group acts as a market maker /@and)/ liquidity provider for TKM1T, APG1L, TVEAT, HMX1R, LINDA, MDARA, DGR1R, and VIRSI.

DelfinGroup was provided with a copy of this report, excluding the valuation section, prior to its publication in order to verify its factual accuracy and
the report was subsequently changed.

All reports are produced by LHV'’s research department. In order to proactively prevent conflicts of interest, LHV has established several procedural
and physical measures. Such measures include, among other things, confidentiality measures through separation, or so-called “Chinese walls”, vir-
tual and physical barriers to limit the exchange of information between different departments, groups or individuals within LHV Group. These meas-
ures are monitored by the compliance department of LHV. LHV does everything possible to avoid the conflict of interests but it cannot guarantee
that conflict of interests situations do not arise at all.

LHV provides coverage on this company on a regular basis, therefore this report may include assumptions and findings laid out in greater detalil
elsewhere. If interested, clients may approach LHV for these previous reports.

In October 2021, AS LHV Pank was the Global Lead Manager for the IPO of AS DelfinGroup on Nasdaq Riga. AS LHV Pank has made an arrange-
ment with AS Delfin-Group (‘DelfinGroup’), whereby LHV’s research analysts independently produce research reports on DelfinGroup and provide
them to DelfinGroup for the purposes of providing more information about DelfinGroup to investors who are not customers of LHV. AS LHV Pank is
also a market maker for the shares of DelfinGroup.

In November 2021 AS LHV Pank was the Global Lead Manager for the IPO of AS Hepsor on Nasdag Tallinn. LHV Pank has made an arrangement
with AS Hepsor, whereby LHV’s research analysts independently produce research reports on Hepsor, and provide them to Hepsor, for the pur-
poses of providing more information about Hepsor, to investors who are not customers of LHV.

In November 2021, AS LHV Pank was the Global Lead Manager for the IPO of Virsi-A (‘VIRSI’) on A to Nasdaq First North Riga. AS LHV Pank has
made an arrangement with VIRSI, whereby LHV’s research analysts independently produce research reports on VIRSI and provide them to VIRSI
for the purposes of providing more information about VIRSI to investors who are not customers of LHV. AS LHV Pank is also a market maker for the
shares of VIRSI. LHV is also the certified adviser for VIRSI on Nasdag Baltic First North on an ongoing fee-based arrangement.
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In November 2021, AS LHV Pank was the Global Lead Manager for the private placement of the first (EUR 3m) tranche of a EUR 10m bond programme
for SIA CrossChem and subsequent admission to trading on Nasdaqg First North Riga. AS LHV Pank has made an arrangement with CrossChem,
whereby LHV’s research analysts independently produce research reports on CrossChem and provide them to CrossChem for the purposes of providing
more information about CrossChem to investors who are not customers of LHV. LHV is also the certified adviser for CrossChem on Nasdaq Baltic First
North on an ongoing fee-based arrangement.

In December 2021, AS LHV Pank was the Global Lead Manager for the IPO of TextMagic on Nasdag First North Tallinn. AS LHV Pank has made an ar-
rangement with TextMagic, whereby LHV'’s research analysts independently produce research reports on TextMagic and provide them to TextMagic for
the purposes of providing more information about TextMagic to investors who are not customers of LHV.

This report is based upon information available to the general public. The information contained within has been compiled from sources deemed to be
suitably reliable. However, no guarantee to that effect is given and henceforth neither the accuracy, completeness, nor the timeliness of this information
should be relied upon. Any opinions expressed herein reflect a professional judgment of market conditions as at the date of publication of this document
and are therefore subject to change without prior notice.

LHV reviews its estimates at least once during financial reporting period and upon most major financial events.

The report is not intended for public distribution and may not be reproduced, redistributed or published in any form whatsoever (in whole or in part) without
prior written permission of LHV. The user shall be liable for any non-authorised reproduction or use of this report, whether in whole or in part, and such,
reproduction may lead to legal proceedings. LHV does not accept any liability whatsoever for the actions of third parties in this respect. This information
may not be used to create any financial instruments or products or any indices.

Neither LHV nor its directors nor its representatives nor its employees will accept liability for any injuries, losses or damages, direct or consequential
caused to the reader that may result from the reader’s acting upon or using the content contained in the publication.

The analyst(s) of this report hereby confirm that the views expressed in this report accurately reflect their personal views about the Companies and securi-
ties covered at the time of publication. The authors further confirm that they have not been, nor are nor will be receiving direct or indirect compensation
in exchange for expressing any of the views contained in the report.

The analysts receive remuneration based on among others, the overall group revenues of LHV, including investment banking revenues. However, no
compensation is based on a specific investment banking transaction. Trading with securities which are covered by a report is subject to strict compliance
with internal rules governing own-account trading by staff members and third parties acting for the account of such staff members.

This research report is produced for the private information of recipients and LHV is not advising nor soliciting any action based upon it. If you are not a
client of LHV, you are not entitled to this research report.

This report does not by any means constitute an offer or a solicitation, nor a recommendation to purchase or sell securities, commodities, currencies or
other investments referred to herein.

This report does not constitute independent investment advice. LHV does not assume any fiduciary responsibility or liability for any consequence, finan-
cial or otherwise, arising from any investment or disinvestment decision taken on the basis of this report. It has been prepared without regard to the indi-
vidual financial circumstances and objectives of those who receive this report. The securities referred to in this report may not be suitable for all investors.

Investors should independently and carefully evaluate every particular investment and seek the advice of a financial adviser if needed.

The analysis contained in this research report is based on numerous assumptions; different assumptions could result in materially different results. Any
valuations, projections and forecasts contained in this report are based on a number of assumptions and estimates and are subject to contingencies
and uncertainties. The inclusion of any such valuations, projections and forecasts in this report should not be regarded as a representation or warranty
by or on behalf of LHV or any person within LHV that such valuations, projections and forecasts or their underlying assumptions and estimates will be
met or realised.

Past performance is not a reliable indicator of future retumns.

Where an investment is described as being likely to yield income, please note that the amount of income that the investor will receive from such an invest-
ment may fluctuate due to currency exchange rate moves and taxation considerations specific to that investor.

The information contained in this report does not constitute advice on the tax consequences of making any particular investrment decision.
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The fair value range has been issued for a 12-18 month period and has been derived from a weighted approach combining both DCF valuation and rela-
tive multiple comparisons. The relative multiple comparisons further incorporate additional weighting considerations relating to the underlying metrics and
time forecast periods. Company specific inputs have been forecast and a list of peer companies has been compiled by the LHV analyst(s) writing this
research commentary, whereas the consensus peer data has been obtained from Bloomberg.

For more detailed information about the valuation methods please contact the analyst(s) using the contact details provided above. For a useful summary
of our coverage of this company, including the current sensitivity analysis, please refer to our latest monthly product: The Baltic Equity Companion. Alter-
natively you can also contact the analyst(s) using the contact details provided above.

Although we do not issue explicit recommendations, for regulation compliance purposes we adhere to the following synthetic structure:
. Buy- Expected return of more than 10% within 12-18 months (including dividends)

«  Neutral- Expected return from -5% to 10% within 12-18 months (including dividends)

o Sell- Expected return less than -5% within 12-18 months (including dividends)

In the 12-month period preceding 31.03.2022 LHV has issued recommendations, of which 29.3% have been ‘Buy recommendations’, 19,5% as ‘Neutral’,
24.4% as ‘Sell and 26.8% as ‘under review’. Of all the ‘Buy recommendations’ issued, 37.5% have been for companies for which LHV has provided
investment banking services in the preceding 12-month period. Of all the ‘Neutral recommendations’ issued, 6.3% have been issued to companies for
which LHV has provided investment banking services in the preceding 12-month period. The classification is based on the above structure.

For a list of recommendations that were disseminated during the preceding 12-month period, including the date of dissemination, the identity of the
person(s) who produced the recommendation, the price target and the relevant market price at the time of dissemination, the direction of the recommen-
dation and the validity time period of the price target, please contact the analyst(s) using the contact details provided above.
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