Baltic companies first quarter expectations

On Tuesday, April 17, the first quarter financial results reporting season started for the Baltic companies that
will end on May 31. The first company to announce the results was TEO LT, while Olainfarm and City Service
will be the last ones to release their quarterly financials. The strong beginning of the year in stock markets in
Europe and in the USA has also been apparent in the Baltic States. OMX Tallinn index has risen 17% year to
date, while Riga and Vilnius stock indices have seen gains of 6-7%. Still there is plenty of room to return to
the levels seen at the beginning of 2011. The world stock markets went through a correction phase in the
second half of March and at the beginning of April, but the Baltic markets have shown resilience and positive

sentiment, so that the stock indices are near 6-months’ highs.

Surely, the overall financial results of the companies from 2011 have played an important part to support the
surge in stock prices. The listed companies that we follow showed on average 10-15% increase in sales
revenue throughout the year, while Q4/2011 saw aggregated revenue of companies growing 18% y-o-y. This
figure was 5.4 percentage points above our forecast. This was partly due to favorable weather conditions and
strong revenue growth from construction companies. Snow came down just in January and this made
possible carrying out construction preparation works for a longer period of time than we have seen normally
during the last months of the year. Despite of strong revenue growth, the operating profit of the companies
was not as strong as we had expected and was nearly a fifth lower. Operating profit was most severely hit

by asset write-downs and one off cost items from various firms (Merko, Baltika, Olympic, Ekspress Grupp).

Aggregate data on companies under coverage (excl. TAL, LSC)
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Seasonality has a great role in the first quarter financial results, as the sales revenue and profitability of retail
and construction companies are usually at their weakest levels compared to other quarters. Usually
consumers have been quite modest and conservative at the beginning of the year after Christmas shopping
sprees, but still the first quarter sales figures of Apranga, Baltika and Tallinna Kaubamaja have shown decent

growth.

We expect the aggregated sales revenue growth for companies under coverage to reach 7.0% (excluding

Tallink and Latvian Shipping Company) compared to last year’s first quarter. Though, we are more positive on
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the EBIT forecasts, which we expect to reach EUR 41.3m in aggregate and that represents a respectable

54.9% increase y-o-y. Behind this are of course improving sales and gross margins, but then again cost

cutting measures have been successful among companies recently.

Quite a few companies have already released their first quarter sales figures:

Olainfarm has shown proper growth as revenue in the first quarter soared 47%. Partly the
improvement can be traced back to buying the pharmacy business at the end of last year. On the
other hand, the profitability margins in the pharmacy business are lower than those of production
activities and therefore we do not expect a big boost to the bottom line at the moment.

Ekspress Grupp revenues saw an increase of 8.2% during the first three months of the year. Here
we have to keep in mind that a year ago the net profit included EUR 1.54m that was related to the
acquisition of Eesti Paevaleht due to financial reporting standards and this is the reason for our
profit expectations being lower than last year.

Biggest positive surprises in the sales figures section have been the abovementioned Apranga and
Tallinna Kaubamaja, which sales grew 25.1% and 10.3% y-o-y respectively. For Tallinna Kaubamaja
the beginning of 2012 has been the best the company has ever seen in terms of sales revenue, but
Apranga has still some way to go to the historic levels of 2008.

Although Olympic’'s gaming revenues saw ca 17% increase in the Baltic countries, we expect the
total revenue to fall slightly to EUR 30.9m, because the Rumanian casinos that generated EUR
0.9m in revenue, have been divested. In addition, other income line amounted to EUR 2m a year
ago, which makes comparisons complicated.

For Tallink the beginning of the year has always been weak, both in terms of passenger numbers
and profits. This year will be the first time that Tallink will report the results from the weakest
months (January-March) of the year together in the same period. The number of passengers rose
by a minimal 0.2%, while bunker costs have been constantly on the rise. Therefore we expect a
net loss of EUR 10.7m for Tallink in the first quarter.

Tallinna Vesi received court protection in February against the Competition Authority’s prescription,
which means the water and wastewater tariffs will be maintained at current levels until the court
makes the final judgment. So we expect the main operating activities to show small profit growth.
Again we have to take into account the changes in the fair value of swap agreements and therefore

we expect the net profit to fall y-o-y.

Possible problem children could be Silvano and Grindeks:

Silvano's revenue growth in the last quarter of 2011 showed signs of slowdown and according to
management there were some problems in production facilities in Belarus. In addition, the
management of the company has lowered growth expectations for this year as well and therefore
we expect a 7.7% y-o-y rise in revenue in Q1 that is quite modest compared to growth rates
achieved previously.

As for Grindeks, the main problem is the transparency of operations. Despite of proper growth in
sales in the second half of 2011, the company was not able to show improvement in earnings due
to ‘other costs’, for which we have not received any explanation so far. For the first quarter we

expect sales to rise 12.9%, but net income should stay near levels seen a year ago.
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Revenue Net profit

Company Q1/12E  y-o-y growth Q1/12E Ql/11 Rating Fair value range
Estonia, EURmM

Arco Vara - 7,7 -42,0% -0,9 -1,3 Neutral -
Baltika 10-May 12,6 7,3% -1,3 -2,4 Buy EUR 0.45-0.50
Ekspress Grupp week 30-Apr 14,2 8,2% 0,3 1,4 Buy EUR 1.50-1.65
Merko Ehitus - 31,1 19,0% -2,3 -4,1 Neutral EUR 6.20-6.90
Nordecon 10-May 21,3 20,0% -1,0 -1,2 Buy EUR 1.50-1.65
Olympic Entertainment 30-Apr 30,8 -0,7% 3,1 0,2 Buy EUR 1.50-1.70
Premia Foods week 14-May 17,1 2,7% -1,2 -2,0 Buy EUR 0.90-1.00
Silvano Fashion Group - 27,4 7,7% 5,7 5,1 Buy EUR 4.60-5.10
Tallink 16-May 196,0 n.a. -10,7 n.a. Buy EUR 1.05-1.15
Tallinna Kaubamaja 25-Apr 106,0 10,3% 5,0 1,7 Buy EUR 6.10-6.70
Tallinna Vesi 27-Apr 12,8 2,8% 5,8 8,0 Buy EUR 7.50-8.30
Latvia, LVLm

Grindeks week 21-May 15,8 12,9% 1,5 15 Buy LVL 7.50-8.20
LSC Group week 24-May 13,1 8,7% -1,4 -1,2 Buy LVL 0.55-0.60
Olainfarm 31-May 12,1 44,8% 2,2 1,7 Buy LVL 3.50-3.80
Lithuania, LTLm

Apranga 15-May 85,0 25,1% 4,8 1,1 Buy EUR 2.05-2.25
City Service 31-May 135,3 -4,7% 4,5 6,0 Neutral EUR 2.75-3.05
TEO LT* 17-Apr 190,5 2,5% 37,1 37,7  Neutral EUR 0.60-0.67
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Disclaimer

LHV is a full service investment bank with focus on the Baltic region. LHV is a member of the Tallinn, Riga,
and Vilnius stock exchanges, and is under the supervision of the Estonian Financial Supervisory Authority
(Eesti Finantsinspektsioon; see also www.fi.ee).

Readers of this report should be aware of that LHV and LHV affiliated companies (hereinafter LHV Group) is
constantly seeking to do investment banking business with companies (hereinafter, Company) mentioned in
research reports. LHV Group may be the arranger or one of the arrangers of an offering of securities of the
Company. LHV Group may have been the arranger or one of the arrangers of an offering of securities of the
Company preceding the publication of the Recommendation. LHV Group may have preceding the publication
of the Recommendation made an arrangement with the objective of offering investment banking services to
the Company and LHV Group may have received or may have been promised a one-time or a continual fee
according to such an arrangement.

LHV Group may act as a market maker, or act as principal or agent, buying or selling securities or derivatives
of the companies mentioned in the report.

All reports are produced by LHV Group research department which is separated from investment banking by
a “Chinese Wall”. The research 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.

The author or authors of this report certify that the opinions expressed in this report accurately reflect our
personal opinions about the company. The analyst or analysts responsible for this report owns stocks in the
following companies mentioned in this report: Olainfarm, Olympic, Apranga, Silvano. LHV Group or its
directors, officers or employees may have financial interest in the companies mentioned in this report,
including long or short positions in their securities, and/or options, futures, or other derivative instruments.
Any company mentioned in this report may have a position in LHV Group.

Investing in stocks involves risks. Investors should regard this report as only a single factor in their
investment decision process. The shares in this report may not be suitable for all types of investors. No
consideration has been taken for the individual investor's specific needs with regard to financial
circumstances and objectives. This report is not an offer to buy or sell any security, but provided for general
information purposes only. Information in this report is taken from sources believed to be reliable. However,
LHV Group cannot guarantee that the information contained in this report is accurate and complete. LHV
Group assume no responsibility for any investment losses.

Where possible, LHV has sent the report to the companies prior to publication. The main valuation method
used is PE (price/earnings), and earnings growth. Our aim is to at least once a year, write a report on the
companies included in this report.

This document is being furnished to you solely for your information and may not be reproduced or
redistributed to any other person. In particular, neither this document nor any copy hereof may be taken or
retransmitted in or into the United Sates or redistributed, directly or indirectly in or into the United States. Any
failure to comply with this restriction may constitute a violation of US Securities laws.

The distribution of this document in other jurisdictions may be restricted by law and persons into whose
possession this document comes should inform themselves about, and observe, any such restriction. Any
failure to comply with these restrictions may constitute a violation of the laws of any such other jurisdiction.

By the receipt of the Recommendation the user of this document agrees to be bound with all and any
possible restrictions and circumstances as stated above.

Recommendation structure
1/Buy Expected return of more than 15% within 6-12 months (including dividends)

2/Accumulate Expected return between 5-15% within 6-12 months (including dividends)

3/Neutral Expected return 0% to <5% within 6-12 months (including dividends)
4/Sell Expected return less than 0% within 6-12 months (including dividends)
Not rated No recommendation

Under review Recommendation is under review due to specific event
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LHV LHV

Tartu mnt 2 Duntes Street 6

Tallinn, 10145 Riga, LV-1013

Estonia Latvia

Phone: +372 6 800 400 Phone: +371 6 750 2100
Fax: +372 6 800 402 Fax: +371 6 750 2102
LHV

Gyneju 16

Vilnius, LT-01109
Lithuania

Phone: +370 5204 7 204
Fax: +370 5204 7 207
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