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MDARA: H1 2020 Results Review

Results much stronger than predicted, driven by e-commerce and
new products

MADARA Cosmetics (‘(MADARA' or the ‘Company’), a leading Latvian producer of natural
beauty products, is listed on Nasdaq Baltic First North and reports a full set of num-
bers semi-annually. MADARA succeeded to surprise us positively in terms of Q2 2020
revenues and overall profitability for the first half of this year, especially considering the
coronavirus pandemic and temporary closures of several stores. When explaining its
excellent results for H1 2020, the management refers to three main aspects, including a
strong expansion of e-commerce channels, a growing network of resellers in Germany
and France, as well as successful launch of some new products. Overall, H1 2020 to-
tal sales came in much stronger than anticipated, along with impressive profit figures,
backed by improved gross margins and slower growth in selling expenses in comparison
with the revenues.

In H1 2020, the Company’s net sales amounted to EUR 8.22m (+47.0% y-o0-y), nearly EUR
2m higher than our estimates. Compared to H2 2019, sales advanced 38.0%. Contrary
to our expectations, considering the coronavirus related movement restrictions and tem-
porary closures of physical stores, MADARA’s sales growth sharply accelerated in Q2
2020. Taking into account the preliminary Q1 2020 sales figure of EUR 3.23m (+25% y-o0-
y), announced in April, MADARA generated sales of nearly EUR 5.0m in Q2 2020 alone,
up 66% y-o-y and presenting a new quarterly record. Please note that all four MADARA
stores located in shopping centres in Riga were closed on weekends and holidays from
28" March till 12" May, while many specialised cosmetics stores of the Company’s retail
partners were also closed during the peak of the coronavirus outbreak in April-May. It
seems we underestimated the strong shift of MADARA’s customers towards e-channels
over the recent quarters. The Company was able to ramp up sales on its own e-store plat-
form, while MADARA's resale customers with a strong e-commerce profile also showed
solid performance recently. During the past couple of years, MADARA made substantial
investments into developments of e-commerce channels, and these investments have
started to pay off. Apart from e-commerce, the Company claims it has succeeded to
expand the number of resellers (physical stores) in Germany and France during H1 2020,
with MADARA products being present in several dozen new outlets recently. In addition
to the launch of its new organic make-up product line on 26" September 2019, MADARA
introduced several new products in H1 2020, including facial care, self-tanning, herbal
active ingredient concentrates, skin disinfectants, and functional hair products. Follow-
ing the coronavirus outbreak and growing demand for sanitising products, the Company
launched a new hand cleaner and disinfection line, ANTI, which also contributed to the
overall sales result in H1 2020, accounting for over 3% of the total revenues.

In terms of sales by market in H1 2020, 95% of sales (H1 2019: 94%) came from the EU
countries, with Latvia accounting for about 28% of the total sales (H1 2019: 26%). In H1
2020, sales in Latvia grew 56.7% y-0-y to EUR 2.28m, while those in other EU countries

Key Numbers (EURm) 2017 2018 2019 2020E* 2021E* 2022E*
Sales (EURm) 7.4 9.5 1.5 13.5 15.7 18.0
Sales growth (%) 26.3 28.7 21.2 16.7 16.8 14.4
Net profit (EURm) 1.2 1.5 1.6 1.7 2.0 24
EPS (EUR) 0.33 0.40 0.42 0.46 0.53 0.63
P/E (X) 225 19.6 18.8 20.3 17.6 147
Payout per share (EUR)* 0.05 0.09 012 0.15 0.18 0.26
Payout yield (%) 07 11 1.5 1.6 2.0 2.8
P/B (X) 3.9 35 31 3.3 29 26
EV/Sales (x) 3.2 2.7 2.3 24 2.0 1.8
EV/EBITDA (x) 13.5 13.0 12.0 12.6 10.6 91
EV/EBIT (x) 17.7 17.6 17.8 18.7 15.0 12.3
ROE (%) 24.6 19.3 17.4 17.0 174 18.7

Source: MDARA, LHV *2020E-2022E multiples are based on the share price (25" Aug 2020) of EUR
9.30 per share *Payout per share include dividends and share capital reduction.
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Key Shareholders, as of 30" June 2020

Uldis litners 24.08%
Lote Tisenkopfa-litnere 23.92%
Oy Transmeri Group AB 23.09%
Zane Tamane 7.61%
Liene Drazniece 6.83%
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MADARA: Results Review, EURm H1/20A H1/19A % y-0-y H1/20E Dev, abs Dev, %

Net sales 8.22 5.59 47.0 6.30 1.92 30.4
Other EU 5.43 3.73 45.5 410 1.33 32.3
Latvia 2.28 1.46 56.7 1.72 0.56 32.8
Outside EU 0.40 0.34 19.2 0.40 (0.00) 0.7)
Other revenues 0.10 0.07 58.8 0.07 0.03 44.3

Gross profit 5.18 3.46 49.8 3.87 1.30 33.6

EBITDA 217 1.11 95.4 1.23 0.95 76.9

Operating profit 1.77 0.78 127.6 0.83 0.94 114.2

Net profit 1.81 0.81 123.3 0.84 0.97 116.1

Gross margin, % 63.0 61.8 61.5

EBITDA margin, % 26.5 19.9 19.5

Operating margin, % 21.5 13.9 13.1

Net margin, % 22.0 14.5 13.3

Source: MADARA, LHV

(excluding Latvia) were up 45.5% y-0-y, reaching EUR 5.43m. Sadly,
the Company does not disclose the breakdown of its sales by EU
countries, stating only that Finland still holds the position as the larg-
est export market, but the respective sales declined about 2% y-o-y
to EUR 1.32m in H1 2020, forming 16% of the total. Given the overall
strong sales dynamics, we consider the revenues from Finland as
disappointing. Regarding other EU countries, apart from Latvia and
Finland, MADARA focuses mostly on expansion in Germany, France,
Netherlands, Spain, and the UK. MADARA's sales outside of the EU
also improved in H1 2020, rising 19.2% y-o-y to EUR 0.40m. In terms
of revenues by type of activity, MADARA-branded products formed
89% of sales in H1 2020 (H1 2019: 86%), while the proportion of
MOSSA products remained steady at 10% (H1 2019: 10%), with the
proportion of contract manufacturing services declining from 4% in
H1 2019 to just 1% in H1 2020. The recently launched new products
have affected the breakdown of MADARA’s revenues by product
groups this year. In H1 2020, the most important product catego-
ries remained facial care, anti-ageing cosmetics, and body care, ac-
counting for 52% (H1 2019: 59%), 15% (H1 2019:11%), and 14% (H1
2019: 18%) of the total, respectively. The proportion of hair products
dropped from 10% in H1 2019 to 7% in H1 2020. The recently intro-
duced organic make-up line captured an 11% share of the total sales
in H1 2020. Taking into account that the Company launched the new
line at the end of September 2019, we consider this as a fairly strong
start to the new segment, allowing us to expect further positive de-
velopments in the coming years. In its comments on 2019 results,
MADARA said it anticipates the new segment to form 7-10% of sales
this year, with a gradual increase in the following years.

The strong sales growth and economies of scale enabled MADARA
to improve its gross margins in the latest half-year period, rising

1.2pp y-0-y to 63.0%, the highest semi-annual level since H1 2018.
The Company continues to make strong efforts to expand its export
markets and improve its e-commerce platform, leading to a sub-
stantial boost in selling expenses. However, it was positive to note
that MADARA's selling expenses grew somewhat slower compared
to the sales growth, despite the recent launch of the new product
segment and the expanding retail network in Western Europe, ris-
ing 37.8% y-o-y to EUR 2.95m. Adding to the positives, in H1 2020,
MADARA managed to reduce its administrative expenses by 9.1%
y-0-y to EUR 0.58m. Overall, MADARA’s gross profit jumped 49.8%
y-0-y to EUR 5.18m, c.a. EUR 1.3m more than our estimates. EBITDA
increased 95.4% y-o-y to EUR 2.17m, with operating profits rising
2.3x y-0-y to EUR 1.77m and net profits advancing 2.2x y-o-y to EUR
1.81m. The H1 2020 EBITDA and net profit numbers already exceed
the respective full-year 2019 figures, also beating our estimates by
nearly EUR 1m each. Such dynamics primarily reflects surprisingly
strong sales performance during Q2 2020, despite the coronavirus
situation. The Company also remains strongly capitalised and highly
liquid, supporting its further growth. As at the end of H1 2020, total
cash amounted to EUR 5.6m, while total debt remaining below EUR
0.1m.

Overall, the Company’s H1 2020 figures are quite impressive, with
many encouraging signs about its ability to avoid any setbacks relat-
ed to the coronavirus pandemic and successfully continue its growth
strategy with a strong focus on e-commerce. The management re-
iterated its 2020 revenue guidance of EUR 15m. Considering the
recent developments, we believe the Company should have no seri-
ous issues to meet this guidance, and we are likely to upgrade our
conservative projections for this year, but no significant adjustments
to our fair value range for the stock should be expected at this stage.
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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 wwwi.fi.eg).

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 agreement with EFTEN Capital AS on commercial terms whereby LHV’s research analysts independently produce research
reports on EfTEN Real Estate Fund lll. 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 customers
of LHV. MADARA is listed on the NASDAQ Baltic First North List. LHV is also the certified adviser for LINDA on NASDAQ Baltic First North on an ongoing
fee-based arrangement. In October 2019, AUGA group has selected AS LHV Pank as an advisor as well as arranger and manager for the contemplated
bond issue. The first tranche of these bonds were issued and listed at the end of 2019. LHV was engaged as co-manager for the private placement of
new units for Baltic Horizon Fund, announced in February 2019. LHV has also been engaged to explore capital raising possibilities for Valmieras Stikla
Skiedra. LHV was the global coordinator for the Coop IPO in December 2019.

LHV’s Group acts as a market maker /(and)/ liquidity provider for TKM1T, APG1L, TVEAT, OLF1R, HMX1R, LINDA, and MDARA.

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”, virtual
and physical barriers to limit the exchange of information between different departments, groups or individuals within LHV Group. These measures 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 detail else-
where. If interested, clients may approach LHV for these previous reports.

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,
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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 investment decision.

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. Alternatively 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)

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

In the 12-month period preceding 01.04.2020 LHV has issued recommendations, of which 39.3% have been ‘Buy’ recommendations, 44.0% as ‘Neu-
tral’, 4.8% as ‘Sell’ and 11.9% as ‘under review’. Of all the ‘Buy’ recommendations issued, 15.2% have been for companies for which LHV has provided
investment banking services in the preceding 12-month period. Of all the ‘Neutral’ recommendations issued, 13.5% 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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