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Q2 2019 in comparison with Q1 2019

Net profit EUR 7.7 m (EUR 5.0 m), of which EUR 7.1 m

(EUR 4.7 m) is attributable to owners of the parent
Earnings per share EUR 0.27 (EUR 0.18)

Net income EUR 18.4 m (EUR 17.4 m)

Operating expenses EUR 9.4 m (EUR 9.1 m)
Loan provisions EUR 0.7 m (EUR 1.0 m)

Income tax expenses EUR 0.7 m (EUR 2.3 m)
Return on equity 18.1% (12.2%)

Capital adequacy 19.2% (18.3%)

Q2 2019 in comparison with Q2 2018*

Net profit EUR 7.7 m (EUR 10.0 m), of which EUR 7.1 m
(EUR 9.5 m) is attributable to owners of the parent

Earnings per share EUR 0.27 (EUR 0.37)

Net income EUR 18.4 m (EUR 17.0 m)
Operating expenses EUR 9.4 m (EUR 7.8 m)
Loan provisions EUR 0.7 m (EUR 1.6 m)
Income tax expenses EUR 0.7 m (EUR 0.6 m)
Return on equity 18.1% (27.7%)

Capital adequacy 19.2% (18.1%)

Earnings per share and return on equity ratios are based on the
profit attributed to the shareholders and equity of AS LHV Group
and do not include non-controlling interest.

*In accordance with IFRS, the proceeds and expenses of the
discontinued operations have been separated from the
corresponding income and expense items of the current and
previous periods of the income statement and shown in a separate
line on the income statement. The data with discontinued
operations are presented in the LHV Factsheet
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Managing Director's Statement

Dear investor in LHV,

For LHV, the second quarter was the most active quarter with all-
time best results. On the basis of the performed activities we will
be able to offer our customers better service and our investors a

growth in value in the future as well.

During the quarter we announced the acquisition of the Danske
private customers’ portfolio; as at the moment of closing the deal
in November, the size of the portfolio was ca EUR 450 million. To
conduct the transaction and ensure the growth of the existing
portfolio, we raised capital through subordinated loans and bonds
qualifying as Tier | own funds, totalling EUR 40 million. At the
same time, we redeemed the previous subordinated bonds. We
also increased the volume of deposits involved from Germany
through the deposit marketplace, to ensure smooth closure of the

Danske deal.

During the quarter, we technically joined the real-time pound
payment system of the United Kingdom. Legally, we can start
offering payments to fintech companies from August. Together
with the bank accounts, virtual IBAN, liquidity loans and currency
exchange, the real-time pound payments ensure us complete
service in the fintech companies’ business line. In the Estonian
customers business line, we announced the fivefold increase in
the number of our ATMs, as LHV will become a new partner to
Luminor in the common ATM network, replacing its former
partner, Danske Bank. In addition to investments in Baltic
equities, we now offer our investors a possibility to also invest in
other foreign shares via mobile bank and to get an overview of
alternative investments via internet bank. During the quarter, the
new Chairman of the Management Board of LHV Varahaldus,
Vahur Vallistu, also started to work, whose duty is to strengthen
the capability of OTC investments. We also finished the app “My
Pension”, which enables one to notably better analyse the future

of pension investments.

Not a bad result for one quarter. Especially as in terms of
continued business activity, this was the best quarterly result ever.
We were most definitely supported by the favourable business
environment, yet | also believe that we have made the right
choices and put in good work to achieve it. Our Estonian-wide
strategy has proven its worth. Being able to issue home loans in
all the bigger cities in Estonia, soon having ATMs in basically
every corner of Estonia and at the same time offering the most
favourable everyday banking service, we are accessible to a
larger number of customers and this ensures us growth. We will

keep our activities simple and efficient in the future as well.
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The quarterly growth of our business volumes was fast and broad-
based. In Q2, the number of bank customers increased by nearly
8,600. Several activity indicators, including salary receipts, the
number of customers with assets and payments, use of cards,
acceptance of card payments and number of new investment
contracts reached record levels.

Loans grew by EUR 127 million during the quarter, now
amounting to EUR 1.1 billion. Deposits demonstrated a record
growth of EUR 516 million, out of which prefunding of Danske
transaction through deposit platforms in amount of EUR 231
million. The volume of funds grew by EUR 36 million. LHV’s profit
for Q2 was EUR 7.7 million.

The total volume of investment funds managed by LHV
Varahaldus exceeded EUR 1.29 billion by the end of Q2. LHV’s
actively managed pension funds still have the lowest price risk
related to stock exchanges, as the focus is primarily on making

OTC investments.

Touching the acquisition of Danske private persons’ portfolio
briefly, as a result of this, LHV’s loan portfolio will grow by more
than 40%, while ensuring the expected return on equity. The
business plan does not assume any other services to be used by
the customers. Yet, LHV will get 6 500 completely new customers.
By including the existing home loan of LHV, the most favourable
everyday banking in Estonia, the best service and domestic
service provider in one formula, we hope to see a large number
of them as our active future customers. In addition, the decrease
of capital cost starting from 2022, assumed in the business plan,
is important, which comes from changes in the regulations.
Another important factor of the business plan concerns the
effective life of loan agreements. As most of the rate of return of
the given portfolio derives from the purchase allowance of EUR
39 million, we have accordingly recognised it in income due to the
low interest rates of the portfolio over a longer period compared
to the effective life of an average loan agreement at the market.
This is a conservative assumption, since in the case of
amendments in the agreement, the agreement-related allowance
is immediately recognised in income. It is likely that recognising
the allowance in revenues will therefore be notably less “linear”
and with higher weight in the following years.

In connection with the Danske transaction, we will raise new
capital within the share issue in the autumn. Raising the capital is
also important for securing the growth of our previous business,
as with this quarterly report we confirm that we are ahead of our
volume forecast. Although the terms and conditions of involving
the capital have to be approved by the LHV’s general meeting of
shareholders, we will most likely prefer the current shareholders

in the share issue.
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Business environment
LHV’s growth trends are supported by the Estonian business

environment. The economic growth has been solid, depending
largely on the economies of our neighbouring countries. Internal
risks are managed by the balance budget, low public sector debt
and positive foreign balance with the main source of tension being
the availability of labour. Also, the credit market has remained
strong. All of the main credit products, incl. corporate loans and
home loans, are growing. The financial health of households is on
the strong side, the loan-to-deposit ratio is improving.

Against the background of a stable economic environment and
strong credit market, the sector is increasingly influenced by
various regulatory issues, of which the intention to demolish I
pillar is one of the most relevant. There is still a lack of clarity with
regard to the plan, which has been growing in the minds of a
couple of persons and completely without analysis so far. If the
purpose is reasonable coping of Estonian people after retirement,
together with a better pension, then the proposals made will not
lead us closer to the goal.

The politicians have great interest in deciding over the
accumulated 4 billion euros, but only owing to the fact that this 4
billion exists. It exists because it has been saved. It is ironic that
in making the accusation of an insufficient rate of return,
productivity is not being improved, but instead, the message that
we need to save is destroyed and the development of Estonian
capital and capital markets reversed.

When looking for a parallel regarding the voluntary saving
argument, those who made this proposal do not recommend
using it for unemployment insurance premiums. By the end of
2019, the Unemployment Insurance Fund has accumulated a
reserve of EUR 850 million, which is saved through premiums
amounting to 1.6% paid by the employee and 0.8% by the
employer, calculated from the gross salary. Although these
reserves are not invested and accordingly, these do not earn any
return, this is an important part of the state budget. Probably it is
namely why the nonexistent rate of return of the measure that
effectively increases labour taxes was not remembered and we
are not hearing any proposals about making it voluntary.

Wealth is a relative concept and asset-based measurement is
applied to it. There is no wealthy country or person who has not
achieved their wealth through investing or saving. In addition
Estonia is one of the most banking-orientated countries in Europe
and when demolishing the only institutional investor with sufficient
scale regarding pension funds, the capability of funding large
projects is reduced, which regrettably is already evident today.

In conclusion, when previously instead of today’s consumption,
the goal was to save for the future, according to the current
unanalysed proposals, society is directed towards consuming
more today on account of the future. This will be paid by the next

generation together with tax increases. This cannot be a goal.
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One should be able to make a difference between the input and

goal.

Financial results
The group’s consolidated profit of Q2 of 2019 was EUR 7.7

million, increasing by EUR 2.7 million when compared to the
previous quarter which was influenced by income tax payment on
dividends, and decreasing by EUR 2.4 million when compared to
Q2 of the previous year which was influenced by the sell of
Mokilizingas.

The return on equity belonging to LHV’s shareholders was 18.1%
in Q2 of 2019, having increased compared to Q1 of 2019 (12.2%)
by 5.9 percentage points; the reason being tax expense related to
the dividends last quarter.

The group’s consolidated net loan portfolio grew by EUR 127
million during the quarter (EUR 72 million in Q1 of 2019) and the
consolidated deposits increased by EUR 516 million (compared
to the growth of EUR 145 million in Q1 of 2019). At the same time,
the deposits related to payment intermediaries increased by EUR
8 million (growth of EUR 33 million in Q1 of 2019).

The group’s own funds increased by EUR 27.0 million when
compared to the previous quarter and risk-weighted assets
increased by EUR 95.7 million; the Tier 1 and total capital
adequacy ratios at the end of the quarter were 14.0% and 19.2%,
respectively. The change in own funds was affected by the
involvement of capital from Q1 of 2019 in the group’s own funds
and the bond issue.

In Q2 the bank’s profit on the consolidated level was EUR 5.9
million, which is EUR 1.7 million higher than the previous quarter
(EUR 4.2 million in Q1 of 2019). Over the quarter, the number of
customers increased by nearly 8,600 (in Q1 of 2019, by 9,500),
causing the total number of the bank’s customers to exceed the
threshold of 179,000.

In Q2 the bank’s loan portfolio grew by EUR 127 million (in Q1 of
2019, EUR 72 million), nearing EUR 1,118 million. Among the
loans, entrepreneurship loans grew the most. The cost of the loan
allowance amounted to EUR 0.7 million in Q1, which is EUR 0.3
million less than in the previous quarter.

The deposits of the bank’s customers increased by EUR 481
million in Q2, of which the deposits of payment intermediaries
grew by EUR 8 million and the deposits of the remaining
customers by EUR 473 million. By the end of Q2, the total deposit

volume reached EUR 2,065 million.

In Q2, Varahaldus earned a profit of EUR 2.1 million (in Q1 of
2019, EUR 1.2 million). The fee and commission income of
Varahaldus increased by EUR 0.1 million when compared to the
previous quarter, to EUR 3.6 million. The operating expenses of
Varahaldus remained at the same level as the previous quarter.

The total volume of funds managed by LHV grew by EUR 36
million over the quarter (by EUR 43 million in Q1 of 2019). The
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number of active clients of the 2nd pillar decreased by 72 over the
quarter (by 457 in Q1 of 2019). By the end of the quarter, the Madis Toomsalu

number of active 2nd pillar customers exceeded 177 thousand.
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Business volumes 022019 Q12019 Quarter Q2 2018 vear
EUR million over over

guarter year
Loan portfolio 1117.9 990.7 13% 776.5 44%
Financial investments 119.5 26.2 356% 54.1 121%
Deposits of customers 2083.4 1567.0 33% 1542.8 35%

incl. deposits of financial

intermediates 235.1 226.8 4% 470.4 -50%
Equity (including minority
interest) 164.5 156.4 5% 143.4 15%
Equity (owners' share) 160.7 153.2 5% 140.4 14%
Volume of funds managed 1293.4 1257.4 3% 1 166.6 11%
Assets managed by bank 1161.7 1228.5 -5% 1375.1 -16%
Income statement Quz;r\:z: Z:: Year
EUR million Q22019 Q12019  quarter Q2 2018* year 6M2019  6M2018*  over year
Net interest income 11.63 10.95 6% 9.41 24% 22.58 18.41 23%
Net fee and commission
income 6.61 6.23 6% 7.22 -8% 12.84 12.81 0%
Other financial income 0.20 0.18 11% 0.34 -41% 0.38 0.25 52%
Total net operating income 18.44 17.36 6% 16.97 9% 35.80 31.47 14%
Other income 0.02 -0.02 NA 0.00 NA 0.00 0.00 NA
Operating expenses -9.40 -9.11 3% -7.77 21% -18.51 -15.44 20%
Loan losses -0.70 -0.95 -26% -1.60 -56% -1.65 -2.48 -33%
Income tax expenses -0.70 -2.27 -69% -0.63 11% -2.97 -2.57 16%
Discontinued operations 0.00 0.00 NA 3.08 -100% 0.00 3.32 NA
Net profit 7.66 5.01 53% 10.05 -24% 12.67 14.30 -11%
Including attributable to
owners of the parent 7.10 4.69 51% 9.53 -25% 11.79 13.48 -13%
Ratios Quarter Year Year
EUR million Q22018 QL2019  quarter Q22018* Vear 6M2019 eM2018* U
Average equity
(attributable to owners of the parent) 157.0 153.4 35 137.6 19.4 157.2 130.3 26.9
Return on equity (ROE), % 18.1 12.2 5.9 27.7 -9.6 15.0 20.7 5.7
Return on assets (ROA), % 15 11 0.4 2.2 -0.7 1.25 1.63 0.4
Interest-bearing assets, average 2 059.8 1715.3 344.5 1800.8 259.0 1993.0 1728.7 264.0
Net interest margin (NIM) % 2.26 2.55 -0.29 2.09 0.17 2.23 2.13 0.1
Price spread (SPREAD) % 2.22 2.51 -0.29 2.06 0.16 2.23 1.86 0.4
Cost/income ratio % 50.9 52.6 -1.7 39.8 11.1 51.7 46.3 5.4
Profit attributable to owners before
income tax 7.8 6.7 1.1 10.2 2.4 14.5 15.8 -1.3

Explanations to ratios (quarterly ratios have been expressed on an annualised basis)

Average equity (attributable to owners of the parent) = (equity as at the end of the reporting period + equity as at the end of the previous reporting period) / 2

Return on equity (ROE) = net profit for the quarter (share of owners of the parent) / average equity (attributable to owners of the parent) *100

Return on assets (ROA) = net profit for the quarter (share of owners of the parent) / average assets*100

Net interest margin (NIM) = net interest income / interest-bearing assets, average * 100

Price spread (SPREAD) = interest yield from interest-bearing assets — cost of external capital

Interest yield from interest-bearing assets = interest income / interest-bearing assets, average * 100

Cost of external capital = interest expenses / interest-bearing liabilities, average * 100

Cost/income ratio = total operating cost / total income * 100

*From the reference data the revenue and expenses of discontinued operations are separated
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Operating Environment

The beginning of this year surprised with faster than expected
growth in many economic regions. This way, the economic growth
in the USA accelerated to 3.2% and in the Eurozone to 1.2%. The
growth is based on domestic demand, as trading has slowed
down everywhere due to the intense conflict in the trade
relationships between the USA and the rest of the world. Looking
forward, we still expect a slowdown in the global economic
growth. At its summer session, the US Federal Reserve lowered
the growth expectations for this year to 2.1%; the European
Central Bank estimates average economic growth to remain at
1.2% in the Monetary Union. In China, the growth should remain
slightly above 6%.

Also, the economy of trading partners relevant for Estonia
continued to be strong in the first quarter, although it shows signs
of cooling like the rest of the world. At the Swedish construction
market, the signs of stagnation have been visible for a long time;
now the growth of the building sector has also slowed down in
Finland and Latvia. The economic growth is still supported by
private consumption thanks to the fast salary growth; however,
the economy of all our close neighbours is largely dependent on
export and the insecurity of global trade will sooner or later have
an impact on all countries with an open economy.

The economy of the Eurozone grew by 1.2% in Q1 of 2019 year-
on-year. The growth remained at the same level as the end of last
year. Weakening of the euro exchange rate at the beginning of
the year reversed at the beginning of May, when the exchange
rate started to rise again. On the one hand, this is a sign of a better
than expected state of economy of the Eurozone. On the other
hand, a more expensive currency causes more problems for
companies who depend on export. The unemployment rate has
dropped to 7.5% and similarly to Estonia, several sectors suffer
from serious shortages of labour supply. Inflation slowed to 1.2%
at the beginning of the summer, mainly due to the slower rise of
energy prices. Core inflation has remained relatively unchanged
at around 1%. At the same time, wage growth has somewhat
accelerated, indicating a stronger price pressure in the future.
The European Central Bank will continue its supportive monetary
policy for some time. The outgoing President of the European
Central Bank, Mario Draghi, has expressed in his latest speeches
that the ECB still has tools for stimulating the economy, if
necessary. Christine Lagarde, who has been appointed as his
successor, is also known for being rather supportive of lenient
monetary policy. Accordingly, we may be quite sure that given the
current nervous economic environment, the ECB will not start
tightening the monetary policy in any way, but we can expect even
more steps in the autumn towards a more lenient monetary policy.
The Estonian economy grew by 4.5% in the first quarter, which

was above the expectations. The greatest contribution came from
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the processing industry, with investments increasing by nearly
half year-on-year. The growth was broad-based, supported more
than the others by information and communications, professional,
research and technical activities and trade. Such rapid growth
was really surprising as it was already known beforehand that the
construction volumes in the first quarter did not grow. Export of
goods and services grew at slightly less than 5%, while the entire
growth came from the export of goods, which was unusual. Export
of services decreased 0.4% year-on-year. The last time the export
of services decreased was three years ago, in Q1 of 2016. It was
also unusual (yet, truly positive) that the export of goods was very
broad-based and was not entirely based on the export of fuel or
electronics, as has been the case in recent years.

The price increase has been slower in the first half of 2019
compared to the last year. The main reasons are the lower oil
price on global markets compared to last year and receding of the
impact of the increase in alcohol excise tax. The price increase
has been upheld by the rise in the prices of electricity and solid
fuels, which pushes up the expenditures made by the consumers
on housing. Also, the prices of fresh vegetables have had an
upsurge. In the second half of the year, inflation should slow down
even more. The contribution of food to the price increase will
decrease, as the weather conditions have most definitely been
more favourable for the farmers this year and the harvest
accordingly better. The oil price will most likely remain lower year-
on-year, and in addition, the price increase will definitely be
inhibited by the recently adopted lower alcohol excise tax.
According to the forecast of Eesti Pank published in June, the
Estonian economy will grow by 3.3% this year. Further rapid
economic growth is inhibited by the high conjuncture related
supply-side restrictions (lack of available resources) but also the
deceleration of external demand. The main growth engine is
domestic demand, led by private consumption and investments.
The positive contribution of investments is also restored, which
was negatively influenced by a high comparison base last year.
From the risks, we could consider the most important to be
developments in the external environment, which could be
negatively influenced above all by declined demand caused by
trade restrictions and the related insecurity when making
investments. Within Estonia, it is primarily necessary to deal with
the improvement of competitiveness and favour the re-learning of
employees and the movement to sectors offering higher added
value. There are still a lot of industries with low production in
Estonia, which will most likely disappear with the continual
increase of labour costs in the next few years.

LHV expects the economic growth to slow down in the second half
of the year, close to the long-term sustainable potential level. The

shortage in available resources will continue to increase the
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significance of the ability of businesses to adapt and be
successful in raising productivity, which is why it is necessary to
vigorously continue making smart investments. First and foremost
it is important to achieve long-term sustainable economic growth
that is in balance between the various sectors. In terms of
economic sectors, the risks are above average in the building
sector, accommodation and catering sector, and transport and
storage. LHV is still conservative with regard to the real estate
market, monitoring the local and Scandinavian market, with
increased attention on developments in Sweden. Regarding
rental cash flow projects, there is a risk that there will not be
enough demand to absorb the volumes being developed in the
near future, so that corrections will take place in rental prices or
vacancy rates. A positive trend worth highlighting is the funding
environment that is still favourable. The increase in the amount
outstanding from credit institutions still remains rapid. The
demand for loans of households is strong, led by home loans and

car leasing. For new home loans, the average interest rate has
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started to increase slowly. Due to the surrounding insecurity and
relatively high own funds, the loans taken by corporate entities are
more modest than those of households. The ratio of loans to
deposits and the proportion of overdue loans in the loan portfolio
are at post-crisis low levels. Historically low interest rates and
strong competition between banks offer possibilities to local
enterprises and they should be taking more advantage of them.
LHV wishes to make a big and effective contribution to the finding
and supporting of new growth sources, offering entrepreneurs
long-term co-operation and thinking involving the creation of

value.
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Financial Results of the Group

Compared to Q1 2019, the Group's net interest income increased
in Q2 by 6%, standing at EUR 11.6 (Q1: 11.0) million. Net fee and
commission income increased by 6% and stood at EUR 6.6 (Q1:
6.2) million. In total, the net income of the Group increased by 6%
in Q2, compared to Q1, amounting to EUR 18.4 (Q1: 17.4) million,
with expenses increasing by 3% and amounting to EUR 9.4 (Q1:
9.1) million. The Group's operating profit for Q2 amounted to EUR

8.4 (Q1: 7.3) million. The loss from loan impairments mounted to
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EUR 0.7 million in Q2 (Q1: 1.0). The Group's total profit for Q2
amounted to EUR 7.7 million (Q1: 5.0). Compared to Q2 2018,
the Group's net interest income increased by 24% and net fee and
commission income decreased by 8%.

In terms of business entities, AS LHV Pank posted in Q2 a
consolidated profit of EUR 5.9 million and AS LHV Varahaldus a
profit of EUR 2.1 million. The AS LHV Group on solo bases posted
a profit of EUR 1.9 million due to dividends paid by LHV Pank.

Net profit change (EURt)

1302
14 295

9929

6M 2017 6M 2018 Bank

375 3148

- 12665

Management

The Group's volume of deposits as at the end of Q2 amounted to
EUR 2 083 (Q1: 1 567) million, of which demand deposits formed
EUR 1 672 (Q1: 1 423) million and term deposits EUR 411 (Q1:
144) million.

As at the end of Q2, the volume of loans granted by the Group
amounted to EUR 1 118 (Q1: 991) million, increasing in Q2 by
13%. Compared to Q2 2018, the volume of the Group’s deposits
has increased by 35% and the volume of loans by 44%.

Mokilizingas Other 6M 2019
EURm Assets 2375
1740 187, 1818

-

02-18 Q3-18 Q4-18 Q1-19 Q2-19
Loans M Financial investments M Cash and ohter
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The Group's Liquidity, Capitalisation and Asset Quality

As at 30 June 2019, the Group's own funds stood at EUR 204.1
million (31 December 2018: EUR 183.3 million). LHV Group own
funds are calculated based on regulative requirements. In Q2 the
level of own funds changed by including the Q1profit to own funds

and by issuing the subordinated bonds.

Compared to Group’s internal capital adequacy ratio target
15.5%, the Group is well capitalised as at the end of the reporting
period, with the capital adequacy ratio amounting to 19.2% (31
December 2018: 21.7%). In addition to total capital adequacy
targets the Group has also set internal targets for the core Tier 1
capital adequacy ratio to 10,4% and Tier 1 capital adequacy ratio
to 12.10%. Bank of Estonia informed on 17th of April 2018 that
from 1st of January 2019 O-Sl| buffers for LHV Group will increase

by 0.5%. LHV internal capital targets take it into account.

In the end of 2017 Estonian Financial Supervision Authority new
prudential ratio - the minimum requirement for own funds and
eligible liabilities (MREL), which is valid from 1st of January 2018.
This ratio is included into resolution plan and LHV has to keep
enough own funds and qualifying liabilities which can be used to
cover losses in resolution planning. Minimum requirement was set
at 5.79% and will be reviewed annually by Estonian Financial
Supervision Authority. Group has set internal MREL minimal
target at 6.08%. As of June 30 the MREL ratio was 9.64% (31st
of December 2018 11.43%).

The Group's liquidity coverage ratio (LCR), as defined by the
Basel Committee, stood at 201.8 % as at the end of June (31
December 2018: 148.5%). Banks liquidity situation changed in Q2
due to high deposit growth. Financial intermediates deposits in
Bank are covered 100% with liquid assets. Excluding the financial
intermediates deposits the Groups LCR is 343.0% (31.12.2018:
235.3%). The Group recognises cash and bond portfolios as
liquidity buffers. These accounted for 51% of the balance sheet
(31 December 2018: 43%). The ratio of loans to deposits stood at
51% as at the end of the second quarter (31 December 2018:
64%). Group’s maturity structure is presented in Note 5.

The Group's credit quality was good. As at the end of June,
provisions for estimated loan losses amounted to EUR 11.8
million in the balance sheet, i.e. approximately 1.0% of the loan
portfolio (31 December 2018: EUR 10.3 million, 1.1%). Estimated
loan losses make up 87.2% (31 December 2018: 66.5%) of the
portfolio of loans overdue for more than 90 days. The increase in

overdue loans is related to few clients.

Own funds
204
183 177
139 146
2Q 3Q 4Q 1Q 2Q

2018 2018 2018 2019 2019
Tier 1 own funds Tier 2 own funds

Risk-weighted assets

884
271 797 m =

2Q 3Q 4Q 10 20
2018 2018 2018 2019 2019
Credit risk m Operating risk Market risk

EUR thousand 30.06.2019 Proportion  31.12.2018 Proportion
Loans to customers 1129 661 929 037
including overdue loans: 23 660 2.1% 22 483 2.4%
1-30 days 6 584 0.6% 6 142 0.7%
31-60 days 2715 0.2% 709 0.1%
61-90 days 882 0.1% 177 0.0%
91 and more days 13 478 1.2% 15 454 1.7%
Impairment of loans -11 757 -1.0% -10 276 -1.1%
Impairment % of loans overdue for more than 90 days 87.2% 66.5%
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Capital base 30.06.2019 31.12.2018 31.12.2017
Paid-in share capital 26 016 26 016 25767
Share premium 46 653 46 653 46 304
Statutory reserves transferred from net profit 4713 3451 2471
Other reserves 78 78 36
Retained earnings 68 705 50 193 24 468
Intangible assets (subtracted) -19 030 -19 084 -7 940
Net profit for the reporting period 2618 25237 19 603
Other adjustments -688 -194 0
Tier 1 capital 129 065 132 350 110 709
Additional Tier 1 capital 20 000 0 0
Total Tier 1 capital 149 065 132 350 110 709
Subordinated debt 55 000 50 900 30 900
Total Tier 2 capital 55 000 50 900 30 900
Net own funds for capital adequacy 204 065 183 250 141 609
Capital requirements

Central governments and central bank under standard method 929 938 945
Credit institutions and investment companies under standard method 6 869 5376 6 950
Companies under standard method 703 425 579 836 428 428
Retail claims under standard method 146 510 133 250 144 237
Public sector under standard method 147 125 185
Housing real estate under standard method 56 535 39903 20 039
Overdue claims under standard methods 8 857 10 142 20 956
Investment funds’ shares under standard method 7788 7 963 6 281
Other assets under standard method 19 805 10 557 13 824
Total capital requirements for covering the credit risk and counterparty

credit risk 950 865 788 090 641 845
Capital requirement against foreign currency risk under standard method 3955 3957 3551
Capital requirement against interest position risk under standard method 0 32 412
Capital requirement against equity portfolio risks under standard method 951 704 585
Capital requirement against credit valuation adjustment risks under standard

method 14 41 15
Capital requirement for operational risk under base method 109 545 91 575 75 999
Total capital requirements for adequacy calculation 1 065 330 884 399 722 407
Capital adequacy (%) 19.16 21.70 19.60
Tier 1 capital ratio (%) 13.99 15.67 15.32
Core Tier 1 capital ratio (%) 12.12 15.67 15.32
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Overview of AS LHV Pank Consolidation Group

e (Net) growth in loan volume EUR 127 million
e Net profit EUR 5.9 million
e (Net) growth in deposits EUR 507 million

EURmM Loan porfolio

1118

991
919

Q2 Q3 Q4
Corporate loans

Q12019 Q2

B Retailloans Loans to related companies

From the From the

Change Change beginning of beginning of Change
EUR million Q2 2019 Q1 2019 % Q2 2018 % 2019 2018 %
Net interest income 11.84 11.24 5% 9.60 23% 23.08 18.79 23%
Net fee and commission income  3.01 2.70 11% 3.80 -21% 5.71 6.05 -6%
Other financial income 0.13 -0.01 NA 0.25 -48% 0.12 0.18 -35%
Total net operating income 14.98 13.93 8% 13.65 10% 28.91 25.03 16%
Other income 0.05 -0.01 NA 0.03 55% 0.04 0.06 -34%
Operating expenses -7.74 -7.51 3% -6.29 23% -15.25 -12.38 23%
Loan losses -0.70 -0.95 -27% -1.60 -56% -1.65 -2.48 -33%
Income tax expenses -0.70 -1.29 -46% -0.63 10% -1.99 -1.47 35%
Net profit 5.89 4.17 41% 5.16 14% 10.06 8.79 15%
Loan portfolio 1118 991 13% 777 44%
Financial investments 112 19 504% 46 143%
Deposits of customers 2090 1583 32% 1555 34%

incl. deposits of financial

intermediates 235 227 4% 470 -50%
Subordinated liabilities 64 37 73% 20 220%
Equity 143 129 11% 115 24%

Q2 was successful in terms of business volumes. LHV Bank
generated EUR 11.8 million in net interest income and EUR 3.0
million in net fee and commission income. In total, the bank's net
income amounted to EUR 15.0 million, expenditure to EUR 7.7
million and loan provisions to EUR 0.7 million. The net profit of
LHV Pank amounted to EUR 5.9 million in Q2. This constitutes a
41% increase from Q1 (4.2) and a 14% increase from Q2 2018
(5.2). Net interest income increased 5% compared to previous
quarter. Net fee and commission income increased 11%
compared to Q1. Net operating income increased by 8%
compared to previous quarter. In Q2 other financial income
amounted to EUR 0.1 million (Q1: 0.01 million).

Securities brokerage fees, transaction fees and fees from cards
are greatest contributor to fee and commission income. The

quarterly profit before taxes was EUR 6.6 million and net profit

EUR 5.9 million. As at the end of the quarter, the net profit
exceeded the financial plan by EUR 0.8 million.

The increase in net interest income stems from the growth in
business volumes. By the end of Q2, the total volume of the
bank's loan portfolios amounted to EUR 1 118 million (Q1: EUR

991 million). The volume of portfolios grew 13% over the quarter.

The corporate credit portfolio containing loans and guarantees
grew by EUR 228.7 million (+39%) over the year and by EUR 81.6
million (+11%) in a quarterly comparison. The greatest source of
growth was loans for real estate activities, which is traditionally
the most financed field by commercial banks, having grown by
EUR 86.3 million (+42%). Strong commercial real estate projects
generating rental income were the main source of the growth. This

was followed by loans issued to the processing industry, which
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grew by EUR 35.6 million (+49%) year-on-year. The loans granted
in the agriculture, forestry and fishing sectors grew by EUR 32.2

million (+297%) year-on-year.

Compared to the first quarter of 2019, the portfolio growth was
driven most by loans and guarantees issued to the agriculture,
forestry and fishing sectors (EUR 26.2 million; +156%), followed
by the financial and insurance sector (EUR 26.2 million; +30%)

and real estate sector (EUR 11.3 million; +4%).

The most corporate loans were granted in the real estate sector,
which makes up 37% of the bank’s corporate loan portfolio. The
biggest part of real estate loans was granted to high-quality
projects generating rental income; a significantly smaller part went
to property development. Most of the financed development
properties are in Tallinn, and in other bigger cities of Estonia, and
projects in the vicinity of Tallinn make up 7% of all development
projects. Upon funding the new developments in Tallinn, LHV’s
market share was nearly one fifth at the end of the 2nd quarter of
2019. LHV’'s property development portfolio is also well-
positioned in the event of changing market trends — the financed
developments are in good locations and the risk and planned

price ratio for the projects remains at an average of 55%.

After the real estate sector, the most credit has been issued to
companies in the financial and insurance activities sector (14%
share) and the processing industry (14% share). Among sectors
with higher than average credit risk, accommodation and catering
comprise 3%, construction 2%, and transport and storage 1% of

the total portfolio volume.

The bank’s business volumes continued rapid growth in the
second quarter. Over the quarter, the number of bank customers
increased by 8,600, reaching 179,000. New record levels were
achieved in customer activity. The volume of deposits and loans
reached a record high level. The deposit volume grew by EUR
507 million and the loan volume by EUR 127 million. The deposit
volume reached EUR 2.1 billion and the loan volume EUR 1.1
billion by the end of the quarter. The deposits of regular customers
grew by EUR 268 million, those of the financial intermediaries by
EUR 8 milion and deposits involved through deposit
marketplaces by EUR 231 million. The bank has launched
cooperation with both of the bigger deposit marketplaces in
Europe - Raisin and Deposit Solution, through which EUR 242
million of term deposits were involved as at the end of the quarter.
The number of deposits involved during the quarter was higher
than usual, to ensure the availability of sufficient funding for
purchasing the Danske Bank private loan portfolio. As at the end
of the quarter, the bank held funds exceeding EUR 1.0 billion with
the European Central Bank. Corporate loans grew by EUR 78
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million and retail loans by EUR 49 million. The quarterly profit
before taxes was EUR 6.6 million and net profit EUR 5.9 million.
At the end of the quarter, the bank prematurely redeemed the
subordinated bonds in the amount of EUR 8 million and increased
its share capital by EUR 10 million, issued bonds belonging to Tier
I own funds (AT1) in the amount of EUR 14.5 million and
subordinated bonds of EUR 20.5 million in order to strengthen the
bank’s capital base for the increase of business volumes and
purchase of the private loan portfolio of Danske Bank.

In June, the bank and Danske Bank signed an agreement, under
which the bank acquires the installation of Danske Bank related
to Estonian private persons. In essence, the installation consists
of the private loan portfolio amounting to approximately EUR 470
million. With the transaction, the bank will take over the servicing
of nearly 10,800 private customers. Home loans comprise ca 97%
of the loan portfolio volume to be purchased. According to the
bank, it is a well secured and strong credit portfolio. Since the
interest rates of the granted home loans were in essence close to
the cost price, the transaction was only possible thanks to
purchasing the portfolio at a discount. The bank and Danske Bank
agreed on the transaction price, according to which a EUR 39
million discount is deducted from the portfolio volume as at the
closure of the deal. Considering the continuing amortisation of the
loan portfolio as well, the estimated price of transaction will be ca
EUR 410 million. The transaction is to be completed this fall. As a
result of the transaction, the bank’s loan portfolio will increase by
ca 40% and the importance of retail banking in the total lending
business of the bank will rise notably. For the bank, the
transaction means the involvement of a significant volume of
deposits and raising additional capital through three different
capital instruments. The latter is divided between bonds and
share capital. Aimed at financing the future home loan portfolio of
the bank with covered bonds, the bank started with the application
process for an additional activity licence for covered bonds.

At the end of the quarter, the bank signed an agreement with
Luminor Bank, Danske Bank and Worldline, according to which
the bank will step in as the new partner of Luminor Bank in the
common AMT network, replacing the former partner, Danske
Bank. The common network will be served by the bank. This
means, that for the customers of the bank, the ATM network will
grow by a factor of five, to 125 ATMs, from the current 25. The
expanded network will significantly improve the bank customers’
access to cash withdrawal. Previously, the expansion of the ATM
network brought new private as well as business customers to the
bank. Reconfiguration works of the common network ATMs for
connecting to the bank's network and updating of their
appearance are to be performed in the third quarter.

This quarter saw the development of several new services for
investing customers. An option of conducting transactions

besides the Baltic shares, also with those of foreign stock
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exchanges and ETFs, was added to the Mobile Bank.
Convenience and speed are the benefits working in favour of the
Mobile Bank, which are very important when it comes to trading.
Besides, the customers can view graphs with price information in
the Mobile Bank. More than half of the bank’s investing customers
hold foreign shares or index funds and therefore, development of
the new service was important for a lot of customers. Another
important innovation was displaying the information of alternative
placements in the consolidated view of Internet Bank. First, the
investment information of EstateGuru and Coinbase investments
was displayed to customers. Adding alternative investments to the

summary view, that is investments in crowdfunding and
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cryptocurrencies, means that the customer is able to conveniently
view their stock exchange and OTC transactions, while also
having a quick and comprehensive overview of their investment
portfolio. In addition, the customer is able to see their available
cash balance on the platform. In the near future, the opportunity
to view information about other bigger alternative investment
platform accounts will also be added.

For the third time, the bank won the innovation award of the
Banking Association, this time for the Entrepreneur Account. Also,
Euromoney named the bank as the best bank in Estonia for the

second year in a row.
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Overview of AS LHV Varahaldus

e The quarterly profit was EUR 2.1 million
e The volume of funds is EUR 1 293 million, growth of EUR 36
million

15/39

Volume of funds
1257 1293

EURm

1167 1204 1214

e Number of active customers at the end of June 177,402; -72

compared to Q1

e Premature redemption of Tier 2 bonds in June (issue volume

EUR 550 thousand 5 years ago)

Q2-18 Q3-18 Q4-18 Q1-19 Q2-19
Pillar Il pensionfunds Other funds

Change Change Change
EUR million Q2 2019 Q1 2019 % Q2 2018 % 6M 2019 6M 2018 %
Net fee and commission income  3.61 3.52 3% 3.42 6% 7.13 6.76 5%
Net financial income 0.03 0.15 -80% 0.05 -40% 0.18 -0.01 NA
Operating expenses -1.05 -1.03 2% -0.95 11% -2.08 -1.99 5%
Depreciation of non-current
assets -0.46 -0.45 2% -0.45 2% -0.91 -0.9 1%
Profit 2.13 2.19 -3% 2.07 3% 4.32 3.86 12%
Financial investments 7.8 7.7 1% 8.2 -5%
Subordinated liabilities 1.6 2.1 -24% 2.1 -24%
Equity 26.0 25.0 4% 24.0 8%
Assets under management 12934 12574 3% 1166.6 11%

In Q2, the operating income of LHV Varahaldus was EUR 3.6
million, a total of EUR 7.1 million in H1. Cost base remained at a
similar level as Q1 - at EUR 1.5 million. As further additional cost,
amortisation of the investment of the mobile app “My Pension”
began in June — Estonia’s first comprehensive pension app was
launched on 3 June. Profit before income tax was EUR 2.1 million
in Q2; total profit for 6 months was EUR 4.3 million, being +12%
more compared to the first half of 2018.

In May, the new terms and conditions of pension funds, entering
into force in September, were approved, which ease the
investment restrictions and enable earning of the success fee; at
the same time, the fixed management fee rates for LHV’s bigger
funds will be lowered to 0.72%, from 1.20%. Therefore, the
actively managed funds of LHV Varahaldus plan to keep in focus,
besides public market instruments, the investments in OTC-
traded assets as well, above all in domestic assets, and
concentrate on earning the long-term success fee.

Movement of stock markets was more volatile in Q2 compared to
Q1. In May, the stock markets experienced a downward

adjustment; yet, by the end of June, the main indexes regained

their record levels or were close to these. For example, LHV
Pensionifond Indeks demonstrated the best result at the Estonian
pension market with +15.2% growth in H1. The price risk related
to stock exchanges is lower in actively managed LHV pension
funds with the focus being on OTC-traded assets with a long-term
stable rate of return.

At the end of June, LHV Varahaldus liquidated the Persian Gulf
Fund; the volume of AUM of the fund at the moment of closure
was EUR 4.5 million. The LHV’s mobile app “My Pension”
launched in June has been downloaded for more than 13
thousand times in the first month. From 6 June, Vahur Vallistu
took up the duties of the CEO; on 19 June, Mihkel Oja left the
organisation and from that date onwards, the Management Board
of LHV Varahaldus continues with two members — Vahur Vallistu

and Joel Kukemelk.
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PricewaterhouseCoopers, Tallinn
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CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS

Condensed Consolidated Interim Statement of Profit or Loss and

Other Comprehensive Income

(in thousands of euros) Note Q2 2019 6M 2019 Q2 2018 6M 2018
Continuing operations

Interest income 14 264 27 177 11 184 22 070
Interest expense -2 637 -4 605 -1776 -3663
Net interest income 9 11 627 22572 9408 18 407
Fee and commission income 9126 17 590 9 149 16 291
Fee and commission expense -2 514 -4 753 -1934 -3 486
Net fee and commission income 10 6612 12 837 7215 12 805
Net gains from financial assets measured at fair value 190 338 326 254
Foreign exchange rate gains/losses 12 -7 9 -6
Net gains from financial assets 202 381 335 248
Other income 17 16 18 25
Other expense 0 -23 -15 -27
Total other income 17 -7 3 -2
Staff costs 11 -4 882 -9 435 -3 938 -7 684
Administrative and other operating expenses 11 -4 519 -9 072 -3 836 -7 756
Total expenses -9 401 -18 507 -7 774 -15 440
Profit before impairment losses on loans and

advances 9 057 17 276 9187 16 018
Impairment losses on loans and advances 22 -698 -1 649 -1 596 -2 478
Profit before income tax 8 359 15627 7591 13 540
Income tax expense -697 -2 962 -631 -2 569
Net profit for the reporting period from continued operations 2 7 662 12 665 6 960 10 971
Profit from discontinued operations 12 0 0 3080 3324
Net profit for the reporting period 2 7 662 12 665 10 040 14 295
Other comprehensive income/loss:

Items that may be reclassified subsequently to profit or loss:

Changes in the fair value of debt instruments

measured at FVOCI 0 0 -6 -112
Total profit and other comprehensive income for the

reporting period 7 662 12 665 10 034 14183
Total profit of the reporting period attributable to:

Owners of the parent 7 097 11788 9525 13474
Non-controlling interest 565 877 515 821
Total profit for the reporting period 2 7 662 12 665 10 040 14 295
Total profit and other comprehensive income attributable to:

Owners of the parent 7097 11 788 9519 13 362
Non-controlling interest 565 877 515 821
Total profit and other comprehensive income for the

reporting period 7 662 12 665 10 034 14 183
Basic earnings per share (in euros) 17 0.27 0.45 0.37 0.52
Diluted earnings per share (in euros) 17 0.27 0.45 0.36 0.51

The Notes on pages 20 to 36 are an integral part of the condensed consolidated interim financial statements.
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Condensed Consolidated Interim Statement of Financial Position

(in thousands of euros) Note 30.06.2019 31.12.2018
Assets

Due from central bank 4,5,6,13 1067 924 639 862
Due from credit institutions 4,5,6,13 21981 25791
Due from investment companies 4,6,13 9104 17 005
Equity instruments at fair value through other comprehensive income 4,6,7 298 298
Financial assets at fair value through profit or loss 4,6,7 119 164 46 856
Loans and advances to customers 4, 6,8, 22 1117 904 918 761
Receivables from customers 9504 3721
Other financial assets 2850 2936
Other assets 1820 1651
Tangible assets 20 5135 1135
Intangible assets 20 15 416 15 470
Goodwill 3614 3614
Total assets 2 2374714 1677 100
Liabilities

Deposits of customers and loans received 14 2111978 1443782
Financial liabilities at fair value through profit or loss 6 9 11
Accounts payable and other liabilities 15 23188 24 644
Subordinated debt 6, 21 75 000 50 900
Total liabilities 2 2210175 1519 337
Owner's equity

Share capital 26 016 26 016
Share premium 46 653 46 653
Statutory reserve capital 4713 3451
Other reserves 2865 2090
Retained earnings 80 493 75 430
Total equity attributable to owners of the parent 160 740 153 640
Non-controlling interest 3799 4123
Total equity 164 539 157 763
Total liabilities and equity 2374714 1677 100

Initsialiseeritud ainult identifitseerimiseks
Initialled for the purpose of identification only
Initsiaalid/initials [0

Kuupéev/date 5. 09. 49
PricewaterhouseCoopers, Tallinn

The Notes on pages 20 to 36 are an integral part of the condensed consolidated interim financial statements.
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Initsiaalid/initials /O 18/39
Kuupéev/date S 9.9
PricewaterhouseCoopers, Tallinn

Condensed Consolidated Interim Statement of Cash Flows
(in thousands of euros) Note Q2 2019 6M 2019 Q2 2018 6M 2018
Cash flows from operating activities
Interest received 13917 26 761 11594 21 256
Interest paid -2333 -4 154 -1981 -2718
Fees and commissions received 9127 17 590 9149 16 291
Fees and commissions paid -2514 -4 753 -1934 -3 486
Other income received 48 -50 20 27
Staff costs paid -4 368 -8 463 -3508 -6 757
Administrative and other operating expenses paid -3546 -7 040 -3107 -6 340
Income tax -697 -2 962 0 -1 938
Cash flows from operating activities before change in operating
assets and liabilities 9634 16 929 10 233 16 335
Net increase/decrease in operating assets:
Net increase/(decrease) in financial assets at fair value through profit or loss 1 46 -31 -49
Loans and advances to customers -129814 206 197 -21 003 -57 819
Mandatory reserve at central bank -4 199 -5 584 748 -1 086
Security deposits 120 86 -111 -58
Other assets 273 -152 -53 -552
Net increase/decrease in operating liabilities:
Demand deposits of customers 249 267 367 882 -171 045 17 888
Term deposits of customers 266 727 292 858 -11 526 -12 034
Loans received 10 000 10 000 0 0
Repayments of the loans received -2 943 -2 943 0 0
Financial liabilities held for trading at fair value through profit and loss -25 -2 -368 5
Other liabilities 853 -833 -2720 -46 828
Discontinued operations 0 0 244 -270
Net cash generated from/used in operating activities 399 894 472 090 -195 632 -84 468
Cash flows from investing activities
Purchase of non-current assets -885 -5934 -512 -1 084
Disposal of subsidiary, net of cash disposed 12 0 0 5 046 5 046
Proceeds from disposal and redemption of investment securities at fair value
through other comprehensive income 0 0 -6 -112
Net changes of investment securities at fair value through profit or loss -93 089 -72 819 3348 2 825
Net cash flows from/used in investing activities -93 974 -78 753 7 876 6 675
Cash flows from financing activities
Dividends paid 0 -6 664 -4123 -5295
Subordinated loans received 40 000 40 000 0 0
Repayments of the subordinated loans received -15 900 -15 900 0 0
Net cash flows from/used in financing activities 24 100 17 436 -4123 -5 295
Effect of exchange rate changes on cash and cash equivalents 6 12 -7 9 -6
Net increase/decrease in cash and cash equivalents 330 032 410 766 -191 870 -83 094
Cash and cash equivalents at the beginning of the period 749 112 668 378 1054613 945 837
Cash and cash equivalents at the end of the period 13 1079144 1079144 862 743 862 743

The Notes on pages 20 to 36 are an integral part of the condensed consolidated interim financial statements

AS LHV GROUP  TARTU MNT 2, 10145 TALLINN 6 802670 INFO@LHV.EE LHV.EE L'-N



19/39

Condensed Consolidated Interim Statement of Changes in Equity

Total equity
attributable
Statutory to owners Non-
Share Share  reserve Other Retained of LHV| controlling  Total
(in thousands of euros) capital  premium capital  reserves earnings Group interest equity
Balance as at 01.01.2018 25767 46 304 2471 1449 44 071 120 062 7893 127 955
Changes in initial application of
IFRS 15 0 0 0 0 10 617 10 617 0 10617
Adjusted balance as at
01.01.2018 25 767 46 304 2471 1449 54 688 130 679 7893 138572
Disposal of subsidiary 0 0 0 0 0 0 -4550 -4550
Transfer to statutory reserve
capital 0 0 980 0 -980 0 0 0
Dividends paid 0 0 0 0 -4123 -4123 -1172  -5295
Share options 0 0 0 530 0 530 0 530
Profit for the reporting period 0 0 0 0 13474 13474 821 14295
Other comprehensive loss 0 0 0 -112 0 -112 0 -112
Total profit and other
comprehensive income for the
reporting period 0 0 0 -112 13 474 13 362 821 14183
Balance as at 30.06.2018 25 767 46 304 3451 1867 63 059 140 448 2992 143 440
Balance as at 01.01.2019 26 016 46 653 3451 2090 75 430 153 640 4123 157 763
Transfer to statutory reserve
capital 0 0 1262 0 -1262 0 0 0
Dividends paid 0 0 0 0 -5 463 -5 463 -1201 -6 664
Share options 0 0 0 775 0 775 0 775
Profit for the reporting period 0 0 0 0 11788 11788 877 12665
Other comprehensive
income/loss 0 0 0 0 0 0 0 0
Total profit and other
comprehensive income for the
reporting period 0 0 0 0 11 788 11 788 877 12 665
Balance as at 30.06.2019 26 016 46 653 4713 2 865 80 493 160 740 3799 164539

Initsialiseeritud ainult identifitseerimiseks
Initialled for the purpose of identification only
Initsiaalid/initials [.90.

Kuupéev/date J.09. 249
PricewaterhouseCoopers, Tallinn

The Notes on pages 20 to 36 are an integral part of the condensed consolidated interim financial statements
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Notes to the Condensed Consolidated Interim Financial Statements

NOTE 1 Accounting Policies

The condensed consolidated interim financial statements have been prepared in accordance with the international financial reporting standard
IAS 34 "Interim Financial Reporting", as adopted by the European Union, and consists of condensed consolidated financial statements and
selected explanatory notes. The accounting policies and methods of computation used in the preparation of the interim report are the same
as the accounting policies and methods of computation used in the annual report for the year ended 31 December 2018, which comply with
the International Financial Reporting Standards, as adopted by the European Union (IFRS EU), with the exception of accounting principles
changed as of 1 January 2019 in related to newly enforced IFRS EU standards. The changes in accounting principles are disclosed in Note
1, subsection “Changes in accounting policies”.

These condensed consolidated interim financial statements have been reviewed, not audited and do not contain the entire range of information
required for the preparation of complete financial statements. The condensed consolidated interim financial statements should be read in
conjunction with the Annual Report prepared for the year ended 31 December 2018, which has been prepared in accordance with the
International Financial Reporting Standards (IFRS EU).

The financial figures of the condensed consolidated interim financial statements have been presented in thousands of euros, unless otherwise
indicated. The interim financial statements have been consolidated and include the results of AS LHV Group and its subsidiaries AS LHV
Varahaldus (100% interest), AS LHV Pank (100% interest), OU Cuber Tehnology (100% interest) and AS LHV Finance (65% interest). As of
March 31 2018 the quarterly report included also the results of UAB Mokilizingas (50% interest+1 share).

Changes and amendments to already published financial statements

When preparing these condensed consolidated interim financial statements, the Group introduced amendments to the financial information
disclosed for the period ended 30 June 2019 presented in the condensed consolidated interim financial statements as compared to already
published on 16th of July condensed consolidated interim financial statements for the period ended 30 June 2019. Therefore, these
condensed consolidated interim financial statements replace the previously published version. The amendments did not affect profit for the
reporting period, total assets, total liabilities or total equity. The key amendments relate to:

e correction of comparative period in the Condensed Consolidated Statement of Changes in Equity.

e inclusion of detailed description of new accounting standard IFRS 16 applied from 1 January 2019 (Note 1).
e inclusion of 6m 2019 and 6m 2018 period results in segment reporting (Note 2).

e inclusion of following notes:

- Tangible and intangible assets (Note 20);
- Subordinated debts (Note 21);

- Loans and advances to customers (Note 22).

Changes in accounting policies

The Group has adopted IFRS 16, Leases for the first time starting from 01.01.2019. The other new standards that became effective since 1
January 2019 have had no impact on the 6-month interim financial report of the Group. The new standard sets out the principles for the
recognition, measurement, presentation and disclosure of leases. All leases result in the lessee obtaining the right to use an asset at the start
of the lease and, if lease payments are made over time, also obtaining financing. Accordingly, IFRS 16 eliminates the classification of leases
as either operating leases or finance leases as is required by IAS 17 and, instead, introduces a single lessee accounting model.

Lessees will be required to recognise:
(a) assets and liabilities for all leases with a term of more than 12 months, unless the underlying asset is of low value; and
(b) depreciation of lease assets separately from interest on lease liabilities in the income statement.

IFRS 16 substantially carries forward the lessor accounting requirements in IAS 17. Accordingly, a lessor continues to classify its leases as
operating leases or finance leases, and to account for those two types of leases differently.

The group has adopted IFRS 16 Leases retrospectively from 1 January 2019, but has not restated comparatives for the 2018 reporting period
as permitted under the specific transition provisions in the standard.

On adoption of IFRS 16, the group recognised tangible assets and lease liabilities in relation to leases, which had previously been classified
as ‘operating leases’ under the principles of IAS 17 Leases.
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The Group leases various properties. Rental contracts are typically made for fixed periods of up to 5 years but as a rule, include extension
and termination options. Lease terms are negotiated on an individual basis and may contain a wide range of different terms and conditions.

The Group recognises leases as a right-of-use asset and a corresponding liability at the date at which the leased asset is available for use.

Lease liabilities were recognized as present value of lease payments. The right-of use assets were measured at the amount equal to the
lease liability, as no adjustments to right of use assets were necessary. Each lease payment is allocated between the liability and finance
cost. The finance cost is charged to profit or loss over the lease period to produce a constant periodic rate of interest on the remaining balance
of the liability for each period. The right-of-use asset is depreciated over the shorter of the asset’s useful life or the lease term on a straight-
line basis.

Lease liabilities include the net present value of the following lease payments:

- fixed payments, less any lease incentives receivable.

« variable lease payment that are based on some kind an index (for example inflation, Euribor).

» amounts expected to be payable by the lessee under residual value guarantees.

« the exercise price of a purchase option if the lessee is reasonably certain to exercise that option.

The lease payments are discounted using the interest rate implicit in the lease, if it is readily determinable, or the Group’s incremental
borrowing rate. The alternative interest rate is the rate of interest that a lessee would have to pay to borrow, over a similar term and with a
similar security, the funds necessary to obtain an asset of a similar value to the right-of-use asset in a similar economic environment.

Short-term leases are leases with a lease term of 12 months or less. Low value assets comprise IT-equipment and small items of office
furniture. In determining the lease term, management considers all facts and circumstances that create an economic incentive to exercise an
extension option or not to exercise a termination option. Extension options (or periods after termination options) are only included in the lease
