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COMMENTARY FROM MANAGEMENT

The decrease in revenue that <continued in @ 2019 for Merko Ehitus was an
expect ed devel oprment due to the conpletion of nmajor projects that had been under
construction at the group's subsidiaries, the general narket situation and the
decline in the secured order book. Revenue for the second quarter was EUR 77
mllion and for the first half-year, EUR 154 nmillion, representing a decrease of
16% conpared to the year before. Sales revenue for six nonths decreased year-
over-year in Estonia and Latvia, but increased in Lithuania and Norway.

The group's profit before taxes in @ was EUR 4.5 million and for the first
hal f-year EUR 7.5 million - an increase of 6.7%fromthe year before. Net profit
in @ was inpacted by inconme tax expenses on dividends paid in the amount of EUR
2.7 mllion. Profitability in @ was also influenced by the fact that due to
timng of project conpletion, the subsidiaries of the group sold significantly
fewer apartnents conpared to @ last year. At the sane tinme, prelimnary sales
of apartments are going according to plan and the nunber of apartnments to be
handed over to buyers in the second half-year on the basis of prelimnary sale
contracts is growing. Net profit attributable to equity holders of the parent in
@ was EUR 1.7 mllion and for the first half-year EUR 4.5 m |l lion.

Wth construction orders generally declining, very strong conpetition and
pressure on prices persist on the main contractors' market. 1In this type of
mar ket situation, the group's subsidiaries are focusing first and forenpbst on
projects where it is possible to create value added for the custonmer in terns of
quality of project nmanagenent, where pricing is fair and contractual risks are
distributed in a reasonable manner. Considering the rapid growth of input prices
that has taken place in recent years, especially in terns of the cost of
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workforce, it is extrenely inportant for the normal devel opnent of the
construction nmarket that there is a good cooperation between the parties of the
construction process, and that liability and risk are bal anced appropriately.

The group's secured order book bal ance decreased by the end of June 2019 to EUR
172 million, decreasing 30%conpared to the level in the same period |ast year
(EUR 247 million). At the sane tine, EUR 86 nmillion in new contracts were signed
in the first half-year, this being 27% nore than in the sanme period | ast year
(EUR 68 mllion). The largest contracts signed were for the renovation of the
Aaspere-Haljala road section as well as construction of Turi Basic School and
Lai ma chocolate factory. In addition to the abovenentioned, the largest projects
in progress were construction works of water supply and sewerage piping in
Met sanurme, Kasemetsa and Uksnurme area, the conmercial building at Parnu mmt
186, construction of undersea electric power cables of Suur Vain and Vai ke Vain
straits, the student honme for Rakvere Vocational School and the reconstruction
and dredging of the Port of Hundipea; in Latvia, Lidl's logistics centre and
Al fa shopping centre; in Lithuania, Neringa hotel, Quadrum office building, and
a private school; and in Norway, the Tesla service centre and the renovation of
the office building at Mgl lergata 23-25.

Strategically, Merko Ehitus is increasingly focused on the apartnent devel opnent
busi ness area. Investments into apartment devel opnent have grown significantly
and in the first half-year, the group invested close to EUR 40 million into
projects in progress. In addition, in @ the group purchased a | arge devel opnent
area in Vilnius for EUR 13 mllion. The planned total investnment volune for this
year in apartnent devel opments is on the order of EUR 100 million. In Estonia,
Latvia and Lithuania, the group currently has a total of nore than 1,000

apartments in devel opnent. The biggest projects in Tallinn are the Uus-Veerenn

and Pikaliiva residential projects, in R ga, the Gai?ezers and Viesturd?rzs
devel opment projects, and, in Vilnius, the Vilneles slenis and Ri nktin?s Urban
devel opnent s.

In @, the group sold 37 apartnents conpared to 117 in @ |last year. The reason
for the Iower nunmber is the fact that previous |arger devel opnent projects have
been conpleted and the apartnents largely sold. At the end of the first half-
year, there were about one hundred apartnments in the three Baltic states in
total that were ready to be sold and not covered by prelimnary contracts. New
projects are in the construction phase and Merko will start selling some of them
as they are finished at the end of this year and nost of themnext year, in
2020.

The apartnment markets in Tallinn and Vilnius continue to favour well-prepared
projects wth high-quality execution, which offer integral |iving environnments.
Riga's apartnment nmarket continues to be less active with the sales potentia
bei ng hi gher for projects that are nore precisely targeted to market
expectations. For the real estate market as a whole, the question renmins about
the current and future devel opnents in the Baltic banking sector. This pertains
to both the sufficiency of conpetition between banks, regulations and the
rigidity of their interpretations in selecting custoners, as well as the genera
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risk appetite of banks when it comes to financing both the devel opers and hone
buyers. In case of unfavourable developnents, banking activities may start
curtailing the general economic activity of the Baltic states, including the
normal functioning of the real estate narket.

OVERVI EW OF THE || QUARTER AND 6 MONTHS RESULTS

PROFI TABI LI TY

2019 6 nonths profit before tax was EUR 7.5 mllion and @@ 2019 was EUR 4.5
mllion (6M2018: EUR 7.1 million and @ 2018: EUR 5.8 nillion), which brought
the profit before tax margin to 4.9% (6M 2018: 3.8%.

Net profit attributable to equity holders of the parent in 6 nonths 2019 was EUR
4.5 million (6M2018: EUR 6.7 nmillion) and 2 2019 net profit attributable to
equity holders of the parent was EUR 1.7 million (@@ 2018: EUR 5.6 mllion). 6

months net profit margin was 2.9%(6M 2018: 3.6%. Net profitability was
i nfluenced by, anong other things, a significantly increased i ncone tax expense:
in @, the group's income tax expense on paid dividends was EUR 2.7 nillion
greater than the year before. There was no incone tax expense on the dividends
paid in 2018 - the dividends were distributed fromdividends paid by foreign
subsidiaries to the parent.

REVENUE

@ 2019 revenue was EUR 77.4 nmillion (@ 2018: EUR 103.3 nillion) and 6 nonths
revenue was EUR 154.2 million (6M 2018: EUR 183.7 nillion). 6 nonths revenue has
decreased by 16.0%conmpared to same period |ast year. The share of revenue
earned outside Estonia in 6 nonths 2019 was 57.0% (6M 2018: 52.6%.

SECURED ORDER BOCK

As at 30 June 2019, the group's secured order book was EUR 172.1 nmillion (30
June 2018: EUR 247.0 million). In 6 nonths 2019, group conpani es signed new
contracts in the ampbunt of EUR 86.0 nmillion (6M 2018: EUR 67.5 million). In @
2019, new contracts were signed in the anbunt of EUR 53.8 mllion (@ 2018: EUR
45.3 million).

REAL ESTATE DEVELCOPNMENT

In 6 nmonths 2019, the group sold a total of 100 apartnments (incl. 33 apartnents
in ajoint venture); in 6 nonths 2018, the group sold 168 apartnents (incl. 34

apartments in a joint venture). The group earned a revenue of EUR 9.2 million
from sale of own devel oped apartnments in 6 nonths 2019 and EUR 16.3 nmillion in
6 nonths 2018. In @ of 2019 a total of 37 apartnents (incl. 4 apartnent in a
joint venture) were sold. conpared to 117 apartnments (incl. 9 apartnent in a
joint venture) in @ 2018, and earned a revenue of EUR 4.7 mllion from sale of
own devel oped apartnents (@ 2018: EUR 12.0 million).

CASH PCSI Tl ON

At the end of the reporting period, the group had EUR 14.0 nmillion in cash and
cash equivalents, and equity of EUR 118.5 million (41.2% of total assets).
Conparable figures as at 30 June 2018 were EUR 27.2 million and EUR 119.1
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mllion (42.8% of total assets), respectively. As at 30 June 2019, the group had
net debt of EUR 48.7 nillion (30 June 2018: EUR 26.9 nillion).

CONSOL| DATED STATEMENT OF COMPREHENSI VE | NCOVE
unaudi t ed
in thousand euros

2019 2018 2019 2018 2018

6 nonths 6 nonths |l quarter |l quarter 12 nonths
Revenue 154, 202 183, 650 77,357 103,340 418,011
Cost of goods sold (139, 532) (170, 621) (68, 893) (94, 394) (384, 962)
Gross profit 14, 670 13, 029 8, 464 8, 946 33, 049
Mar ket i ng expenses (1, 784) (1, 729) (933) (923) (3, 285)
General and
adm ni strative expenses (6,241) (5, 664) (3,117) (2,845) (12,304)
O her operating income 1, 230 1, 695 529 843 3,527
O her operating expenses (253) (105) (218) (73) (1,115)
Qperating profit 7,622 7,226 4,725 5,948 19, 872
Fi nance incone/ costs (97) (171) (180) (145) (97)
incl. finance
i ncome/ costs fromsal e
of subsidiary and
I'i qui dation - (59) - (59) (62)
finance incone/costs
fromjoint venture 203 226 (19) 90 653
i nterest expense (286) (309) (151) (156) (652)
forei gn exchange gain
(1 oss) (4) (1) (4) - 5
ot her financial income
(expenses) (10) (28) (6) (20) (41)
Profit before tax 7,525 7, 055 4,545 5, 803 19, 775
Cor porate income tax
expense (2,888) (201) (2,813) (111) (375)
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year 4,637
incl. net profit

attributable to equity

hol ders of the parent 4,453

net profit attributable
to non-controlling
i nterest 184

O her conprehensi ve

i ncone, which can
subsequently be
classified in the incone
st at enment

Currency transl ation
di fferences of foreign
entities 29

Conpr ehensi ve i ncone for
the period 4, 666

incl. net profit
attributable to equity
hol ders of the parent

net profit attributable
to non-controlling
i nterest 186

Ear ni ngs per share for

profit attributable to

equity hol ders of the

parent (basic and

diluted, in EUR 0.25

1,732 5,692 19,400
1,675 5,565 19,343
57 127 57
(3) 15 (6)
1,729 5,707 19,394
1,672 5,579 19,324
57 128 70
0. 09 0.31 1.09

CONSOL| DATED STATEMENT OF FI NANCI AL PCSI TI ON

unaudi t ed
in thousand euros

30. 06. 2019 30. 06. 2018 31.12.2018

Current assets
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Trade and ot her receivabl es 72,561 91, 541 76, 183
Prepai d corporate income tax 94 163 224
| nventori es 162, 829 120, 467 117, 992

Investments in joint venture 935 306 732
O her long-term | oans and receivabl es 11, 418 14, 861 10, 391
Deferred i ncome tax assets - 5 -
I nvest ment property 14, 115 13, 748 13,771
Property, plant and equi pnent 11, 255 9,454 9,715
I nt angi bl e assets 727 574 671

38, 450 38, 948 35, 280
TOTAL ASSETS 287,914 278, 349 269, 657
LI ABI LI TI ES

Current liabilities

Bor r owi ngs 31, 786 16, 202 19, 900
‘Payables and prepayments 88,748 92,638 77,016
income tax liability 284 375 381
‘Short-termprovisions 6276 4,487 8 100

Non-current liabilities
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Long-t erm borrow ngs 30, 921 37,894 24, 266

Deferred incone tax liability 1, 556 1,335 1,481
‘Qher long-termpayables 2,413 1,500 2,179
""""""""""""""""""""""""""" 34,950 40,729 27,926
TOTAL LIABILITIES 164,614 154,431 133,323
BQUTY
Non-controlling interests 4,763 4,780 4,577
Equity attributable to equity holders of the

par ent
‘Share capital 7,920 7,929 7,92
‘Statutory reserve capital 793 798 793
‘Qurrency translation differences  (694)  (675)  (721)
‘Retained earnings 110,509 111,082 123,756
- 1185537 119,120 131,757
TOTAL EQUTY 123,300 123,918 136,334
TOTAL LIABILITIES AND EQUTY 287,914 278,349 269, 657

Interim report and the investor presentation are attached to the announcenent
and are also published on NASDAQ Tallinn and Merko's web page (group. merko. ee
(http://group. merko.eel/en/)).

Priit Roosi nagi

Head of Group Finance Unit

AS Mer ko Ehitus

+372 650 1250

priit.roosinmagi @rerko.ee (mailto:priit.roosimgi @erko. ee)

AS Merko Ehitus (group.nerko.ee (http://group.nerko.ee/en/)) group consists of
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Estonia's |eading construction conpany AS Mrko Ehitus Eesti, the Latvian-
mar ket -ori ented SI A Merks, UAB Merko Statyba operating on the Lithuani an market,
and the Norwegi an construction conpany Peritus Entreprengr AS. Besides provision
of construction service as a main contractor, the group's other major area of
activity is apartnent developnent. As at the end of 2018, the group enpl oyed
764 people, and the group's revenue for 2018 was EUR 418 nillion
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