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Share Information

Price (BGN) 15.10
52-week price change -4.43%
52-week price range 13.60-16.30
Market Cap (BGN) 195,696,272
Market Cap (EUR) 100,057,915
Shares outstanding 12,960,018
Free Float 7.41%
P/E (ttm) 10.59
P/S (ttm) 1.63
P/BV 3.50

Source: SIS Calculations and Market Data
The BGN is pegged at one euro equals 1.95583 leva.
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Telematic Interactive Bulgaria AD

Investments in expansion hurt profitability

Q1 Consolidated Results

e Telematic Interactive Bulgaria AD reported 6.2% revenue growth for Q1
YoY reaching BGN 30.7mln. Casino revenues take the lion’s share of BGN 27.1mln
or 88.4% of the total after a 7.7% YoY growth. Sports-betting reached BGN
2.3mlIn, which marked an increase of 1.3%. The main contributor to this is the
new bonus programs and promotions, which significantly increased the number
of new registrations and more than doubled the conversion rate. Still, this line
accounts for 7.7% of the operational revenues.

e The remaining 4% is revenues from providing gaming content to B2B
customers, which dropped by 11%.

e The main reason behind the increasing revenues is the increased monthly
average active clients as well as the average income per client. The new CRM
system, as well as staff training towards a more individually targeted approach,
has led to a 4.2% increase in active clients, to reach a total of 99,145 per month.
The average income per client has gone up by 2.5% The conversion rate has
increased to 68% and the churn rate is at 13%, which is an increase from previous
periods. The reason for that is that a large portion of the newly attracted clients
seem to be less active, which leads to many leaving the platform.

e OPEX increased proportionately a notch more than sales — by 22.4% to
BGN 26.3min. The largest contributor is External services, which increased by
25.2% to BGN 15.9 mIn but represents 66.7% of OPEX. In that, the 3 largest sub
accounts, responsible for nearly 85% of the account value are Marketing, which
increased 27.4% to BGN 5.9 min (37.6% of OPEX), Fees for gaming content, which
increased over 29% to BGN 4.6 miIn (34% of OPEX) and Payments services, which
increased 18% to BGN 2.9% (18% of OPEX).

e External services is the account showing the expense made to provide
gaming content. The company uses gaming content by external suppliers, where
the compensation is based on revenue share. The growth in the account is
associated with the one-off expense for the new gaming platform in second half
of 2023 and the expenses needed for the expansion in Macedonia and Peru.

e In 2023 the company distributed dividends twice —11.07.2023 for BGN 1
per share and on 28.12.2023 for BGN 0.40 per share. On 28.12.2023 that
represented a total dividend yield of 9.39% and 78.47% dividend payout ratio
(2022 earnings). In 2024 the company distributed dividends on 21.03.2023 for
BGN 0.39 and on 13.06.2024 for BGN 0.9. On that day, that represented a total
dividend yield of 8.16% and 80.1% dividend payout ratio (2023 earnings).

Please see important disclosures at the end of this report
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Commentary:

Currently, the company shows very good performance by industry standards, but there are a few warning signs we
should be aware of when looking forward.

Telematic has been a stellar performer regarding profitability since its listing in 2022. The signs of market saturation,
however, have been around for around a year and the performance in Q3 2023 showed a noticeable drop in revenue
growth when it decreased from its above 22.5% levels to 17.3%. Profitability decline needed another quarter to
show on the financials when Operating margin decreased from 24-25% to 22% and Net Margin from 21-23% to 19%.
Q1 2024 additionally confirmed and increased the trends when Revenue growth took a severe hit to 6.2% and
Operating margin and Net margin dropped to 15% and 13% respectively. The dynamics is visible in the figure below:

Profitability chart
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It is understood that revenue growth cannot be increasing indefinitely, and this becomes even more apparent in
smaller markets like Bulgaria with population of 6.5 million. Once the growth flattens, the only way for the company
to maintain or improve profitability would be to optimize its cost structure. That, however, is limited in nature and
hides the risks of adverse events hindering this process. At that point the company becomes essentially fully
dependent on outside events, rather than management decisions, dictating the performance of the organization.
As such, the company can offer attractive investment opportunity primarily due to its dividend policy rather than
the opportunity for capital gain. It is a very tricky situation and while this can be tolerated for some time at large
corporations with various lines of business, it can prove very dangerous for businesses with a single line of business
on a single geographical market. Telematic Interactive is not there, so we should not be concerned at this point, but
the warning signs have started to appear.

Their investments in the CRM system clearly show the need to optimize costs and increase efficiency. Cost
optimization, however important, is a tactical move. Telematic needs to make strategic moves and strike with great
intent.

New geographical markets

Since the expansion in Ukraine proved impossible due to the conflict, the focus of the investors was on the other
location — Peru — as Plan B as the company could expand to a comparable to Bulgaria market (total disposable
income in Peru is about 3x that in Bulgaria depending on ways of calculation and data sources). Similarly, total
disposable income for Macedonia is about 20% that of Bulgaria. If we consider the 2023 TIB results and make the
assumption that Peru and Macedonia can be utilized in the same way, it would mean that total revenue can reach
BGN 530mlIn (from BGN 118mln existing), indicating the opportunity for a 350% growth. Added benefit for Peru is
that it can serve as the gateway to other South American countries.

Please see important disclosures at the end of this report
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We believe that it would be very interesting for investors to see greater effort specifically in South America.

New business lines

As mentioned earlier, the largest portion of the revenues is from casino games — nearly 90% come from that. The
other business line, which they have been trying to develop, is sports betting, which, however amounts to less than
8% of the revenues. Even if both businesses involve bets on unknown future events, they are fundamentally
different as organization of the process. Casino games involve more or less predetermined probabilities and even if
predictions for the outcomes of a small sample, i.e. single or a few bettors, can involve a large statistical error thus
large differences in the expected costs, that is not the case with large samples, i.e. thousands or millions of bets.
The total outcomes and profitability can be predicted with acceptable degrees of certainty.

Sports betting involves much greater degree of uncertainty for the casino as the events, based on which bets are
made, are highly unpredictable. The first channel to influence income and cost is through establishing the odds. The
problem is that those odds cannot be much different than the market as it would create large arbitrage
opportunities for players. The other way of control is via a very strict and efficient client program. As usual, beneficial
clients should be encouraged. However, the plethora of online betting platforms has created the fraud risk
significantly. Because of this, rogue players can create liabilities for the casino very quickly, which is why all the
successful sports betting houses have very talented teams, which detect fraudulent deposit, betting and withdrawal
patterns and monitor closely client interactions. Additionally, a rogue player can have expectancy about the odds
and use the casino for money laundering purposes. As a result, the skillset of employees for casino games vs sports
betting is very different and the latter requires greater investment in human capital.

It is likely that this is the reason why Telematic has not invested more in this line of business. Undoubtedly, this is a
harder way to do business in the gambling sector, but the rise of many of the sports betting companies around the
world has shown that this business can indeed be very profitable and covers a demographic, which is very different
than casino games clients, i.e. the chance of cannibalizing of revenues is little.

We should not forget, however, that despite everything, Telematic Interactive is a superior investment. The steps
towards efficiency have eroded part of the EBITDA and the Net Margin, but still the company remains a cash rich
enterprise with very low debt. The transparency is commendable and top notch and the dividends they distribute
make this one of the best picks when shortlisting secure high-dividend yield stocks.

Strengths Weaknesses
- Extensive experience developing gaming - Huge focus on gaming
solutions and in-house ability to adjust - Little B2B focus

- Already established as one of the main and
most trustworthy brands in Bulgaria

Opportunities Threats
- Use gained expertise to expand in Peru - A change in consumer preferences towards sports-
- Develop B2B channels in other countries betting or another type of gambling

- Population in new markets could have different
preferences and not find the betting games attractive

Please see important disclosures at the end of this report
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FINANCIAL SNAPSHOT

QARTERLY RESULTS

Financial Metrics Q1 2024 Q1 2023 % Change ™
Total Revenue 30 666 28 864 6.2% 121 596
Operating expenses -26 331 -21531 22.3% -100 175
EBIT 4574 7572 -39.6% 21421
Operating Margin 15% 26% -11.3% 18%
EBITDA 5 060 7970 -36.5% 23242
Net profit 4051 6 524 -37.9% 18 378
Net Margin 13% 23% -9.4% 15%
Total Assets 70 310 57 046 23.3% -
Net Debt -4 983 -26 256 -81.0% -
Debt-to-Equity 0.26 0.17 - -

Per share Q1 2024 2023 2022 2021
Number of shares 12960018 12960018 4000000 4000000
EPS 1.42 1.61 5.78 5.16
Growth & Activity Q1 2024 2023 2022 2021
Revenue growth 6.2% 16.0% 32.3% 173.0%
Earnings growth 22.3% 24.7% 39.0% 168.9%
CAPEX growth n/a 2111.8% -93.5% 0.0%
CAPEX/Revenue 5.1% 2.3% 0.1% 2.5%
Asset Turnover 44.0% 157.7% 156.6% 238.0%
Working Capital Turnover 79.0% 276.3% 346.3% 865.5%
Return & Profitability Q12024 2023 2022 2021
ROE 32.9% 36.7% 42.8% 82.4%
ROA 26.1% 27.4% 35.1% 62.9%
ROIC 32.2% 35.8% 41.9% 82.4%
EBITDA margin 16.4% 21.8% 27.1% 30.4%
Operating margin 14.8% 20.4% 26.0% 29.5%
Net margin 13.1% 17.4% 22.4% 26.4%
Gearing & Liquidity Ql 2024 2023 2022 2021
Debt-to-Equity 0.3 0.3 0.2 0.3
Net Debt to EBITDA -1.0 -3.4 -0.9 -1.6
Interest coverage n/a n/a n/a n/a
Cash ratio 1.5 1.5 4.1 2.9
Current ratio 4.0 34 5.1 3.0

Source: Company financials and SIS calculations
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COMPANY DESCRIPTION
Telematic Interactive Bulgaria AD is a licensed online gambling operator. The
company operates under the Palms Bet brand primarily in Bulgaria. Online
games generate all revenue and the services are in two directions- online casino
and sports betting. The casino business offers over 600 online slot games, live
casino, bingo and table games. In sports betting, customers have the opportunity
to bet on over 20,000 sport events. Commenced in 2014 and have grown
exponentially ever since, the focus is on B2C strategy, but in 2022 they started
offering B2B content to international clients.

ANNUAL FINANCIAL RESULTS

Income Statement (BGN th) Q1 2024 2023 2022 2021

Operating Revenue 30 666 118 336 102 196 77 868
Financial Income 239 1458 1075 213
Total Revenue 30 905 119 794 103 271 78 081
Operating expenses (26331) (95375) (76470) (55015)
EBIT 4574 24 419 26 801 23 066
EBITDA 5 060 26 152 27 999 23715
Net profit 4051 20 851 23122 20 651
Balance Sheet (BGN th) Ql 2024 2023 2022 2021

Current assets 52594 60 459 54 676 23 386

Cash & equiv. 19 407 26 742 44 242 22 326
Non-current assets 17 716 15524 11 251 9428

PP&E and Inv. Properties 1928 1305 229 751
Total Assets 70 310 75983 65927 32814
Current Liablities 13175 17 722 10 688 7738

ST Loans 404 394 270 -
Non-current liabilities 1249 1388 1193 -

LT Loans 1249 1358 1193 -
Total Liabilities 14 424 19 110 11 881 7738
Equity 55 886 56 873 54 046 25076
Net Working Capital 39419 42 737 43 988 15 648
Total Debt 14 424 19 080 11 881 7738
Net Debt (4 983) (7662) (32361) (14 588)
Cash Flow Statement (BGN th) Q1 2024 2023 2022 2021
CF from operations 5420 23 555 23591 26 126
CF from investments (2385) (27 572) (6330) (10 005)
CAPEX 1571 2 809 127 1949
Purchase of investments (2569) (54 879) (9092) (12 668)
CF from financing (10 343) (13 427) (281) 5848
Paid interest - - - -
Paid dividends (123)  (12937) (281) (10 152)

Please see important disclosures at the end of this report
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Disclaimers and Required Disclosures

Sofia International Securities AD is a member of Bulgarian Stock Exchange (BSE) and the Central Depository of Bulgaria. The company provides
brokerage, investment banking, equity research, portfolio management and other services. Sofia International Securities AD is regulated by
the Financial Supervision Commission of Bulgaria.

Analyst Certification

The individuals responsible for the preparation of this report certify that: (1) all of the views and opinions expressed in this report are their
own and reflect their personal views about the issuer(s) and the securities subject of this report, and (2) no part of any analyst’s compensation
was, is, or will be directly or indirectly related to the specific views or recommendations expressed by them in this report.

Regulatory Restrictions

Sofia International Securities is not registered as a broker or dealer with the Securities and Exchange Commission or NASD in the United
States of America and the information may be distributed in the US only to individuals who by acceptance hereof confirm that they represent
“major institutional investors” as defined in Regulation 15a-16 of the Securities Exchange Act of 1934. Notwithstanding this, no publication
of Sofia International Securities AD shall be construed as an offer (or solicitation of an offer) in any jurisdiction in which such offer or
solicitation would be illegal.

Financial Interest

Sofia International Securities may or may not shares of the company that is subject of this document. The individuals who are responsible
for the preparation of this report may or may not own shares of the company that is subject of the report. Sofia International Securities is
not a market maker in the securities that are subject of this document. In the past, Sofia International Securities has provided corporate
services to the company that is subject of this presentation and may seek to provide such and other services in the future. As of the date of
this document Sofia International Services may or may not provide brokerage services to the company subject of this document.

Equity Valuation and Risks

The value estimate(s) stated in this report is (are) valid only in light of the valuation methods used to derive this estimation. The use of other
or more comprehensive approaches could result in other estimates of value that could diverge substantially from the results presented
herein. With regard to the above, when making our conclusions about the intrinsic value of the Company’s share capital, we have not
considered or evaluated any possible tax, legal or other effects that might arise from engaging in transaction(s) with the shares of the
company. The document should not be regarded by recipients as a substitute for the exercise of their own independent judgment and they
should seek and obtain independent investment advice is necessary. Any facts and/or information stated in this document are subject to
change without notice and Sofia International Securities is not under any obligation to update or keep current the information contained
herein. Any opinions expressed herein are only correct as of the stated date. Past performance is not indicative of future results. Foreign
currency rates of exchange may adversely affect the value, price or income of any security.

General

The report is prepared solely for informational purposes and is not to be construed as a solicitation, recommendation, investment advice or
an offer to buy or sell any securities or related financial instruments. The securities described herein may not be eligible for sale in all
jurisdictions or to certain categories of investors. The document is based on information obtained from sources believed to be reliable but
Sofia International Securities do not warrant its accuracy, nor that it is a complete summary of the securities, markets or developments
referred to in the report. This report does not intend to provide assurance on the value of the company’s shares or on the achievability of
the projections, statements and assumptions used by us. Actual results achieved in future periods might differ substantially from the
projected ones because events and circumstances frequently do not occur as expected. Sofia International Securities accepts no liability
whatsoever for any loss or damage of any kind arising out of the use of all or any part of this report. Additional information will be made
available upon request.

Please see important disclosures at the end of this report



