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The pulse of FinTech in Latvia 2022 =~

FinTech as a technology sector has an overarching
mission to make financial services more accessible
for both consumers and businesses. Its adoption has
grown faster than most other digital services, and
more than two-thirds of the world’s population are
using FinTech in their day-to-day lives.

FinTech had a great year in 2021, attracting record
investment and experiencing significant growth due
to the positive trajectory of e-commerce and pay-
ments, as well as significant interest in developing
verticals such as cryptocurrencies. Investment in
FinTech companies in the EMEA region tripled in 2021
due to an upward trend in eCommerce, payments,
and crypto. While this year is defined by significant
market challenges and global investments in Fin-
Tech experienced a downward trend globally in the
first half of 2022, Europe’s FinTech funding, however,
keeps growing in the face of uncertainty.

The same upward trend holds true for Latvia, which
has long been a strong regional hub for startups in
finance. FinTech companies make up an astounding
1/4th of all startups in the country, among them some
of the most successful and fastest growing FinTech
companies in Europe. The trend shows a growing
increase, and FinTechs are also among the startup
sectors receiving the most investment, talent, and
interest. This is due to several beneficial factors, such
as a traditionally strong finance sector in Riga; state-
of-the-art local digital infrastructure; lack of legacy
banking infrastructure as well as openness and ease
of adoption of digital services in the tech-friendly
Baltic societies.

Most recent data from the Financial and Capital
Market Commission doubles down on the thriving in-
dustry and especially highlights the fact that adop-
tion of tech is growing across the financial industry
in Latvia. Market participants planning to develop

ALY

and implement new and innovative processes and
technological application innovation group FinTech
solutions in coming years have increased by 143%
over the year, including directions such as artificial
intelligence, biometric data, and crypto-assets.

The Pulse of FinTech in Latvia report was created by
the FinTech Latvia Association and Helve, in close col-
laboration with market participants and ecosystem
partners. We are sure it will be a handy guide to the
current landscape of the Latvian FinTech ecosystem,
including the top FinTech trends, regulations, support
mechanisms, capital availability, and infrastructure,
as well as a showcase of the successful companies
and services operating in the field. We hope it will be
useful to market participants, investors, and interest-
ed parties and deliver valuable insights.

We greatly appreciate the support provided by the
FinTechs who participated in the survey or agreed
to be interviewed. And we would like to thank all the
ecosystem partners - Financial and Capital Mar-
ket Commission, Consumer Rights Protection Cen-
tre, Investment and Development Agency of Latvig,
Ministry of Finance, Nasdag, Association of Latvian
Payment Services and Electronic Money Institutions,
Venture Faculty, KPMG, BDO Latvia and Sorainen for
their contribution in developing a significant part of
the content for this report.

We would like to thank Greta Schulte (European Fin-
Tech Association) and Maria Staszkiewicz (Europe-
an Digital Finance Association) for taking the time
to share their highly valued outlook for the FinTech
future development in Europe. We appreciate the
great contribution to the report by Marine Krasovs-
ka, Director of Financial Innovation Department of Fi-
nancial and Capital Market Commission.
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Tina Luse
General Manager of FinTech
Latvia Association

While the government of Latvia is still taking the last
steps to finalise a formalised FinTech strategy for
Latvia, we all have witnessed the speedy develop-
ment of Latvian FinTech sector players both locally
and globally and have felt its strong presence in the
market for some time already.

With this report we are aiming to create a “one stop
shop” tool for investors, regulators, policy makers
and the market players themselves to have ac-
cess to information with the latest data, regulatory
framework and tax regime, feedback from the mar-
ket participants, success and experience stories, in-
sights from the regulators, and market expectations
for what is coming next for the FinTech landscape of
Latvia. Having said that, we would like to welcome
anyone who wants to participate in creating the next
report and collaboratively shape the Latvian FinTech
environment, to reach out and work together with us
in the future.

Looking at the data, we can see that in comparison
with the peak year of 2017 there has been a declin-
ing tendency in the numbers of newly incorporat-
ed FinTechs over 2018-2021. This data partly reflects
the impact of the crisis brought by the Covid-19
pandemic followed by the war initiated by Russia
against Ukraine. It also reflects a global trend that
the FinTech sector has always developed in a sec-
toral manner driven by innovation and regulation -
each development phase or boost is backed up by a
regulatory framework and the market is therefore fil-
tered, leaving only the strongest and most trustwor-
thy players in the game. However, if we look at the
market participants survey on what to expect next,
the outlook is positive and indicates further growth.

Latvian FinTech sector is regulated by two regulators
- CPRC that has accumulated significant experience
with licensing and supervising consumer lending
service providers, and FCMC for the rest of the mar-
ket participants. The latter has undergone a visible
transformation to be able to meet the market de-
mand for having more and more new FinTech play-
ers in game, and this transformation has received a
very positive feedback from the industry. To quote

CrowdedHeroe who received the first Europe-wide
crowdfunding licence in Latvia (and 4th in Europe) in
an astounding 3 months’ term after filing the appli-
cation “working with the Regulator was like working
with another FinTech, just from the public sector”.

Another feature that Latvia can be proud of is its Em-
ployees’ Stock Option regulation that has been char-
acterised as one of the best regimes in the world by
the market players and has been recognised as a
great tool for attraction of high level professionals in
their teams by a line of startups both from financial
and other sectors. Such instruments as Regulatory
Sandbox for innovative services, pre-licensing eval-
uation, as well as Securities Sandbox for those mar-
ket participants that are preparing for joining stock
exchange are very great tools created by FCMC to
help FinTechs and beyond.

In terms of funding attracted, much of the informa-
tion is not publicly available. While VC’'s and banks
are slow to provide the financing to FinTechs for the
reasons of them being too high risk profile or for the
reputational reasons, we have seen our FinTechs be-
ing able to attract substantial funds via bonds issue,
as well as more mature market participants even
being able to successfully undergo an IPO. Some
of the FinTechs have very successfully managed to
fund their growth via crowdfunding received from
their own customer base. Meanwhile some of our
FinTechs have attracted attention of global FinTech
players and are continuing their growth through ac-
quisition.

Overall, while there still are some opportunities (easy
access to banking payment infrastructure, strength-
ened cooperation with banks, digital currencies)
that Latvia as a country must harvest to foster fur-
ther growth of FinTech and reap the benefits of that
growth, the overall feedback from the industry is that
Latvia is a great place to launch your next responsi-
ble worldwide FinTech startup and that the pulse of
Latvian FinTech is very much alive!

We hope you will enjoy reading this outlook!



Greta Schulte

Secretary General of the
European FinTech Association

What is next for European fintech, you ask? As we
move toward a post-pandemic economy, heavi-
ly influenced by geopolitical developments on the
macro level, it is obvious that things will never be the
same - or will they?

There are some important developments we are ob-
serving, which will be of particular interest for Europe:

A wallet-first economy: With some regions on the
global level, such as the Middle East and Southeast
Africa, already having adopted a wallet-first ap-
proach, the development is bound to reach Europe
eventually. The main question is whether the Euro-
pean Union will present a European solution for elec-
tronic identification in time - or whether big techs will
stepin.

Central banks are going digital (on currency): With-
in 3 years, 5 of the world’s 10 largest economies will
have adopted Central Bank Digital Currencies (CB-
DCs), most notably in Asia, the Middle East, and Latin
America. Meanwhile, the European Central Bank just
announced it will analyze how a digital euro can be
designed and distributed to retailers and the public,
setting October 2023 as a deadline for this initial in-
vestigative phase.

Decentralizing finance: At the same time, multiple
private, stabilized cryptocurrencies (aka stablecoins)
have emerged outside of state-sponsored channels,
as part of efforts designed to enhance liquidity and
simplify settlement across the growing crypto eco-
system. They are a crucial facilitator of decentralized
finance (DeFi) — financial services performed by ap-
plications on a permissionless blockchain.
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Banking in the cloud: Within the next 3 years, bank-
ing tech stacks are expected to be predominantly
cloud-based, with significant elements of core pro-
cessing being open-source based within 5 years. The
desire for a European solution competitive with ser-
vices offered globally has been longstanding, how-
ever, the attempted solution in the form of Gaia-X
has yet to become a feasible reality.

Open Finance: By opening up access to customer
data with user consent, fintech will build services that
are more intuitive to consumers. Behavior-based
innovation will continue to create a service experi-
ence that mirrors consumers’ changing needs and
lifestyles. Proving that some things will remain the
same:

“FinTech’s main strength early on has been its
unique ability to target consumers’ pain points
and frustrations with existing financial services by
delivering comprehensive, innovative and under-
standable financial service products for all Europe-
ans.”

The European FinTech Association believes that this
has become even more relevant in times of crisis: We
need to empower European consumers to become
more confident in their financial decision-making to
be more resilient. European consumers have been
historically underserved with regard to fairer and
more accessible financial services - and FinTech is
needed more than ever to support.




Maria Staszkiewicz

Association

Political push for the introduction of industrial poli-
cies, inflation, the end of cheap money, and new Eu-
ropean regulation will paradoxically help financial
technology companies. A period of blood, sweat, and
tears awaits us, yet it will open up new business op-
portunities and motivate entrepreneurs to improve
business models.

The geopolitical situation, caused not only by the
situation in Ukraine but also by the long-term con-
frontation of the USA and Europe with China will
strengthen the partnership between the public and
the private sector. The war will bring an increase in
public spending on R&D, and government programs
to protect technology beyond the defense sector. Fi-
nance and financial infrastructure are strategic are-
as where FinTech companies can contribute not only
in the field of cyber security and automation but also
through their solutions for less wealthy consumers or
by opening new sources of financing for companies.

In the case of FinTech companies, the task of the
state should primarily be to support innovation
through special testing environments for new
technologies (sandboxes, experimentation claus-
es, etc.) and a reasonable regulatory environment.

After all, the EU member states already issued a spe-
cial statement about their importance almost two
years ago.

New European regulation of digital finance discussed
in the corridors of Brussels administrative buildings
will be another test for FinTech companies. It is also
up to them what the final legal wording of the Eu-
ropean Data Strategy, Consumer Credit Directive 2,
or MiCA2 will be. Companies, themselves or through
their proxy associations, must engage in regulatory
lobbying so that regulation brings more opportuni-
ties than harm.

The biggest task ahead is probably the revision of
PSD2, the directive that implemented the idea of
open banking. In the context of current global chal-
lenges and the need for more resilient financial ser-
vices, a fresh debate on regulating access to finan-
cial and non-financial data for European companies

President of the European Digital Finance

will define their competitiveness for years to come.
The European Commission is now evaluating the
deficient implementation of PSD2 and will soon de-
cide what regulatory steps to take next. Frictionless
and safe access to data is the prerequisite for robust
services that will strengthen European economies.
FinTech companies must repeat it loudly not only in
Brussels.




The Shift in Public Policy

Aija Zitcere

Digitalisation and access to innovative services is
one of the financial market policy priorities set out in
the Financial Sector Development Plan for the period
2021-2023.

As a driver of innovation and competition, FinTech
companies play an important role in the financial
services market. They create innovative services in
payments, insurance, regulatory technology, invest-
ment, cybersecurity, and other areas. Crypto and
blockchain technology solutions are also increas-
ingly evolving and attracting investment. The devel-
opment and application of technology in financial
services have become a necessity for the creation
of competitive products. We need to promote the
development and integration of Al, big data, cloud
solutions, and other technologies in financial servic-
es.

Latvia has a dynamic and open FinTech ecosystem:
entrepreneurs, institutions, investors, specialists, as
well as the public sector. To further strengthen it,
constant communication between the parties in-
volved is essential. A functioning ecosystem is one
of the prerequisites for the development of FinTech.

Itis important to create an environment in which new
FinTech companies can develop. Some of the direc-
tions are regulation - clear rules for financial service
providers, developed financial market infrastructure,
and access to capital. We also cannot forget the de-
velopment of high-quality communication both in
Latvia and, especially, outside it, in order to promote
the interest of investors and the recognition of Latvia
as an innovation/FinTech centre.

The information report on the FinTech sector devel-
opment strategy submitted to the Cabinet of Minis-
ters lays out priority actions for the creation of a sup-
portive environment and ecosystem for FinTech, as
well as communication activities to be undertaken
by ecosystem participants.

Director of Financial Market Policy at the Ministry
of Finance of the Republic of Latvia

Concrete actions are divided into three blocks.

Supportive environment:

Support new and existing FinTech
companies by implementing regulations on
crypto and digital operational resilience;

Support the creation of regtech companies;
Increase availability of open data;

Review of the licensing process by a
financial sector supervisor to make it
more transparent and understandable.

Strengthening the FinTech ecosystem:

Making information regarding vari-
ous forms of support readily available;

Expand cooperation between
FinTech and universities;

Develop innovation centre capacity and
reduce administrative obstacles.

Promotion and accessibility of information:

Increase investor activity through
communication activities;

Ensure regular stakeholder communication.

Financial service providers must seize the potential
of innovative technologies and the EU's single mar-
ket to scale new financial services. Together with
other Baltic states, Latvia can become a centre of in-
novation and activity thanks to favorable conditions
for FinTech companies.



About this Report

The Pulse of FinTech in Latvia 2022 is a comprehen-
sive report on the financial technology ecosystem.
You will find the latest market data, regulation, and
infrastructure landscape, information on state sup-
port and case studies of market leaders, as well as
their review of current and future industry trends.
The authors would like to thank the market-leading
companies and state institutions for active partici-
pation in a collaborative initiative to promote further
growth and cooperation, and together foster Latvia's
thriving FinTech ecosystem even further.

Report authors recognize the challenges of identi-
fying and separating FinTech companies from both
traditional finance institutions offering innovative
solutions to their customers, as well as other startups
and companies offering finance-focused products
within their scope. As Latvian founders and leading
companies can easily be characterized by a glob-
al outset from the start, selected companies regis-
tered elsewhere are included in the report, with the
precondition that a significant majority of their op-
erations are held in Latvia. That being said, we would
urge any Latvian FinTechs not included in this report
to let us know of their existence, so they can provide
input for future reports and outlooks.

Research for this report consisted of a collaborative
approach to ensure the best and most accurate
possible results. For the section on the Landscape
of the Latvian FinTech ecosystem, we surveyed a
comprehensive list of individual operational FinTech
companies in Latvia, supplemented by available fi-
nancial data from most market participants for the
analysis of general industry tendencies.The survey
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questions focused on gaining insights into the com-
panies’ operations in Latvig, talent dynamics, reve-
nue and funding, client pool, and strategic partner-
ships. Looking ahead, the survey also included ques-
tions on the anticipated future business develop-
ment and technological innovations in the company,
as well as anticipated challenges and opportunities.

This data analysis is followed by a Key Industry
trends section with insights and case studies from
several leading market participants in Latvia, show-
casing their business model, success stories, and
their views on current trends.

For a deep dive look into the ecosystem benefits and
challenges, the report offers a comprehensive over-
view of the market Regulation and Supervision spe-
cifics and what to expect from the regulatory frame-
work, including success and experience stories from
two licensed FinTech enterprises. This is followed by
an overview of available Support Mechanisms from
the state bodies and community partners, with sub-
sequent sections focused on financing options from
the stock exchange to venture funding in the section
on Capital Availability, as well as a look into the cur-
rent Infrastructure of the financial technology mar-
ket and key factors to take note of.

Last but not least, looking forward to the future, we
invited market leaders to share their own ambitions
and opportunities in FinTech they see in the near fu-
ture, in the section What to expect in 2023?


https://docs.google.com/document/d/1mfjHpnGFo6TUzFIu5oUBexakX8fhgq2GHz5yZOBXMLE/edit#heading=h.u442r326ngn8
https://docs.google.com/document/d/1mfjHpnGFo6TUzFIu5oUBexakX8fhgq2GHz5yZOBXMLE/edit#heading=h.u442r326ngn8
https://docs.google.com/document/d/1mfjHpnGFo6TUzFIu5oUBexakX8fhgq2GHz5yZOBXMLE/edit#heading=h.tzo3k2nx5cej

Landscape of Latvian FinTech ecosystem

A total of 146 FinTech companies can be identified
as having either a legal entity or operating in Lat-
via at the end of 2022. This number comprises more
than one-fifth of the overall number of Latvian start-
ups and proves without further doubt that FinTech
is a clear cornerstone of innovation in the heart of
the Baltics. FinTech companies in Latvia encompass

10 a wide scope of sectors, from payments and lend-
ing to crypto and crowdfunding. Beyond analyzing
data, we can assume that the density and scope of
startups are further evidence that collaboration, not
a competition between innovators, together with a
beneficial infrastructure and regulatory framework,
work as positive factors in facilitating the growth of
innovative companies and furthering the image of
Latvia as an established FinTech hub.

Methodology

The survey questions focused on gaining insights
into the companies’ operations in Latvia, talent dy-
namics, revenue and funding, client pool, and stra-
tegic partnerships. Looking ahead, the survey also
included questions on the anticipated future busi-
ness development and technological innovations in
the company, as well as anticipated challenges and
opportunities. In all, 256 companies submitted their
responses, representing around 17% of the FinTech
market.

An additional overview of the FinTech financial per-
formance was added in collaboration with Lursoft.
Data retrieved on the financial metrics such as turn-
over, profit, and loss, was retrieved in addition to
an overview of total industry tax payments and the
number of employees. In total data on 123 FinTech

! European Banking Authority: Glossary for Financial Innovation (2017)

companies was retrieved from Lursoft. Data is pre-
sented in an aggregated manner to present the total
industry trends and tendencies.

There are numerous definitions of FinTech but no
consensus about which is the most appropriate
definition of a FinTech company. For the purposes
of this report, we rely on the definition by the Euro-
pean Banking Authority (EBA) (2017)1 “technologi-
cally enabled financial innovation that could result
in new business models, applications, processes or
products with an associated material effect on fi-
nancial markets and institutions and the provision of
financial services”. This means that this report cov-
ers both startups and established firms involved in or
supporting the provision of financial services. To be
included in the report, the FinTech companies had to
be incorporated in Latvia meaning that we are omit-
ting all branches and the companies established by
Latvian founders abroad. A more detailed split of the
FinTech companies is included in page 12 of the re-
port.

* based on Dealroom data collected by Venture Faculty?2.

Categories

Companies currently included in the Landscape are
categorized in the following categories: AML/KYC,
Banking, Brokers, Crypto/Blockchain, Data/IT Solu-
tions, FinTech Lenders, Payments, P2P/Crowdfund-
ing, and an uncategorized group - Others. Currently,
there are more than 146 companies that are includ-
ed in the landscape, which in the context of startups
accounts for slightly more than 20% of total Latvian
startups.

2 Landscape is constantly being updated and cannot claim to be complete. The reason why the database might be incomplete is that the data are based on Venture
Faculty’s own research which was complemented by crowdsourced data, while at the same time the dataset is constantly being updated about two times a year, it
still might have a few inaccuracies. All the data are publicly available and every person has a chance to give suggestions for potential improvements.



Fintech Lenders 12.3%

Crypto/Blockchain 13%

P2P/Crowdfunding 15.8%

Data/IT Solutions 20.5%

LANDSCAPE OF LATVIAN FINTECH ECOSYSTEM

Others 8.9%

’7 Banking 2.7%
Brokers 2.1%

/— AML/KYC 1.4%

\— Payments 23.3%

Currently, the data shows that the most saturated segment in Latvian FinTech is the Payments segment, with
34 companies listed. Not far behind in terms of total numbers are the Data/IT Solutions and P2P/Crowdfunding
categories, which have 30 and 23 companies respectively. The Crypto/Blockchain category is also starting to
catch up, with 19 FinTech companies listed, followed by FinTech Lenders, a category with a proven track record
in Latvia consisting of 18 companies. At the end of the list are Banking, Brokers, and AML/KYC categories with 4,
3, and 2 FinTechs respectively. This leaves us with the final category, where we included companies that do not
fit into a particular category. There are 13 individual companies in this category.

Growth

During the timeframe of 2017 to 2019 the
total number of FinTech companies al-
most doubled. These three years were
some of the best in terms of newly found-
ed companies with skyrocketing growth
percentages: over 25% growth in 2017
and about 15% in 2018 and 2019. What we
are seeing now is that the numbers have
been decreasing over the past two years.
2020 saw 12 newly founded FinTech com-
panies (growth at about 9%), while 2021
saw just 7 (3,5% growth).

As for location, lately Latvian founders are
showing a tendency to choose Latvia as
the location for their headquarters, in-
stead of the UK, Estonig, Lithuania, or the
Netherlands as was common in previous
years. From the data, it is apparent that in
2020 and 2021, by the available data, only
one Latvian-rooted company was estab-
lished outside our borders, while the rest
have headquarters in Latvia.

Growth % and Total newly funded

©24% @ 16%

30%

20%

10%

0%

12% 7%

2018 2019 2020 2021

11



LANDSCAPE OF LATVIAN FINTECH ECOSYSTEM

Funding

In terms of funding attracted, much of the
information is not publicly available. At the
same time, debt financing is not account-
ed for and is not always publicly declared
by the companies, nevertheless it makes
up a big proportion of funding in some sec-
tors for example lending. Funding data for
the Latvian FinTech sector should therefore
not be considered complete, although we

Total Funding (EUR)
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reaching €307 million and €381 million
respectively. Looking at the cumulative
data, we can see that the positive trend
should continue over the next few years.
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potential improvements.
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Survey and market data analysis

In collaboration with FinTech industry stakeholders
and representatives, a comprehensive survey was
conducted to understand past performance, current
FinTech endeavors, and future outlook. The survey
was carried out to gain an understanding of issues
such as talent availability in Latvia, companies’” mo-
tivation to set up operations in Latvia as their base
country, financial performance, as well as a sense of
currently available support mechanisms and poten-
tial future opportunities and challenges.

In addition to the direct approach in the form of
questionnaires, thorough insights into the compa-
nies’ financial performance were retrieved from the
Lursoft database. The data has been presented in
the industry aggregated manner, in essence show-
ing the general industry tendencies.

Analysis of FinTech enterprises

Major part of the industry representatives operate
with the business to the business model. Services
to legal persons also make up most of the revenue
streams of the surveyed FinTech entities.

Current business model

Pure B2C 16.7%
B2B2C 12.5%

—

P2P 8.3%

B2B & B2C 33.3%

Pure B2B 29.2%

The data retrieved from FinTech industry participants
are grouped in the following manner:

Business model overview and sources of
revenue/funding

Target market
Talent pool availability

Analysis of FinTech enterprise financial per-
formance (data retrieved from Lursoft)

Main source of revenue
Services to legal persons 60.9%

Services to legal and
natural persons 4.3%

—

=4

L services to natural persons 30.4%

No revenue yet 4.3%




Key target markets

North America 5.4% Europe 8.9%

LANDSCAPE OF LATVIAN FINTECH ECOSYSTEM

Central Eastern Europe 28.6%

Northern Europe 14.3%

South America 5.4%

Western Europe 17.9%

Asia Pacific 8.9%

Southern Europe 14.3%

The absolute majority of FinTech companies look towards international markets from the outset, and rarely if
ever plan to focus on the local market, even in the short term. The most significant target markets for Latvian
FinTech companies still remain in Europe, especially the part of Central Eastern Europe, Western, and Northern
European markets. Very few FinTechs surveyed choose to target the North American and Asian-Pacific regions

for the short to medium term.

Why choose Latvia?

Personal relations 1

Ease of doing
business

Infrastructure
and opportunities
for innovation

Talent pool
availability

Friendly regulation

Talent cost
effectiveness

Government
support

Do you plan to recruit & work remotely or relocate to Latvia?

Yes, we plan to both hire remotely
some candidates as well as
relocate others to Latvia 29.2%

No 25% -

L_ Yes, we plan to hire &
relocate to Latvia 12.5%

Yes, we plan to hire & work
remotely 33.3%

Available infrastructure
and talent pool

Ease of doing business, as well as the in-
frastructure availability and opportunities
for innovation are among the most critical
factors for the FinTech enterprises to choose
Latvia to set up their main operations.

Talent pool quality and availability is a de-
fining challenge for most innovative com-
panies globally, FinTechs are no exception.
Talent is mentioned as one of the most im-
portant factors for why FinTech companies
choose Latvia for their HQ location. Latvia’s
FinTech ecosystem has an especially high
growth potential taking into account the
strong banking and financial industry roots
& talent density in Riga, the largest city in
the Baltics.

An additional positive tendency of FinTech
enterprises is to plan to either hire and re-
locate to Latvia or hire specialists and work
remotely. A major part of the respondents
- 75% - plan on doing either one of the ac-
tivities.
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What specialists are the most difficult to recruit in Latvia?

Compliance & AML 8.3% .
Marketing 8.3%

Product management 8.3%

Sales 8.3%

Business
development 12.5%

[ it software development 54.2%

Talent unavailability 75%

What is the main reason behind this difficulty?

High competition and
often exagerated pay
requirements 4.2%

1

Salary mismatch 4.2%

-

[ tackof required skills 16.7%

Without surprise, companies in the survey carried out by the FinTech Latvia Association also mention that
the most significant challenge in the market is engineering recruitment, as companies point to talent scar-
cities, with IT and software development resources among the most desirable to recruit. We can expect
to see this in relation to increasing focus on hybrid and remote workforce, as well as companies expand-
ing their hiring efforts within an ever wider regional scope and offering relocation packages for key talent.

Employees, industry total

2500 —

2138
2000 — 1,921
1,683

1597
1483

1500 —

1000 —

500 —

2017 2018 2019 2020 2021

Data retrieved from Lursoft

Industry financial performance

Taking into consideration the total industry turnover
of analyzed FinTech enterprises, the general trend
is positive, showing an increase in turnover till 2019.
Possibly due to the Covid-19 pandemic, a significant
drop in the total turnover was experienced. The Cov-
id-19 pandemic has impacted the profitability of the
industry players, leaving the majority of the enter-
prises with decreasing profits in 2020. In 202], figures
started to trend upwards, potentially signaling the
industry’s slow recovery after the global crisis.

300,000,000 —

250,000,000 —

200,000,000 —

150,000,000 —

100,000,000 —

50,000,000 —{

Data further elaborated are retrieved from Lursoft. If
we take a closer look at the data of employees em-
ployed in the industry an interesting trendline ap-
pears.n 2020 there was a significant decrease in the
total number of employees employed in the industry,
possibly due to Covid-19 pandemic related market
struggles.

Industry total turnover and profit/loss (EUR)

282,337,341
Turnover

@ Profit/Loss

263,985,320

244,614,721

171,321,765 169,934,007

106,877,064

72,812,399 62,499,898

43,685,997
3,768,152

2017 2018 2019 2020 2021

Data retrieved from Lursoft



What is your expected revenue growth in 2022?

100-300% growth 16.7%

300%-700% growth 4.2%
ﬁ N/A 4.2%

>700% growth 16.7%

I— 1-100% growth 58.3%

Another important aspect is the total contribution to
the state in the form of tax payments. Although, as
reflected in other financial data, the pandemic has
left its mark on the performance of FinTech compa-
nies, there is a positive tendency for the total indus-
try tax payments to increase throughout the years.
Methodology against which the data has been visu-
alized is based on the paid and State Revenue Ser-
vice administered sum of the total tax payments?.

VSAA, industry total (EUR)

25,000,000 —
22,894,000

20,972,000
20,060,000
20,000,000 —

17,355,000

15,000,000 — 14 026 000

10,000,000 —j

5,000,000 —

2017 2018 2019 2020 2021
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However, FinTech companies’ future outlook shines
on a rather positive note. According to the market
participants’ answers, the majority of respondents
expect revenue growth of around 1-100% in 2022,
whereas 16.7% of respondents claim a potential rev-
enue growth rate of either 100-300% or 300-700%.

Tax payments, industry total (EUR)

40,000,000 — 39,191,000 38,902,000
32,207,000 32,006,000
30,000,000 — 29,329,000 ] 7
20,000,000 —
10,000,000 —|
o
2017 2018 2019 2020 2021
lIN, industry total (EUR)
15,000,000 —
13,455,000
11,846,000
11,271,000
10,344,000
10,000,000 —
8,969,000
5,000,000 —
o
2017 2018 2019 2020 2021

Data retrieved from Lursoft

3 All data retrieved from Lursoft on the total tax payments are visualised as the difference between the actual payments made to the state and the sum expected to
be paid by the enterprise. In addition, in 2018 tax reform took place and from 2020 till 2021 ended the deadline for diverse norm period, thereof on a yearly basis the raw

data retrieved may not be equivalent
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Latvian FinTech Environment and Trends

The FinTech sector globally has slowed down after
a significant growth boost during the pandemic erag,
especially in eCommerce and payments. From the
data retrieved by both the Venture Faculty, Lursoft,
and other sources, we can conclude that overall a
similar trend of new FinTech establishments has
slowed down this year. However, several data points
and market sentiment points toward increasing
growth in the near future and a positive outlook in
the near-term timeline.

The successful acquisitions of A-Heads by Meawal-
let and Nordigen by GoCardless are evidence of the
trend of Latvian startups being on the radar of signif-
icant FinTech giants.

Apart from these acquisitions, we also have seen a
couple of Initial Public Offerings, notably by Delfin-
Group in 2021 with a significant number of investors
having participated - in total 5,927. Following this, the
2022 Indexo IPO was oversubscribed by €2.5 million.
Two IPOs in two years is a significant number for the
Latvian FinTech environment, showing that there are
companies capable of reaching such landmarks.

The FinTech sector has always developed in a sec-
toral manner, driven by innovation and regulation.
Initially, online lending boomed until the regulation
was put into place. Afterward, a big boost was seen
in payment services, which were bolstered by SEPA

payments and EU-wide regulation. More recently,
the P2P and crowdfunding segment grew in popular-
ity until a regulatory framework was put in place, and
the segment has now become more mature and
filtered. Currently, new trends include recent devel-
opments in crypto/blockchain services, even if this
area is relatively less developed in Latvia than other
FinTech verticals.

The sector in Latvia is defined by several well-es-
tablished companies with an international customer
base and several financial product offerings. When
surveying market leaders on the current trends, we
can see repeating an interest in expanding into new
business directions, exploring avenues of consumer
interest, and investing in new technology with future
business potential.

FinTech has become a full-fledged industry with of-
ferings in areas well beyond standard FinTech ser-
vices, from cars to personal habits to sustainability
and data analysis. We see more and more examples
of FinTech collaborations and expanding services,
ensuring an increasing offering to customers.
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Industry scope broadening well beyond its early definition

FinTech, in general, is transformed from a disruptive approach that defined itself by contrasting with and com-
peting against the traditional banking sector, into a more collaborative and multifaceted offering focused on
working alongside and providing a seamless experience to customers.

Krisjanis Znotins
Eleving Group Business
Manager in Latvia

Eleving Group in Latvia operates with three compa-
nies offering vehicle financing and car subscription
services. The company expanded across the Baltics
within its first year in business and today operates
in the vehicle and consumer finance segments in 13
countries across three continents, providing finan-
cial inclusion and disrupting financial services.

Since its inception, our focus has been on providing
mobility solutions through accessible financing for
car purchases. The next addition to mobility solu-
tions was launched at the end of 2018 when the new
company and brand Renti was developed in Latvia.
Renti started to offer used car long-term rental ser-
vices. The product was designed with ultimate flex-
ibility in mind so that customers could choose their
desired vehicle with the peace of mind that they are
not locked into a financial contract. Customers are
able to return cars after the minimum rental term,
without the burden of outstanding financial liabili-
ties.

More development came in 2019, with the launch of
a new brand Primero with the help of a joint venture
between Eleving Group and Signet bank. This was the

first collaboration in Latvia between a FinTech and a
commercial bank for car financing solutions. Primero
started with traditional car leasing, adding car loans,
eco-leasing (for the purchase of an electric car),
and leasing for legal entities.

On a European level, the number of people using
the Car-as-a-Service model is growing by 5% every
year. Flexibility is appreciated by customers, and
traditional car ownership models are starting to lose
popularity.

The main takeaways from the Eleving Group mobility
story:

Keep setting a strategy — in our case, focusing
on mobility is our “golden ticket to the chocolate
factory”, so find your niche and hold the course;

Monitor global trends and customer
demand to provide timely offers to customers;

Search for opportunities and try new forms of
cooperation (such as joint ventures with the
local bank) to serve customer demand.

ESG-focused FinTechs will have a large growth trajectory

19

Given the growing prioritization of ESG happening more broadly, there will likely be increasing interest in Fin-
Techs with ESG capabilities, including companies focused on climate change, decarbonization, and the circular
economy. Sustainability is a key concern, relevant for both companies and consumers, and growing in rele-
vance. The FinTech industry is no exception, and we see a trend of sustainable product offerings, which also
include changing customer habits.
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leva Kustova
ESG & Sustainability Consulting
Lead, KPMG Baltics

ESG is an abbreviation that has been at the forefront
of our minds lately. It creates a framework for com-
panies worldwide to acknowledge and manage as-
pects related to their environmental impact (mostly
impact on climate change and biodiversity), social
impact (including their own workforce and human
rights in their supply chains), and governance prac-
tices (covering, among other things, anti-corruption
and anti-bribery policies, transparency of business
models and operations and other aspects).

Since 2018, the European Union has introduced a
list of regulations and requirements aimed at facil-
itating businesses’ interest in investing in ESG and
helping them consider these aspects alongside
their core development strategy. One of the strate-
gic directions the EU wants to facilitate is access to
finance. Taking into account that most businesses
need external financing sooner or later, the EU has
begun establishing a framework to facilitate access
to finance for sustainable investments and restrict it
for businesses that are not sustainable enough.

There are several regulations that are worth look-
ing at. These are not specifically defined for FinTech,
however, they outline the overall approach to sus-
tainable transformation.

First, there has been an ongoing debate on how to
identify which projects or financing needs are sus-
tainable or “green” enough and which ones are not.
In order to clarify that, the EU recently adopted the
EU Taxonomy Regulation and its delegated acts that
define certain investments in specific economic sec-
tors as green. For example, if you want to purchase
a car it will have to be low-emission or, within a few
years, zero-emission in order to be considered a
“green” purchase. If you want to install an energy
production facility, solar panels will be considered
green, use of biomass for energy production will be
considered green up to a certain amount of CO2
emissions per 1 kWh, but a coal-powered plant will
not be green regardless of any measurements or
additional considerations.

The requirements outlined by this Regulation will be
applied by commercial banks, investment funds,

and asset managers in their decision-making on
certain financing decisions.

Second, financial institutions have their own obliga-
tions. Again, these are not primarily related to Fin-
Tech, however, they outline the general requirements
for the financial sector. Several regulations issued by
the European Commission, as well as the European
Central Bank and the European Banking Authority,
require financial sector participants to assess their
clients’ ESG risks and incorporate this assessment
into their overall credit risk methodology. Again, this
means that a more sustainable business has a high-
er probability of gaining a better credit rating and
better conditions for financing.

Last but not least, the European Commission is cur-
rently in the process of adopting the Corporate Sus-
tainability Reporting Directive which will set common
grounds for companies reporting on their sustain-
ability as well as significantly expand the scope of
companies for whom reporting will be mandatory.
The current edition of the draft Directive foresees
that all large enterprises (250+ employees and €40
million turnover and/or €20 million asset value), as
well as small and medium-sized enterprises who are
willing to go for IPO or are already listed, will have to
report on their sustainability efforts annually.

How does all of the above affect FinTech? Taking into
account that FinTech companies need to attract fi-
nancing for their operations, this means in practical
terms that a FinTech looking for money might need
to disclose information to its potential investors on
the portfolio it lends to, its lending assessment pol-
icies, and how ESG factors are incorporated in this
assessment, what their priority lending areas are,
etc.

Taking into account that investors need to be treat-
ed equally, that might also require that the FinTechs
start reporting publicly on their efforts in the ESG area.
In that case, they would need to cover three practical
steps - conduct a materiality assessment in order to
define what to report on, undertake data stocktaking
based on the identified material aspects, and pre-
pare the report itself.
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Changes in Business Thinking and People’s habits

Didzis Admidins
CEO of DelfinGroup
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Climate change is one of the most significant chal-
lenges of the 2Ist century, receiving increasing at-
tention from international organizations and nation-
al policymakers. The long-term goal of DelfinGroup
is to develop Banknote pawn shops as a compre-
hensive network for extending the life cycle of pre-
owned goods and ensuring the purchase and sale of
pre-owned goods throughout Latvia. In addition to
the circulation of pre-owned goods, DelfinGroup also
provides inclusive financial services to customers in
Latvia — loans to individuals, including loans specif-
ically designed for people of retirement age, credit
lines up to €10,000, and pawn loans.

The Banknote network sells goods sold by private
individuals and home appliance retailers, including
online stores, which do not maintain a secondary

Financial Technologies Go Mainstream

circular system for returned pre-owned goods. It is
expected that the European Green Deal policy will
encourage the introduction of such systems or co-
operation with companies that already provide re-
use services, thus reducing the need to produce new
goods. It means less use of resources, less waste,
and a more environmentally friendly policy.

DelfinGroup also operates according to similar prin-
ciples, creating its business in such a way that it
would be beneficial for people to act according to
circular economy principles. Convenience, cost-ef-
fectiveness, and green thinking are combined. The
Banknote pawn shop network is currently being ac-
tively developed, and infrastructure is being created
so that people throughout Latvia become comforta-
ble selling and buying pre-owned goods.

Financial technologies used to be a novelty — a new trend of innovation that disrupted the traditional banking
markets. It is still about innovation and disruption, but we have entered a new phase of market development -

acceptance and maturity of FinTech.

- Edgars Kalnins
" IPF Digital Country Manager for Latvia

The key aspect of this new market reality is that con-
sumers can solve all their daily financing needs via a
new breed of financial solutions. FinTech is no longer
a fancy addition to traditional banking, it can be
and is an independent solution for all daily require-
ments.

We see that our digital customers are looking for an
affordable, end-to-end digital service from a speedy
application and decision for credit, to being able to
manage their finances online at any time. They gen-
erally have medium incomes and an existing credit
history which enables them to borrow remotely.
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Customers can choose from a range of innovative
products, from open-ended revolving credit lines
to our mobile wallet which features online payment
transactions and value-added services offering a
competitive advantage within our customer seg-
ment.

Last year we saw consistent signs of regrowth in de-
mand and a resurgence of consumer optimism af-
ter the darkest days of the pandemic. Short-term
demand and consumer confidence correlated with
pandemic restrictions being imposed and lifted. The

IR Janis Diediskis
1)»,
The whole financing sector is stepping into an open
finance era right now. We can already see the early
signs, and in the next ten years, FinTech will become
invisible as it moves to the background. Every Fin-
Tech may attempt to create super apps, where all
financial services and products are available on one
single platform. Now we are all talking about trends
such as open banking, API integrations, Buy Now
Pay Later (BNPL) models, Revenue-based financing
(RBF), and open finance. Thus, trends in open finance
and data are leading to the integration of all finan-
cial services ecosystems. Open banking and open

finance ecosystems are becoming the core of the
world’s digital financial infrastructure.

Even though regulations are evolving, more and
more sectors enable embedded finance: payments,
banking, lending, wealth management, insurance,
even payroll verticals, etc.

SME Finance as a FinTech pays a lot of attention to
making financial products and services more ac-
cessible to customers. We invest a lot in digitaliza-
tion, Artificial Intelligence, and optimization. We cre-
ate partnerships with other FinTech companies in
order to be able to offer a wide range of services on
a single platform.

SME Finance offers a number of different financing
services on a single platform, which includes: busi-
ness loans (both short-term and Iong—term), credit

SME Finance Country Manager for Latvia

pandemic accelerated online shopping trends and
consumers'’ desire for remote lending.

The consumer finance sector remained very com-
petitive last year and continues to be fiercely con-
tested with customers expecting ever greater per-
sonalization of their financial solutions and a fric-
tionless customer experience. We note a significantly
improved GDP outlook post the Covid-19 crisis. How-
ever, the cost of living crisis with its inflationary pres-
sure could disrupt economic activity as consumers
grow more concerned about their daily finances.

lines, loans with varying types of financing (invest-
ment loans, seasonal loans, working capital loans,
bridge loans, refinancing and recapitalization loans),
and invoice financing (factoring), including classic,
reverse, undisclosed, supply chain, and leasing.

In early 2022, the company launched Smart Loan - a
new type of loan where the main goal is to simplify
and accelerate the credit checking process for com-
panies seeking to borrow up to €30,000.

The main difference between Smart Loan and an or-
dinary business loan is the credit underwriting pro-
cess. With Smart Loan, the credit decision is based
on the applicant business’s bank statements for the
previous 24 months (or the period the company has
been operating). Once bank statements have been
submitted, an advanced Al system is used to ana-
lyze the underlying data and assess creditworthi-
ness. This new type of loan is superior to other mar-
ket players because it brings more flexibility, is faster,
and is also more relevant for client groups who might
be otherwise deemed ineligible for funding using the
conventional credit checking processes.

Additionally, SME Finance’s delivery method inno-
vates by providing all financing solutions on a sin-
gle, Al-powered platform where SMEs can access all
their essential lending and payment products in one
place.



This digital platform brings a number of val-
ue-adds for SMEs:

Digital, fast and frictionless cross-border custom-
er onboarding;

Financing on demand - 24/7 credit applications
and money disbursement with Al-driven credit
checking;

Banking payments and cards are available on-de-
mand on the same platform;

Insights and analytics powered by OB (Opening
Baldnce) - real-time cash flow data and forecasts;

Marketplace - a hub for all SME financial service
needs as a single marketplace with best-in-class
partners.

SME Finance is also innovating new services:

A new RBF (revenue-based financing) solution
with a predefined limit, Al credit scoring, and BNPL
(buy-now, pay-later);

Embedded finance solutions aimed at new client
segments (e—shops, SaaS companies, and digital
businesses).

LATVIAN FINTECH ENVIRONMENT AND TRENDS

SME Finance’s main customers are small and me-
dium enterprises and entrepreneurs who are per-
ceived as higher-risk clients to traditional banks.
SMEs are the backbone of our economy, and that is
why we need to make financial services more reach-
able for them. Our goal is to make finance easy: at
SME Finance, all processes are automated and fast,
from becoming a customer to Al-assisted appli-
cation processes, everything is online, and easy for
business owners to understand and apply.

| believe that there is plenty of room to improve dig-
ital transformation and the digital customer journey.
It is obvious that customers need fully digital, inte-
grated, and flexible services. That's why one-stop-
shop solutions are winning, and I'm sure that those
who will adopt the changes first will beat the market.

The non-bank lending industry of tomorrow

Lending being one of the leading FinTech verticals in the region, we see both increasing competition with tradi-
tional banks, as well as amongst FinTech companies themselves. The increasing selection is a benefit to con-
sumers, as they can compare and choose the most preferable option among many.

Gvido Endlers
Country Manager of 4Finance Latvia

Fiercest competition with traditional banks

Alternative lenders have the ability to leverage a
broad set of data and the latest technologies, al-
lowing them to reach further into the lending market
than incumbent banks. The presence of alternative
lenders and digitally advanced nonbanks is contin-
uing to grow in the banking industry.

According to Oracle’s Digital Demand in Retail
Banking study of 5,200 consumers from 13 coun-
tries, over 40% of customers surveyed think non-
banks can better assist them with personal money
management and investment needs.
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Services safer than ever before

Different technological solutions are used for the re-
mote identification of customers, the effective as-
sessment of their solvency, and the safe issuing of
credit.

4finance has introduced an additional preventive
measure - biometric and identification data veri-
fication or automatic identification by comparing
a facial image with a personal identification docu-
ment. The most advanced providers of alternative
financial services use similar technological solutions
on a daily basis. The high accuracy of our technolo-
gy allows us to exclude potentially risky customers or
lending for inappropriate purposes, making our ser-
vices safer than ever before.

Automation - the key to the future of lending

In a new era of competition marked by technolo-
gy-first entrants and evolving customer expecta-
tions, top-performing credit providers have learned
to employ these new technologies effectively to ad-
dress the evolving needs and demands of their cus-

tomers. Automation has shown its potential to pos-
itively serve every stage of the loan lifecycle, from
identification and pre-screening of applicants to
customer onboarding, contract management, and
credit underwriting.

High social responsibility

It is important to select customers carefully and work
only with those who will be able to repay the loan in
full and on time. To ensure this, non-bank lenders
set very high solvency requirements for which a very
small percentage of new customers can qualify.

4finance refuses 90% of new customers because
they do not qualify for the company’s high solvency
requirements. However, thanks to its highly accurate
multi-stage solvency assessment system, 4finance
is able to select and work only with highly respon-
sible clients — 84% of our clients are able to repay
their loans within 30 days. In the period up to 90 days,
we recover around 2.5% of the loans issued and 95%
overall in the longer period.

Asset-backed securities. New opportunities for retail investors

In the past decade, the world of finance has faced a rise in innovations regarding the possibility of investing as
a private individual. Nowadays, almost everyone has access to investment marketplaces such as crowdlend-
ing - P2P, P2B, real estate platforms, and others. All of these nhewcomers are still babies compared to traditional
investment opportunities that have been around for a while and have been mainly available to institutional
investors only. Luckily, these changes are leading to the start of a new era for retail investors. As a result, the rise
of many platforms has been followed by changes in regulations and the necessity to be licensed by govern-
mental institutions.

Henrijs Jansons
CEO at Debitum Network

The P2P and P2B sector is shifting into an investment
marketplace sector that will provide licensed and
regulated financial instruments to the retail mar-
ket. Europe is the first to regulate platforms that sell
claim rights. FCMC announced that selling claim
rights should be replaced with regulated financial
products, and came up with proper regulation in
2019. This transition is aimed at making investments
in such marketplaces more transparent and secure,

thereby increasing protection for investors. As a re-
sult, investors in licensed platforms are guaranteed
up to €20,000 in deposit recovery from the state of
Latvia if the platform misuses the funds.

Furthermore, regulation has made it possible to is-
sue financial instruments instead of claim rights and
offer them to retail investors. The outcome of this
regulation plays a significant role in changing the in-



dustry, as financial instruments were previously only
accessible to institutional investors. Latvia is the first
country in Europe to do so.

In March 2022, Debitum Network, licensed in Septem-
ber 2021, was the first platform in Europe to launch
Asset-Backed Securities and make them available
to the retail market. Debitum has therefore become
the pioneer in introducing this innovation to the in-
vestment market.

Asset-backed securities (ABS) are derived from a
pool of underlying assets. The assets are the same
loans we previously offered individually for assigning
claim rights — business loans and factoring loans. By
pooling them together through a securitization pro-
cess monitored by the FCMC, financial institutions
such as Debitum can offer investors opportunities for
investments that have diversified risk profiles, thus
minimizing the risk of default.

LATVIAN FINTECH ENVIRONMENT AND TRENDS

To make it clear, this is a huge deal. These financial
instruments were previously only available to insti-
tutional investors, and the retail market was not pre-
viously regulated. Let us not forget that institutional
investors must have at least €100 000 to invest in
products like this, but at Debitum we place no re-
strictions on the investment amount.

Therefore, Debitum and other licensed platforms can
be compared to European companies that offer their
products to institutional investors, such as Crosslend
and i2 group. Although neither is regulated, they offer
well-structured financial instruments for institutional
investors, such as Asset-Backed Securities.

At Debitum we are doing the same, but we are regu-
lated and offer well-structured financial instruments
for everybody.
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Regulation and Supervision =

The FinTech sector is mainly licenced and supervised by FCMC in Latvia with an exception of the consumer
lending leg of FinTech that is being licenced and supervised by the Consumer Rights protection centre.

If we are speaking of FCMC, it must be noted that the licensing and general regulatory framework for FinTech
startups and the industry overall has been significantly improved in recent years, aiming to offer a fair bal-
ance between a secure and transparent financial sector and regulations that benefit innovation. FCMC is both
the regulator and a key partner for FinTechs aiming for a licence, with positive feedback from several market
players of a smooth and effective partnership and support from the state side. An initiative to applaud is the
Regulatory Sandbox, a concept to allow ease of testing innovative ideas and business models and their legal
viability in the context of Latvian and European financial regulations.

However, there’s no doubt that several areas are yet to be improved upon, such as a state-level FinTech strat-
egy still in process and improved regulations to promote cryptocurrency and blockchain-based innovations
that currently lack a comprehensive state approach. As such, the recent geopolitical developments and reg-
ulatory sanctions on Russia and Belarus due to the invasion of Ukraine will no doubt have long-term effects on
local FinTechs with ties to the region, with the full consequences on the industry yet to be seen.

Marine Krasovska
Director of Financial Innovation Department
of Financial and Capital Market Commission

The Latvian FinTech landscape is diverse, and al-
though the Latvian FinTech market is at an early
stage of development, the sector is characterised
by good quality development. Currently, there are
more than 100 active FinTech companies in Latvia
in various business segments, such as payment
services, lending, investment platforms and crowd-
funding platforms, as well as regulatory technology
(RegTech) and data analytics services.

FinTech Regulation in Latvia

In 2018, the European Commission adopted the Fin-
Tech Action Plan to more Competitive and Innova-
tive Financial Sector in Europe. The main aim of the
plan is to increase supervisory convergence about
technological innovation and to prepare the EU fi-
nancial sector to benefit from new technologies.

All new EU legislation must be based on the “innova-
tion principle”. The European Parliament emphasizes
that, in order to prevent regulatory arbitrage, legisla-
tion and supervision in the Member States must be
based on the following principles:

Same services and risks: the same rules should
apply regardless of the type or location of the legall
entity concerned in the EU;

Technology neutrality;

A risk-based approach, considering the propor-
tionality of the regulatory and supervisory activi-
ties to the risks and the materiality of the risks.



Regulators around the world are trying to find the
optimal balance between rules that provide ade-
quate safeguards and growth and innovation in the
financial sector. This balance is affected by several
elements, such as:

The growing number of financial technology com-
panies is likely to increase competition in the
banking supply chain; in turn, the fragmentation of
banking services ma y increase operational risks
in the business model;

The use of cloud computing could increase the ef-
ficiency of financial system participants’ systems,
but also increase systemic risk. Particularly at risk
in the event of a cyber attack, if several banks out-
source the same services;

The automation of new customer acquisition pro-
cesses (the “know your customer” requirement)
and the use of RegTech technologies can expand
the availability of financial services while increas-
ing data protection risks;

e
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Algorithm-based credit rating methods based on
data sources are likely to reduce the human re-
sources required but also pose risks to privacy and
data leakage;

Virtual currencies could reduce the cost of
cross-border payments, but at the same time
pose significant AML risks.

Depending on the business model and types of fi-
nancial services, FinTech companies are regulated
and supervised by the FCMC, CRPC (consumer lend-
ing), and the State Revenue Service (virtual currency
transactions). A common European approach to the
regulation of payment service providers strength-
ens competitiveness, market development, and a
level playing field in both the EU and Latvia. FinTech
companies currently have the opportunity to obtain
licenses from FCMC for the provision of payment and
e-money services, the operation of investment plat-
forms, crowdfunding services, and other areas de-
pending on the structure of the business model and
the planned innovation.

Agneta Rumpa
Associate Sorainen ZAB SIA

Most FinTech entities qualify as obliged entities for the purpose of AML regulation which have experienced a
significant make-over as part of the thorough renovation of Latvian finance sector in recent years. While this
aspect did make the Latvian FinTech market less business-friendly than in the neighboring countries, there is
hope that now it might actually be well-placed to be one of the most competitive ones. As the regulators every-
where else in Europe are toughening their rules, Latvian entities are adapted to managing difficult regulations
and strict supervision, whilst the FCMC is publicly acclaiming the readiness to accommodate and cooperate

with the market participants and entrants.

Financial and Capital Market Commission

Payment and electronic money institutions

The activities of payment and electronic money
institutions are regulated by the Law on Payment
Services and Electronic Money, which specifies the
payment services that a company that has re-
ceived a license from the FCMC is entitled to pro-
vide, as well as cases where it is not necessary to
obtain a license.

The FCMC makes a decision on the issuance of a li-
cense within three months after receipt of all neces-
sary documents. The existing regulation in the field

of payments is common in Europe, which in turn en-
ables local FinTechs to operate throughout the EU,
receiving a license in Latvia.

Open banking: If a licensed payment institution only
provides an account information service, it is not re-
quired to have initial capital, while ensuring that the
institution’s equity is not negative. In order to pro-
vide an account information service and/or a pay-
ment initiation service, a payment institution needs
to ensure its professional liability.
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Payment
services

E-money
issue

Area of the
provision
of services

Involving
representatives

own funds

Assessment of the
acquisition of
qualifying holding

Assesment of
officials

Application of
anti-money
laundering
requirements

Fee for
examination of
application

Fee for
supervision
(annual)

Period of
examination
of application*

Prepared by FCMC
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Comparison of service providers and requirements:

Payment institution

Licence
Money remittance
Issue of payment instrument V
EUR 3 000 000
(maximum monthly payments)
EUR 350 000

EUR 5000

Registration

In Latvia only

Customers related to Latvia

The total sum of the

items of the balance sheet
section “Own the funds”

is not negative

Assessed at a reduced
level ie, there must be
good repute

EUR 2500

EUR 450 if it is planned
to provide an innovative
service, i.e, a new or service, i.e, a new or
substantially improved substantially improved
payment service at Latvia's level | payment service at Latvia's level

EUR 450 if it is planned
to provide an innovative

Not more than EUR 100 000
Not more than EUR 100 000

EUR 7000 + up to 14% (inclusive)

of gross revenue related to the

provision of payment services
EUR 1000 + up to 14% (inclusive)
of gross revenue related to the

o . EUR 3000 + up to 1.4% (inclusive)
provision of services

of gross revenue related to the
provision of payment services
(if only account information
services or payment initiation

services are provided (or both))

EUR 1000 for the first three years,
if it is planned to provide an
innovative service, i.e, a new or
substantially improved payment
service at Latvia's level

EUR 1000 for the first three years,
if it is planned to provide an
innovative service, i.e, a new or
substantially improved payment
service at Latvia’'s level

E-money institution

Licence

Money remittance

Issue of payment instrument
EUR 3 000 000

(maximum monthly payments)

Registration

Closed loop only
EUR 2 000 000

(maximum average amount of
e-money in circulation)

In Latvia only

Customers related to Latvia

The total sum of the

items of the balance sheet
section “Own the funds”

is not negative

v
v

EUR 20 000 - EUR 125 000

Insurance policy
(if account information service
or payment initiation service

is provided)

Assessed at a reduced
level i.e, there must be
good repute

EUR 2500

EUR 5000

EUR 450 if it is planned
to provide an innovative

EUR 450 if it is planned
to provide an innovative
service, i.e, a new or service, i.e, a new or
substantially improved substantially improved
payment service at Latvia's levelf payment service at Latvia's level

Not more than EUR 100 000
Not more than EUR 100 000 _—
EUR 7000 + up to 1.4% (inclusive)
of gross revenue related to the
provision of the e-money

EUR 1000 + up to 14% (inclusive) Insiivier SHises

of gross revenue related to the
provision of the e-money
institution services

EUR 3000 + up to 14% (inclusive)
of gross revenue related to the
provision of e-money services
(if only account information
services or payment initiation

EUR 1000 for the first three years, SEIEES €IS (IO (or both))

if it is planned to provide an
innovative service, i.e, a new or
substantially improved payment
service at Latvia's level

EUR 1000 for the first three years,
if it is planned to provide an
innovative service, i.e, a new or
substantially improved payment
service at Latvia's level

3 months



Payment institution licensing guide:

Preparatory stage

A person presents the
planned business model
(services, customers,
countries)

Provides information on the
enterprise’s shareholders
and officials

Provides general
information on the origin of
funds

The FCMC informs about
completing and submitting
of documents

Informs on the process of
handling the application

The FCMC carries out an
initial assessment of the
project to verify its possible
complance with regulatory
requirements and the
possibility of continuing the
process of obtaining
authorisation

Submission of applicaton
and its pre-examination

A person submits a
complete application and
all necessary documents

10 working days

. The FCMC performs an
examination of the
completeness of the
application:

Whether it has been
completed correctly

Whether all documents
and information have been
submitted (by list) to start
their examination in
substance

A person addresses
shortcomings identified, if
applicable

Resubmission of an
application and
documents for verification
of their completeness

The FCMC's letter regarding
the initiation of assesment
of the application

Assesment of application

The FCMC assesses the
documents
submitted

If deficiencies are
identified or

additional information is
needed,

The FCMC organises the
meeting

and draws up a letter

A person makes the
necessary corrections and
submits the missing
information and
documents

The FCMC continues the
assessment of the
application

If necessary, meetings are
organised and a letter is
drawn up on the
remaining shortcomings

A person makes the
necessary corrections and
submits the missing
information and
documents

The E-money institution licensing guide comprises several steps:

Preparatory stage

A person presents the
planned business model
(services, customers,
countries)

Provides information on the
enterprise’s shareholders
and officials

Provides general
information on the origin of
funds

The FCMC informs about
completing and submitting
of documents

Informs on the process of
handling the application

The FCMC carries out an
initial assessment of the
project to verify its possible
complance with regulatory
requirements and the
possibility of continuing the
process of obtaining
authorisation

Submission of applicaton
and its pre-examination

A person submits a
complete application and
all necessary documents

10 working days

. The FCMC performs an
examination of the
completeness of the
application:

Whether it has been
completed correctly

Whether all documents
and information have been

submitted (by list) to start
their examination in
substance

A person addresses
shortcomings identified, if
applicable

Resubmission of an
application and
documents for verification
of their completeness

The FCMC'’s letter regarding
the initiation of assesment
of the application

Assesment of application

The FCMC assesses the
documents
submitted

If deficiencies are
identified or

additional information is
needed,

The FCMC organises the
meeting

and draws up a letter

A person makes the
necessary corrections and
submits the missing
information and
documents

The FCMC continues the
assessment of the
application

If necessary, meetings are
organised and a letter is
drawn up on the
remaining shortcomings

A person makes the
necessary corrections and
submits the missing
information and
documents

REGULATION AND SUPERVISION

Decision-making

The FCMC finalises the
examination of the
application and prepares
a draft decision

The Board of the FCMC
takes a decision on the
issue of authorisation

(with or without conditions)
or refusal to issue
authorisation

A person receives
authorisation and
commences the provision
of services

Prepared by FCMC

Decision-making

The FCMC finalises the
examination of the
application and prepares
a draft decision

The Board of the FCMC
takes a decision on the
issue of authorisation

(with or without conditions)
or refusal to issue
authorisation

A person receives
authorisation and
commences the provision
of services

Prepared by FCMC
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The development of the local payment and elec-
tronic money market segment has been affected by
the overhaul of the Latvian financial system that took
place in the previous years, which is reflected in its
current structure and future perspectives.

Over the course of the last several years, the local
payment services market has shrunk in terms of the
number of market participants, as a number of pay-
ment service providers gave up their licenses. The
reasons might be various, however, it is obvious that
a higher level of scrutiny applied by credit institutions
with respect to payment service providers that are
holding correspondent accounts with these credit
institutions, along with stricter, more detailed legal,
AML-related regulation pursuant to which credit in-
stitutions must supervise such payment service pro-
viders, have played its role in this process.

Nonetheless, the volume and total amount of trans-
actions have stabilized and remained roughly the
same for the last two years.

Currently, there are three electronic money institu-
tions holding full licenses, whilst another three are
registered electronic money institutions, ie. they
have received limited licenses allowing them to op-
erate domestically, with restrictions on the volume of
their operations and the types of services they are
entitled to provide. There are five licensed payment

Financial and Capital Market Commission

Regulation of crowdfunding services

Based on the EU crowdfunding regulation no. 2020/1503
In accordance with the national Law on Collective
Financing, the FCMC has been designated as the
competent authority for the registration and super-
vision of the activities of providers of collective fi-
nancing services.

FCMC experts, together with colleagues from other
EU regulatory authorities and the European Securi-
ties Markets Authority (ESMA), as well as the Europe-
an Banking Authority (EBA), are working on Regula-
tion and technical standards (RTS and ITS). The new

Agneta Rumpa
Associate Sorainen ZAB SIA

institutions, whereas there are no registered pay-
ment institutions, i.e. holding a limited license.

Most of the institutions have obtained a license to
service their own business needs or the business
needs of their group entities, e.g. to ensure payment
flow on an online marketplace platform operated by
a related company without the necessity of engag-
ing a third-party payment service provider.

Six licenses for the novel open banking categories of
services - account information service and payment
initiation service - have been issued so far. Although
one of the goals of the introduction of these catego-
ries was to unlock an additional segment for non-
bank entities within the payments market, licenses
for these new types of services have mostly been
issued to credit institutions, with only one non-bank
entity among the licensees in Latvia.

There are indications that the licensing process has
become smoother and faster in recent years, and
the regulator is, even more, accommodating to-
wards new institutions willing to enter the market.
This, as well as initiatives such as the Regulatory
Sandbox, are welcome signs that the regulator aims
to take an active role in helping to develop a boom-
ing FinTech market, including the payment services
market in Latvia.

framework essentially sets out the requirements and
key principles of regulation, while RTS and ITS already
set out more detailed requirements for complaint
handling, conflicts of interest, business continuity
plan measures, and procedures, licensing, default
calculation, investor protection, and loss simulation,
requirements to key investment information sheet
and reporting, as well as notification to ESMA of na-
tional rules on marketing requirements. Crowdfund-
ing services to be provided by a legal person who
has obtained authorization granted by the FCMC.
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Qualification requirements for the crowdfunding service provider:

Persons involved in the management have adequate education and experience to manage the crowdfund-
ing services;

Persons involved in the management and in the case of shareholders holding 20% or more of their share
capital or voting rights with good repute and no criminal record in accordance with the requirements of par-
agraph 3 of Article 12 of Regulation No 2020/1503;

Provision of own funds of at least 25 000 euro or capital requirement (a quarter of fixed overheads in the pre-
vious year), if it is more than 25 000 euro, or insurance policy or a combination of own funds and insurance
policy.

“From our first meeting, representatives of the regulator surprised us with their ac-
commodating attitude, and to a certain extent, they felt interested in our business
model and a desire to understand all the nuances of the crowdfunding business. When
planning began, all possible resources were used for developing processes, policies,
and documents. Step by step, we created drafts and blueprints for our procedure and
policy. During this process, we learned a lot and created our business model to adapt
as closely as possible to our vision. Our regular online meetings with the FCMC work-
ing group were extremely productive and allowed us to discuss conflicting proce-
dures and details of the process. These discussions enabled us to quickly adapt our
procedures and documentation to legal requirements. It was like working with anoth-
er FinTech just from the public sector.

Work progressed quickly, and when we submitted our license application on May
16th, 2022, the CrowdedHero team also submitted our entire documentation package
and the wait began. Even during this period, we had prompt discussions with FCMC
representatives to resolve issues that were not fully finalized in the pre-check phase.
Again, | must once again praise the FCMC's professional work. We know of many
precedents in Europe where the registration process for a similar business takes nine
months. In our case, it was only three months before we heard the long-awaited news:
“The FCMC issues Latvia’s first EU-wide crowdfunding service provider permit to SIA
CrowdedHero".”

Janis Blazevics
CEO and co-founder of Crowdedhero
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Process of obtaining authorisation:

Preparatory stage

. A person presents the
planned business
model (services,
customers, countries)

. Provides information on the
enterprise’s shareholders
and officials

. Provides general
information on the origin of
funds

. The FCMC informs about
completing and submitting
of documents

Informs on the process of
handling the application

. The FCMC carries out an
initial assessment of the
project to verify its possible
complance with regulatory
requirements and the
possibility of continuing the
process of obtaining
authorisation

and its pre-examination

. A person submits a
complete application and
all necessary documents

25 working days

. The FCMC performs an
examination of the
completeness of the
application:

. Whether it has been
completed correctly

. Whether all documents
and information have been
submitted (by list) to start
their examination in
substance

. A person addresses
shortcomings identified, if
applicable

. Resubmission of an
application and
documents for verification
of their completeness

. The FCMC's letter regarding
the initiation of assesment
of the application

Regulation of investment platforms

An investment brokerage company that provides
investment services shall comply with the Financial
Instruments Market Law, the enactments of the FC-
MC-issued administrative acts, as well as internal
policies and procedures.

An investment brokerage company that provides
investment services with financial instruments list-
ed on a regulated market shall also comply with the
rules of the relevant market operator. The minimum
initial capital of an investment brokerage company
is from 50,000 to 730,000 euros, depending on the
chosen types of investment services. The FCMC shall
make a decision regarding the issuance of a license
within six months after all the documents required
for making a decision specified by law have been
duly executed and received.

Borrower LLoan
el Credit issuer

Borrower (Loan Originator)

Prepared by FCMC

The FCMC assesses the +  The FCMC finalises the
documents examination of the
submitted

application and prepares
a draft decision
If deficiencies are

identified or o . The Board of the FCMC
additional information is takes a decision on the
needed, ) issue of authorisation

The FCMC organises the (with or without conditions)
meeting or refusal to issue

and draws up a letter authorisation
A person makes the .
necessary corrections and
submits the missing

information and

documents

A person receives
authorisation and
commences the provision
of services

The FCMC continues the
assessment of the
application

If necessary, meetings are
organised and a letter is
drawn up on the
remaining shortcomings

A person makes the
necessary corrections and
submits the missing
information and

documents Prepared by FCMC

Investment platforms offer to place money in loan
instruments. The investment platform model that is
common in Latvia differs from the traditional peer-
to-peer lending platforms because of the marketing
of the right of action to previously issued loans.

Consequently, in order to enable business activity
on the investment platform where such debt secu-
rities are offered to investors, credit issuers and on-
line platform providers have to obtain a license to
operate a credit institution or investment firm in ac-
cordance with the Credit Institution Law or Financial
Instruments Market Law.

The FCMC issues licenses and supervises the func-
tioning of this segment, thereby supporting and
monitoring the functioning of understandable and
transparent investment platforms.

2. Offers
Credit Exposure
Issuer,
SPV 3. Issue of
security
initial

Investor
Investor
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License for provision of investment management services

Prior to obtaining a licence

The meeting of a market participant with the FCMC during
which the market participant presents information on the
platform business model and the FCMC assesses the

possibility of granting a licence.

The market

Submission of application

participant prepares and submits the

necessary documents for examination to the FCMC.

Assesment of application

The FCMC assesses the application and the market
participant makes adjustments, if necessary. Time limit for

examining the application - six months.

Receipt of application

The meeting of a market participant with the FCMC during
which the market participant presents information on the
platform business model and the FCMC assesses the
possibility of granting a licence.

Prepared by FCMC

Sorainen ZAB SIA

Latvian investment platforms have evolved over time.
Initially, they positioned themselves as peer-to-peer
lending platforms and operated outside the conven-
tional financial services legal framework, while now
they have become fairly traditional financial market
participants — investment brokerage companies.

The investment platforms have been operating by
offering their clients to invest in loans issued to third
parties like companies or consumers. This has usual-
ly worked by a trilateral assignment agreement be-
tween the lender, the client, or the investor and the
platform. The investor was entitled to the proceeds
of the loan or a fraction of it. Pursuant to the position
of the FCMC, this type of activity was not specifically
regulated until 2017. Now, depending on the specifics
of the business model, peer-to-peer lending plat-
forms fall within the investment services provision
regulation.

This is a fairly complex undertaking as it requires ob-
serving a range of regulatory requirements. In 2021
and 2022, five investment platforms obtained invest-
ment brokerage company licenses, taking the next
step both in terms of services provided and regula-
tory requirements. These companies have switched

or are in the process of transition from the mentioned
assignment model to the model of the financial in-
strument, where the clients-investors invest not in
the loan itself, but in notes issued on the basis of the
loan or package of loans. This model offers broad-
er security for the clients who as investors within the
meaning of financial instruments and investment
services regulations are entitled to compensation
(up to EUR 20,000) in case of the investment plat-
form’s insolvency or inability to fulfill its obligations.
Whereas for the market participants themselves this
means additional administrative and financial bur-
den, which makes this type of financial services area
suitable for more mature investment platforms as
has also been proven in practice. The platform op-
erators which have taken the next step and have be-
come fully-regulated investment brokerage compa-
nies have a sound reason for doing so: the licensed
status allows for a broader scope of services that the
firms may provide and thus more market potential.
Investment platforms are also fully fitted with the
“tech” part of the FinTech sector as evidenced by the
user-friendly platforms that they are operating as
well as innovative types of investment instruments.
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Financial and Capital Market Commission

Crypto-asset service regulation

In Latvia, there is no specific national framework for
obtaining authorization for crypto-asset transac-
tions. Depending on the business model, the pos-
sibilities for using crypto-assets, and classification,
issuers and/or service providers are subject to the
legislation existing in Latvia, which determines that
the issuers and service providers are subject to cer-
tain financial sector regulations and requirements
for the licensing process. In order to provide virtual
currency services: its issuance, holding, and settle-
ment, a special permit is not required, at the same
time the service provider must register with the SRS
and comply with the requirements of the Law on the
Prevention of Money Laundering and Terrorist and
Proliferation Financing. In case the virtual currency
assets management company intends to perform
activities comparable to the regulated market in
Latvia, it must obtain one of the operating permits
in the area of competence. For more detailed infor-
mation, see the explanation issued by the FCMC on
the possibilities of using virtual assets and the initial
supply of virtual currency (hereinafter also ICO) and
the applicable regulation. The explanation provides
information on the use and application of the ICO,
the applicable ICO regulation, and information for
ICO organizers and investors.

On 24 September 2020, the European Commission
(EC) published a proposal on the regulation on cryp-
to-assets or MiCA (Regulation on Markets in Crypto
Assets), in December 2021, the European Union (EU)
Council adopted a compromise text on the Reg-
ulation. Following the entry into force of the MICA
framework in Latvia, depending on the classification
of crypto-assets, two-way regulation will be applied,
namely the new MICA framework and existing leg-
islation at the EU level (e.g., MiFIDIl and PSD2) and at
the Latvian level (e.g., Financial Instruments Market
Law).

The MICA regulation will apply to legal and natural
persons and businesses involved in crypto-asset is-
suance, offers to the public, admission to trading or
providing services related to crypto-assets in the EU,
and any transactions or activities related to cryp-
to-assets.

The aim of the MiCA framework is to create a com-
pletely new and unitary crypto-asset regulatory re-
gime in all EU Member States, to promote innovation

development and wider use of DLT while maintaining
financial stability and protecting investors against
risks. The implementation of these MICA objectives
will allow, in a safe regulated environment, for the
development and expansion of the number of com-
panies working in the fast-growing crypto-asset
sector in Latvia.

The MiCA regulation applies to all types of crypto-as-
sets which are not covered by any of the existing EU
national legislation governing financial services, in-
cluding asset-referenced tokens, e-money tokens,
and other crypto-assets other than asset-refer-
enced or e-money tokens.

Asset-referenced tokens

This type of crypto-assets that is not an e-money to-
ken and its purpose is to maintain a stable value by
reference to any other value or rights or a combina-
tion thereof, including one or several official curren-
cies. An example of this type of crypto-asset is a rel-
atively new type of crypto-assets, stablecoins. They
may be pegged to a specific currency (such as the
US dollar, or the euro) or a basket of currencies, or to
other types of crypto-assets or their basket, with a
view to reducing price volatility.

E-money tokens

This is a type of crypto-asset that purports to main-
tain a stable value by reference to the value of an
official currency of one country and, like electronic
money, is used for settlement or for the purpose of
maintaining a stable value.

Other crypto-assets, other than asset-referenced
or e-money tokens

This crypto-asset group covers a wide range of
crypto-assets, including utility tokens, which provide
digital access to a good or a service supplied by the
issuer of this token.

The MICA Regulation does not apply to crypto-as-
sets that are unique and non-fungible by other cryp-
to-assets, as well as crypto-assets classified as:

financial instruments governed by Directive No
2014/65/ES on financial instruments markets (Mi-
FID I1);

deposits, including structured deposits;



funds not classified as e-money tokens governed
by Directive (EU) No 2015/2366 on payment servic-
es in the internal market (PSD2);

others (e.g., life and non-life insurance products,
pension products).

The MiCA Regulation does not apply to the European
Central Bank or EU national banks. The MiCA Regula-
tion will provide legal clarity and certainty for cryp-
to-asset issuers and crypto-asset service providers,
by defining:

transparency and disclosure requirements for
crypto-asset issuance, offers to the public, and
admission to trading (admission to trading);

Sorainen ZAB SIA

There are only 10 registered virtual currency services
providers in Latvia, while the numbers in the neigh-
boring countries Lithuania and Estonia are far higher.

Several factors have hindered the growth of the Lat-
vian crypto space in the past. First, as mentioned,
there is no sector-specific regulation or licensing
mechanism, at least until the MiCA Regulation gets
adopted. Market participants have stressed that this
is a major obstacle to developing a mature market
for crypto services. Second, crypto-related business-
es have been considered to pose a higher AML risk
level, so considering this as well as an overall ten-
dency to decrease AML risks in the past years in the
Latvian market, traditional financial markets partic-
ipants like credit institutions have been reluctant to
cooperate with cryptocurrency services providers,
which has to lead the crypto businesses to seek for
banking services outside Latvia. Finally, there is a lack
of understanding of the crypto area from both regu-
lators and traditional financial services providers.

Meanwhile, there is a potential for the development
of the crypto market in Latvia that legal advisory ser-
vices providers are aware of. First, there are known
crypto ventures based in Latvia that are not regis-
tered with the SRS as they provide no services within
Latvia and thus are not required to. Second, busi-
nesses operating in the crypto sphere show interest
to enter the crypto services market in Latvia. Also,
Latvian fintech market participants originally provide
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the procedures for the authorization of crypto-as-
set issuers and service providers and their subse-
quent monitoring;

the activities, organization, and management re-
quirements of crypto-asset issuers and service
providers.

The MiCA Regulation will allow passporting operators
authorized in one EU Member State to provide their
financial services in all EU countries. The MiCA Reg-
ulation covers certain requirements and measures
that will provide protection for crypto-asset holders
and clients of service providers (capital require-
ments, asset storage, mandatory complaint storage
procedures available to investors, and investor rights
against the issuer).
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their services in traditional currencies every now and
then consider introducing some elements of block-
chain or cryptocurrency in their operations. So, there
seems to be sufficient willingness from the poten-
tial market participants to grow the crypto-services
market in Latvia.

Considering the new planned EU-wide MICA regula-
tion, the mentioned market potential in Latvia in re-
spect of crypto, as well as the arguably superior abil-
ity to navigate AML rules by both the regulators and
financial sector participants, Latvia is well-placed to
become a crypto powerhouse.
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Martins Benkitis
CEO and co-founder of Gravity Team

It is important to understand that crypto companies
are very flexible in terms of their location. Usually, the
entire business is virtual, remote work is the norm
and the services provided tend to serve a global au-
dience. So crypto companies can be quite picky and
actually shop for the best jurisdiction to incorporate
their business, custody of the funds, and hire the best
talent. Every government that wants to attract crypto
money (the market cap is roughly 1.09 trillion dollars
as we speak) should embrace the fact that govern-
ments are competing for companies and not the
other way around. So | would propose the following:

Enable crypto tax payments. This is great for many
reasons:

a) The strongest and shortest signal to show that the
government welcomes crypto businesses.

b) Would make headlines all around the world and
be a great marketing tool to get heard. This would be
an actual innovation that no other country has done
in full capacity.

c) Would ease up the convenience of doing busi-
ness with crypto massively and would pave the way
for a completely self-custodial financial system.

Enable a simple, client-focused licensing process
for MiCA. MICA is coming in 2024, and most crypto
businesses in Europe will have to abide by it. This
presents an opportunity for governments to at-
tract successful businesses and build awareness
and understanding of crypto among other financial
institutions, especially banks. Right now banks in
Latvia have no or very low-risk tolerance for crypto
businesses. In reality, there is a massive opportunity
given the proper risk assessment and tailoring AML
practices to crypto.
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IT Security risk management framework

Financial and Capital Market Commission

IT security in the financial sector regulated by the
FCMC is determined by the FCMC Regulations “Infor-
mation Technology and Security Risk Management
act” Nr 150. The aim of the rules is to reduce to an
acceptable level the risks of information technolo-
gy used for the operation of market participants and
the provision of customer services and to improve
IT and security management, generally aiming at
a prudent level of risk management (risk appetite),
as well as common structured IT and security man-
agement requirements for market participants. The
Regulations are binding on all financial and capital
market participants supervised by the FCMC.

In September 2020, the European Commission pub-
lished a draft Digital Operational Resilience Act
(DORA). DORA is part of the European Commission’s
digital finance strategy, which aims to support the
development of digital finance while reducing the
associated risks. The legislative proposal builds on
existing IT risk management requirements already
developed by other EU institutions and links togeth-
er a number of recent EU initiatives on IT incident
reporting, security testing, and third-party service
management to create a harmonized approach
across the EU financial services industry.

DORA will cover a very wide range of financial insti-
tutions, including credit institutions, payment institu-
tions, electronic money institutions, investment and
investment brokerage firms, virtual asset service
providers, alternative investment fund managers,
insurance and reinsurance companies, insurance
intermediaries, and crowdfunding service providers.
Importantly, DORA will establish a number of addi-
tional requirements for incident reporting, security
testing, and third-party service management. The
implementation of DORA will also bring critical IT
third-party service providers, including cloud ser-
vice providers, under the supervision of the Europe-
an Supervisory Authorities for the first time, including
the possibility for EU institutions to take administra-
tive action and sanction an IT service provider for
non-compliance.

DORA requirements can be divided into four basic
directions:

IT risk management. This includes harmonizing
the requirements of IT risk management legisla-
tion based on common guidelines, such as the IT
and security risk guidelines issued by EBA.

IT incident reporting. This direction aims to har-
monize the incident reporting framework, includ-
ing incident classification and reporting require-
ments. This will give financial institutions and reg-
ulators a better idea of new risks, threats, and the
ability to exchange information.

Risk management of third-party ICT service pro-
viders. This direction also requires third-party crit-
ical IT service providers to be subject to regulatory
requirements.

Operational durability testing. This includes har-
monizing and standardizing digital operational re-
silience testing requirements - with a risk-based
approach, companies should implement assess-
ment, testing, methodologies, solutions, and tools
that are appropriate to the size, business, and risk
profile of the organization.

The DORA framework is currently being examined
through the EU legislative procedure, and there are
likely to be minor changes to the DORA framework
before the new framework is finalized and enters into
force. The final version of DORA is expected in the
next 18 months. Companies in the financial sector
need to start assessing today how the new regula-
tion will affect their IT risk management system and
plan the necessary measures to comply with the
DORA regulation.

37



38

REGULATION AND SUPERVISION

Consumer crediting

Sorainen ZAB SIA

Consumer crediting sector has had a long and re-
markable history in Latvia. It is also a particular Fin-
Tech sector due to the fact that the supervision of
the area of consumer finance is performed by the
Consumer Rights Protection Centre, unlike other fi-
nancial services which are within the purview of the
FCMC. Initially, it was little regulated, namely, by one,
a brief article in the Consumer Rights Protection
Law and by accompanying regulations. Apart from
traditional credit institutions, there were numerous
consumer crediting market participants (above 60
non-bank lenders at the peak), diverse in their size
and the provided services — short-term consumer
lending, distance consumer crediting, credit in ex-
change for a pledged movable asset or a mortgage,
leasing services. Services such as short-term unse-
cured loans were easily accessible and prominent in
the media.

Now, the sector is highly regulated, and the various
requirements and restrictions have changed the
regulatory playing field. This has led to changes in
the offered products, with more focus on longer-
term loans and lines of revolving credit as opposed
to short-term consumer loans which were the con-
sumer credit providers’ bread and butter initially.
While the market was very vocal and active in op-
posing the legislative changes, for now, these re-
strictions are in effect and the consumer credit pro-
viders are adapting to the new situation.

Number of non-bank consumer credting services
providers in Latvia
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As the result, there has been a consolidation of con-
sumer credit market participants (currently there
are 39 non-bank lenders) and arguably, this has also
led to less competition that favors the larger non-
bank creditors and traditional credit institutions that
also provide consumer credit services. Also, while the
provided scope of services is the same as during the
prime years of consumer crediting, for specific ser-
vices there are only a few companies still specializ-
ing in providing them, such as credit in exchange for
a pledge on movable asset.

The sector predates the notion of FinTech, howev-
er, the inclusion of non-bank lending in the FinTech
sector is quite logical. Certain consumer credit pro-
viders were innovators in the finance sector when it
came to providing much simpler, user-friendly web-
based platforms as compared to the i-banking sys-
tems of some of the traditional credit institutions in
Latvia during the time. Possibly, focusing on the tech
aspects of the financing business may provide the
needed competitive advantage to the business that
is more challenging to come by these days, as has
been indicated by FinTech Latvia Association. Yet,
even during challenging times, the consumer credit
business is still a notable one and expanding, as ev-
idenced by the numbers — 2021 was the record-set-
ting year as the total value of credit portfolio for all
consumer credit services providers combined ex-
ceeded 800 million EUR.

Total credit portfolio of non-bank consumer cred-
it services providers (mEUR)
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FinTech and Startup Business Taxation Overview

BDO Latvia

Taxation of profit distribution

CIT is levied on dividend distribution or other events
that are considered profit distribution. CIT rate is 20%
of the taxable base, which is the amount of profit
distribution or deemed profit distribution. Prior to the
application of the CIT rate, the taxable base is to be
divided by a 0.8 coefficient.

Excessive interest expenses

If the received loan amount exceeds a sum that is
equal to the amount of equity capital (share capital,
reserves, and accrued profits) multiplied by 4, the in-
terest calculated on the exceeding part of the loan is
considered to be excessive and is subject to CIT.

Losses on debtors

The CIT taxable base includes the amount which has
been created as a provision for doubtful debts and
later included as a loss in the profit and loss state-
ment, and the debt has not been recovered within 36
months from the day of the creation of the provision,
or if the amount was initially included in the losses.

Financial services exempt from VAT

Services that are related to crediting, payment op-
erations, and investments in equity, financial instru-
ments, and securities, except the management of
assets, are exempt from VAT and thus the input tax
cannot be deducted by such businesses.

Provision of IT and other services required for FinTech
and startups are within the scope of VAT creating in-
put tax for the acquirers of such services.

Related-party loans

Issuing loans to related companies may be subject
to CIT:

Loans issued to related persons are considered
conditional distribution of profits in certain cir-
cumstances and are therefore considered objects
to include in the taxable base for CIT purposes

The provision does not apply to loans issued to
subsidiaries or companies in which the lender has
as low as 1% participation in the share capital of
the borrower

The issued loans are not included in the taxable
base if they are issued by a licensed credit institu-
tion on general credit terms (not favorable to the
related person in comparison to other clients), or if
the issue of these loans follows the legislative acts
regulating the operations of credit institutions.

If the company provides both taxable and exempt
services, input tax can be deducted if separate re-
cords of acquired goods and services are kept or a
revenue ratio for input tax purposes is used for the
purposes of taxable and exempt transactions.

If services supplied abroad are considered to be elec-
tronically supplied, there may be an obligation for the
supplier of the services to register for VAT purposes
in the country where these services are provided.




Exemption of salary income for start-up employees

If a company takes part in either the fixed payment or highly qualified employee attraction aid program, or
both, for the duration of their participation in the aid program an employee of the start-up company is exempt
from personal income tax if a fixed payment has been made for the income amounting to two minimum sala-
ries subject to a payroll tax obtained from employment in the start-up company.

Issuing shares under employee stock options is gen-
erally subject to personal income tax as a fringe
benefit of employment, however, by meeting certain
criteria such income may be subject to an exemp-
tion. The criteria are:

1. Minimum holding period of these stock options
must be at least 12 months;

2. The employee has been in employment with
the enterprise issuing the stock option for the
whole 12-month period;

3. Options are implemented no longer than 6
months from the day when employment relations
are terminated,;

4. The employer who has issued stock options
to the employee has not issued a loan to the re-
spective employee;

5. The company has submitted information about
the stock options to the tax authorities.




tax for Latvian taxpayers. This is due to limitations
on excessive interest expenses, or the so-called thin
capitalization limitations. The rules under the previ-
ous corporate income tax system have disallowed
the deduction of excessive interest payments as an
expense for corporate income tax purposes. Under
the current system, however, such excessive interest
payments become simply taxable and corporate in-
come tax is to be paid on the portion of interest pay-
ments that exceed specified limits.

The most common option to fund startup operations
is to receive loans in exchange for interest. Howev-
er, according to the Corporate Income Tax Law, if the
received loan amount exceeds a sum that is equal to
the amount of equity capital (share capital, reserves
plus accrued profits) multiplied by 4, the interest cal-
culated on such an excessive part of the loan is con-
sidered to be excessive and is subject to corporate
income tax. This does not apply to the loans received
from banks or other licensed financial institutions.

An important feature of the equity calculation for the
above purposes is that it is measured not at the end
of the year when the interest is calculated and/or
paid, but rather on the 31 December of the preceding
financial year. In most cases, new businesses have a
minimum share capital and generate losses in the
first periods of their operations.

Therefore, if a startup company (or other new busi-
ness in Latvia) obtains loan funding that exceeds
end equity for its previous year, this will already result
in a corporate income tax payment at the beginning
of operations on the amounts that are essentially
business expenses from an economic standpoint.

1/5 equity investments
(an increase of share capital)
1 mil. attracted
funding
4/5 in loans or debt
instruments

FINTECH AND STARTUP BUSINESS TAXATION OVERVIEW

Proposed solution: if, for example, a company aims
to obtain €1 million in investments, it would be
wise to consider that 1/5 of the total investment or
€200,000 would be invested in the share capital,
letting investors receive dividends in return, where-
as the remaining 4/5 of the total investments,
or €800,000, are provided in the form of loans.
In response to the Covid-19 pandemic, an excep-
tion with the application of the limitation on ex-
cessive interest payments was made. The Law on
the Suppression of Consequences of the Spread
of Covid-19 Infection stipulated that corporate in-
come taxpayers shall not apply the provisions of
the Corporate Income Tax Law relating to the lim-
itations of the excessive interest payments made
in the reporting year which starts in 2021 and 2022,
therefore effectively not including the excessive
interest for these loans in the taxable base for the
corporate income tax for the respective years. It is
not expected that a similar exemption will be pro-
vided for 2023 and subsequent years.

A substantial proportion of Latvian FinTech busi-
nesses represent different forms of consumer
lending peer-to-peer platforms, often operating
a large number of issued loans, and loan assign-
ments and often transferring substantial amounts
of interest payments to individual investors. It
would be interesting to consider whether these in-
terest payments also fall under the limitations of
excessive interest payments.

In conclusion, when it comes to corporate income tax
regarding excessive interest payments, new FinTech
companies have to pay attention to the fact that the
equity/debt ratio for them is typically lower (and of-
ten the equity is even zero or negative), potentially
giving rise to limitations on excessive interest pay-
ments. Both new and established FinTech compa-
nies should evaluate the number of necessary funds
for their activity as it may be more efficient to ask
investors to invest part of the investments into share
capital, especially if the business is new.
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Writing off bad debts Loans to Related Persons and Affiliates

FinTech companies, especially the companies
that operate in the credit industry, can find them-
selves in a position where they have issued loans
to many debtors, some of which may be consid-
ered doubtful debts for which provisions are made
in the balance sheet, or appear to be bad debts
that are written-off as losses.

If the company is established as part of a group, it
is likely that the company will not just receive loans
from related persons, but may also issue loans to
other companies in the group in order to optimize
cash flow within the group. Thus, it is important to
note the situations in which issued loans may also
be included in the taxable base, and in which cases

: : the tax is not applicable.
The taxable base includes the amount which has

been created as a provision for doubtful debts
and later included as a loss in the profit and loss
statement, with the debt not recovered within 36
months of the day the provision was created, or if

Loans issued to related persons are considered
conditional distribution of profits and are therefore
considered objects to include in the taxable base
for corporate income tax purposes, provided the

duration of such loans exceeds 12 months and the
lender has undistributed profits in the previous fi-
nancial year.

the amount was included in the losses initially.
This, however, does not apply to the following:

The provisions for debtors created by cred-
it institutions and savings and loan associa-
tions or the write-off thereof directly in loss-
es that have been established in accordance
with the requirements of the Internation-
al Financial Reporting Standards or the pro-
cedures for creating provisions laid down in
the regulatory provisions of the FCMC;

The provision does not, however, apply to the loans
issued to subsidiaries or companies in which the
lender has as little as a 1% participation in the
share capital of the borrower.

The loans are also not included in the taxable base
if they are issued by a licensed credit institution on
general credit terms (not favorable to the related
person in comparison to other clients), or if the is-
sue of these loans follows the legislative acts reg-
ulating the operations of credit institutions.

The provisions for debts of debtors created by
the development finance institution, including
the guarantees issued in respect of these pro-
visions (including export credit guarantees), in-
vestments in risk capital funds and loans issued
in respect of the provisions by implementing
support and development programs.

Value Added Tax (VAT)

FinTech companies, although generally operating in the same financial and technology sector, provide a large
array of products and services, some of which are exempt from VAT, while others are subject to VAT.

For FinTech companies, when it comes to value-added tay, it first needs to be clarified whether the provided
service is subject to or exempt from VAT, as this determines whether the FinTech company will charge VAT on
its services and whether it can deduct any input tax that the company has incurred. It is often difficult to define
the provided services for VAT purposes. Often, FinTech companies have financial and payment institutions as
clients, who in turn mostly provide exempt services, and their rights to deduct input tax are limited, generating
additional cost in the form of a non-deductible input VAT.

For example, services that are related to crediting, payment operations, and investments in equity, financial
instruments, and securities, except asset management, are exempt from VAT and thus the input tax cannot
be deducted by such businesses. However, the provision of IT services is within the scope of VAT and therefore
input tax can be deducted with respect to these services.
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If the company provides both taxable and exempt services, input tax may be deducted if separate records of
acquired goods and services are kept or a revenue ratio for input tax purposes is used for the purposes of tax-
able and exempt transactions.

When determining whether a service is subject to or exempt from VAT, it is presumed that VAT is applicable
to any services that the VAT payer provides in return for remmuneration, and any exemption requires a specific
reason. Exemptions are therefore determined not just for how the service is provided or what legal terms and
conditions apply to the service, but also by examining the essence of the service.

If a transaction includes several services, it is important to understand whether the bundle forms a single ser-
vice or whether they are separate transactions. If the services can be considered within the bundle of services
as separate, independent services, each of these services can have a different VAT application, based on their
nature.

In cross-border transactions involving various jurisdictions, the location where the services are provided for VAT
purposes might not coincide with the place where the service provider is registered. In cases where the services
are provided remotely to non-VAT payers (for example, individual consumers), special rules on the provision of

electronically-supplied services may apply.

State Aid and Tax Relief Programs for Startups
Many FinTech companies qualify as start-ups, hav-
ing started their operations fairly recently with limit-
ed resources. The State of Latvia provides assistance
for the development of start-ups through programs
managed by the Latvian Investment and Develop-
ment Agency (LIAA).

The Law on Aid for the Activities of Start-up Com-
panies sets out two main aid programs for start-up
companies: an aid program for fixed payments and
an aid program for attracting highly-qualified em-
ployees.

The law also lists criteria for participation in these
programs. The criteria include:

a qualified venture capital investor who is not a
person related to the start-up company (a qual-
ified venture capital investor who repeatedly
makes an investment in one and the same start-
up company shall not be regarded as a related
person) has, within 24 months of the day when
the application for participation in an aid program
was submitted, made an early stage venture cap-
ital investment of at least €30,000 for the imple-
mentation of the submitted business idea or an
investment of at least €15,000:

- in a start-up company;

- in a parent undertaking or a subsidiary of a start-
up company which meets the criteria laid down in
Paragraph two of this Section;

the tax debt of the start-up company does not ex-
ceed €150;

insolvency proceedings have not been initiated for
the start-up company.

For the duration of their participation in the aid pro-
gram, if a company is part of one or both of the pre-
viously mentioned aid programs, an employee of the
start-up company is exempt from personal income
tax if a fixed payment has been made for their in-
come subject to a payroll tax obtained by the start-
up company.

However, if an employee does not pay personal in-
come tax for the income subject to a payroll tax ob-
tained by the start-up company during the taxation
period in which he or she has been an employee
of the start-up company, then this employee is not
eligible for the annual non-taxable minimum (this
may be applied to a pension income only) and a
relief for dependent persons, and they themselves
may not be a dependent person in accordance with
the Law On Personal Income Tax. An employee of a
start-up company who earns other income subject
to personal income tax is not entitled to include State
Social Insurance payments and solidarity tax pay-
ments from earned income from a start-up com-
pany, as well as eligible taxation year expenditure, in
eligible expenditure.
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Employee Stock Options

With more startup companies using employee stock
options as a way to attract a highly qualified work-
force to their company, it is vital to take into account
the taxation aspects regarding the issuance of stock
options to employees.

Stock options for employees of FinTech companies
are available if the FinTech company is established
as either a joint stock company or a limited liability
company. In general, the stock options are subjected
to personal income tax and corporate income tax as
distributed profits and personal income. However, if
certain criteria are met, these stock options are ex-
empt from taxation, therefore allowing the compa-
nies to consider the issuance of stock options without
worrying about additional taxation expenses.

In order to apply for the tax exemption on stock op-
tions, a plan for the implementation of the stock pur-
chase option must first be created and submitted
to the State Revenue Service (SRS) (including in the
event of a change in the stock option plan). Addi-
tionally, several criteria must be fulfilled for the ex-
emption from taxation to be applicable.

Criteria for the application of a tax exemption

1) Minimum holding period of these stock options
must be at least 12 months;

2) During the minimum period for holding the stock
purchase option the employee is in an employ-
ment relationship with a capital company which has
granted the stock purchase option to the payer or a
person related thereto within the meaning of the law
On Taxes and Fees has granted the stock purchase
option to the payer;

3) The employer has submitted the information re-
garding the plan for the implementation of the stock
purchase option to the SRS;

4) The stock purchase option is implemented not
later than within six months from the day when an
employment relationship has been terminated be-
tween the payer and the employer (a capital com-
pany which has granted the stock purchase option
to the payer or which is a person related to the em-
ployer within the meaning of the law On Taxes and
Fees);

5) A capital company which has granted the stock
purchase option to the payer or a person related
thereto within the meaning of the law On Taxes and

Fees has failed to grant a loan to the payer which
has not been repaid by the moment of implemen-
tation of the stock purchase option, except for loans
which are granted by a:

credit institution,

Development Financial Institution,

savings and loan company, or

capital company which has received a special

permit (licence) for the provision of consumer
crediting services,

unless the specific loans are granted for the pur-
chase of the stock of the lender itself in implement-
ing the stock purchase option.

Regarding the time when income is earned, it is im-
portant to note that the obligation to withhold the
personal income tax applies to the employer ac-
cording to the Law on Personal Income Tax. It is pre-
sumed that income is earned on the day the stock
option is implemented. If according to the stock op-
tion implementation plan, the employee alienates
the stock option, the employer calculates the em-
ployee’s labor tax and subsequently withholds it on
the day the stock option is implemented, regardless
of which person implements the stock option.

Conclusion

FinTech companies operating as lending interme-
diaries or launching a startup in Latvia may face
certain limitations on the way the investments are
attracted and the business is run stemming from ex-
isting tax regulations in Latvia.

Among other CIT-related aspects, structuring the
company’'s debt-to-equity ratio is one important
aspect to consider, since it impacts the company’s
tax position, particularly when the company is thinly
capitalized and attracts substantial debt financing.

Application of a VAT exemption on financial services
raises the issue of input VAT deduction for business-
es that are engaged fully or partially in the provision
of financial services, as input VAT creates costs for
the customers and businesses.

At the same time, the regulations in place stipulate
benefits for companies qualifying for the start-up
support program as well as for companies issuing
employee stock options. The benefits provide a sub-
stantial exemption on personal income tax on salary
income and income in form of shares under the em-
ployee stock option program.
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We started Nordigen as an analytics company in 2016
and it has certainly been an experience to be part
of the Baltic startup community. There are countless
reasons why Latvia is a fantastic place to start your
journey as an entrepreneur and grow your business,
with one of these being an unparalleled employee
share option program that Latvian startups are able
to offer to their employees.

Rolands Mesters
co-founder and CEO of Nordigen

Recruiting and retaining a team of highly-skilled and
talented individuals is always a priority when trying
to reach new business heights and build a lasting
company. Share options enable us to make employ-
ees stakeholders in the company’s success and en-
sure our employees feel deeply ingrained in the cul-
ture and foundation of the company.

Share option rules differ across various countries,
with Latvia having the most beneficial regulations in
the world according to recent findings by Index Ven-
tures. In 2021, amendments were put forth that made
the program attractive to employees. The most no-
table benefit of the Latvian share option law is the
fact that the minimum vesting cliff can be 12 months
after the option grant, which is super friendly to em-
ployees.

FINTECH AND STARTUP BUSINESS TAXATION OVERVIEW

While share option plans were previously only avail-
able to large organizations with connections abroad,
Latvian startups now have full capabilities to offer
these sorts of plans as well, and with little effort.

These recent amendments to option law made
share options incredibly attractive to both employ-
ers and employees, and for us, it helped to create
lasting working relationships between the company
and our employees. More broadly, share options are
a fantastic way to help employees feel a sense of
ownership, motivate them to build their careers with
us, and stay for longer periods of time. Over the last
few years, we have been successfully growing our
teams and bringing new, brilliant people on board
who are helping shape our company and improve
our customer offering.
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Latvia has taken a similar path to other Northern
European countries when it comes to developing fi-
nancial technology. The development of computers
and software brought momentum to the creation of
new solutions and services, and Latvia was one of the
first to develop alternative consumer financing. Like
other new services, the path from idea to success-
ful implementation was not easy, and some of the
initial mistakes that were made became the basis
for bringing the sector under specific regulation. This
ensured a high level of consumer rights protection in
an honest, transparent, and competitive market and
became an efficient mechanism for monitoring con-
sumer loan service providers.

Fourteen years have passed since we first heard of
the need for regulation in 2008, and enormous pro-
gress has been made during this time, with initial
goals having been accomplished. Over these years,
we have not just specified a clear group of institu-
tions that are allowed to operate consumer lending.
We have also expanded legislation to stipulate strict
regulation of solvency evaluation; debt history, cred-
it information and statistics databases; advertise-
ments; remote identification; and others. The most
recent update was to implement full prevention of
money laundering and terrorism and proliferation
financing and international and national sanctions
requirements regulation for the loan industry.

As an institution that monitors consumer lenders,
including any FinTech services which offer this ser-
vice to consumers, the Consumer Rights Protection
Centre has worked not just as an industry overseer,
but also as a source of advice and experience, giving
recommendations on updating and developing the
best practices. If the CRPC was initially viewed as an
institution of power that got in the way of business,
it later became a place where business owners of-
ten came for consultations on adhering to legislation
and ensuring best practices.

As time went on, some of these businesses joined
forces to create a specialized association, where
they exchanged information and developed the sec-
tor together. The CRPC is pleased about this overall
constructive collaboration, which has created a new,
secure, and ordered sector and has encouraged
other market players to develop and new services to
emerge. That is, the initial uncontrolled, chaotic con-

) Deputy Director of Consumer Rights Surveillance
5. Department at the Consumer Rights Protection Centre

sumer loan environment created a large wave of
debtors and was a catalyst for creating a licensed,
regulated, effective, and monitored debt collection
sector outside of the court system. Furthermore,
the swift implementation of technological solutions
in the consumer loan sector helped to update the
services offered by credit institutions, who invested
more resources in customer-friendly technology
and software, and was the impetus for the creation
of new services in Latvia, such as investment plat-
forms or automated credit worthiness tools.

The CRPC is currently working on its existing priorities,
such as evaluating creditworthiness and achieving
honest commercial practice, in parallel ensuring
that market players do not include unfair terms in
their agreements, create advertisements that pro-
mote reckless borrowing, breach loan cost limits,
or break any other regulations. We collaborate on
expanding legislation in Latvia and Europe, such as
with the new EU Consumer Credit Directive project
and EU directives on the distance selling of consum-
er finance services, as well as on, for example, the
Financial Sector Development Plan (2021-2023) and
the National Strategy for Financial Literacy in Latvia
(2021-2027), as well as offering commentary on the
upcoming FinTech strategy (2022-2023), etc. Along-
side its traditional task of ensuring a high level of
consumer rights protection, the CRPC therefore also
works on expanding regulation and requirements
by implementing various strategies and normative
objectives.

The CRPC expects the sector to keep evolving and
invest in new solutions, the development of finan-
cial technology to create new challenges regarding
funds gained on the global market, information and
creditworthiness evaluation technologies to im-
prove, and the use of more blockchain solutions in
attracting financing and issuing loans.

We, therefore, expect new challenges in the con-
sumer loan sector and hope that the CRPC and as-
sociation will be two irreplaceable foundational ele-
ments of an orderly system that collaborate active-
ly to ensure both industry growth and a high level
of consumer rights protection, thus bringing about
sustainable development in the FinTech sector.



Anastasija Oleinika
TWINO Investments Board Member

TWINO Investments is a regulated global investment
and trading marketplace and the leading peer-to-
peer lending platform in continental Europe. TWINO
serves nearly 50,000 retail investors from 30 coun-
tries, enabling them to invest in consumer loans
through the company’s subsidiaries in Poland, Rus-
siq, Latvia, Vietnam, and elsewhere.

On August 31, TWINO received its license to provide
investment services from the FCMC. This was a big
day for TWINO, and here | share the path that took
us there.

Latvia - the perfect launchpad for founding a Fin-
Tech business

Thirteen years ago, when Armands Broks started
TWINO, it consisted of a small team of enthusiasts
with little experience, enormous ambition, and a few
Excel sheets to track the issued loans. Today, we are
a global FinTech player. We are thankful for having
been able to realize all of our earnest ideas in a sup-
portive and tech-savvy environment.

A rapidly growing FinTech company such as TWINO
can only thrive in an open startup ecosystem that
welcomes and supports us when necessary. We
have benefited greatly from access to local mentors
and advanced tech knowledge, as well as events
and incentives that support tech innovation.

Equally important, Latvia has quality tech talent and
a moderate political and economic situation without
instability or severe conflict risk that could be dan-
gerous to businesses.

Last but not least, we are lucky to have an under-
standing and forthcoming regulator for the FinTech
industry. During almost 2 years of cooperation with
the FCMC, we have found them to be a supportive
advisory institution.

Choosing a regulatory jurisdiction

Before starting the licensing process, we analyz-
ed several potential markets, including our Baltic
neighbors. At a first glance, it seemed that other Bal-
tic countries had simpler requirements; for example,
Lithuania advertised the opportunity to receive a
digital banking license quickly and easily.

FINTECH AND STARTUP BUSINESS TAXATION OVERVIEW

But with time, we found that Latvia’'s approach had
subtly become much more flexible and open to in-
novation and cooperation. We were glad to see that
the FCMC is open to seeking creative solutions in un-
precedented situations, which is crucial for new in-
dustries that are often trailblazers in their niche - like
innovative FinTech.

We support the Latvian regulator’s approach of fo-
cusing on a clear and transparent business model
when issuing licenses and monitoring market par-
ticipants. Unlike regulators in many other countries
without a single framework for the peer-to-peer
market segment or where companies in this niche
are allowed to operate unregulated, the FCMC's pri-
ority has been an effective, risk-based, and develop-
ment-oriented monitoring of Latvia's financial sec-
tor. We are also convinced that this path gives our
users greater protection.

FCMC license opening doors to more diverse and
transparent operations

On August 31, 2021, TWINO received a license for the
provision of investment services and investment an-
cillary services. This was a big day for us as becom-
ing a regulated investment platform opened many
doors for growth and development and made our
business more credible in the eyes of our users and
investors.

For more than a year, TWINO collaborated actively
with the FCMC to secure this license, drafting the re-
quired procedures and making adjustments to how
the platform operates. In this process, we received
professional guidance and a forthcoming attitude.

The day we were finally granted our license for the
provision of investment services and investment an-
cillary services was a day of great celebration and
pride. The license will allow us to supplement our
product offering with additional financial instrument
trading such as stocks, bonds, CFDs, ETFs, and many
more.

Moreover, licensing is a major step in promoting
transparency in the entire industry. Investors will
choose licensed companies over unregulated ones
- in fact, we can already see a growing investor in-
terest, thanks to the greater security and reimburse-
ment guarantees that a regulated environment pro-
vides.
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Martins Valters
COO/CFO and Co-Founder at Mintos

As part of its growth and development, Mintos de-
cided to apply for licenses from the Latvian regulator
to expand and improve its service offering. We de-
cided to apply for two licenses — the Investment Firm
(IF) license and the Electronic Money Institution (EMI)
license — and submitted both at the end of March
2020, just at the start of the Covid-19 outbreak.

Pre-licencing

Even though submission of the license application is
an important milestone, the work actually starts long
before. Given our experience with a previous licens-
ing process in 2015-2016 when we had just started
operations, the key takeaway was that, even if you
do receive external help from consultants or lawyers,
you need to manage the whole process in-house
and be on top of the things you put in the application
and how it fits together. Therefore, we had a dedicat-
ed person for each license application this time, as
well as a number of people both internally and exter-
nally helping to prepare the necessary documen-
tation. Time-wise, the preparation took around 4-6
months for the EMI license and more than 6 months
for the IF license, given the larger scope and great-
er number of unknowns due to our business model.
After any larger project, we reflect internally on what
has gone well and what could have been improved,
and we did the same for the pre-license submission
stage. Having clear ownership of the project was
definitely one of the key success factors. In terms of
what could be improved and advice for future appli-
cants, | would first say to involve more of your team in
this process, which diminishes the number of ques-
tions from the regulator during the licensing process.
Second, | advise contacting people that have gone
through the process recently (although, in our case,
this was limited due to no recent licensing in the IF
area).

Licencing process

We received both licenses in August 2021, 15 months
after our application. For a high-growth start-up, this
seems longer than expected. But is this really so? First,
as we applied for two licenses, with some overlap-
ping issues that were among the last to be resolved,
it was obvious that we received both licenses at the
same time. Having said that, resolving the questions
raised and adjusting the application took signifi-
cantly more time for the IF license given the specifics
of our business, the model we proposed that was the
first of its kind in Europe, and other factors. Thus, had
the EMI license been a standalone project, | am very
confident that it would have taken much less than
15 months. Second, when you look at the public in-
formation about the length of licensing processes
in Europe — with a few exceptions for the EMI license
which could be done in a very short period of time
(although perhaps not anymore) — 15 months does
not seem so excessive, especially for licenses like the
IF.

Third, and this should be particularly encouraging
for further applicants, | believe it can be done faster
in the future. One factor mentioned above is that it
involved a very specific business model, which took
more time for us to explain and more time for the reg-
ulator to understand. Another factor is that the FCMC
has processed a number of licenses over the last 2
years, increasing their knowledge of the process. |
really appreciated that, after our licensing process
was done, we were invited to a number of interviews
to review the process and understand how to further
improve it in terms of systems used to facilitate the
process, the type of information requested, the way
discussions are held, etc. This shows the regulator’s
determination to improve.



Cooperation with regulatory bodies

Post licensing

Of course, the story does not end at the moment
when the license is received. This is merely the be-
ginning, as things that have not yet been imple-
mented must be brought into action to operate as a
licensed entity.

Final remarks

Is licensing for a startup a big deal, and will startups
change due to this? The question is probably broad-
er than one initially thinks (involving more than just
the license, submitting documentation, and then
business as usuol), but smaller than some wish to
portray it as (with excess bureaucracy). If you have
either of these extreme expectations, you will either
underestimate what it takes to get a license or over
complicate your thoughts on how to implement li-
censed operations.

New products

Even though licensing did take a significant part of
our effort and focus, we were also looking into the
future and how to expand our services. As a com-
pany working with retail investors and with a vision
of building a multi-asset investment platform for
European retail investors who want to build long-
term wealth via passive investing, we were actively
exploring ways to offer other investment opportuni-
ties besides loans. We ended up with a plan to offer
easy, automated investing in ETFs. In this regard, the
license comes in handy, as we are able to use the
same license to provide this service to our custom-
ers without the need to look for a 3rd party interme-
diary or white label solution.

As Latvia is part of the European Union, it also means
that we can passport our license across the EU with-
out the need to set up any physical presence in other
countries. We are going through this process in the
coming quarters, and expect to be able to offer our
services throughout Europe very soon.

FINTECH AND STARTUP BUSINESS TAXATION OVERVIEW
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Support Mechanisms

Easy access to the European market, availability of skilled IT talent, and affordable cost of living are just a few
of the benefits enjoyed by startups operating in Latvia4. Latvia benefits from a number of initiatives that make
the location attractive, including supportive startup regulations such as the Startup Law tax incentives, one of
the most favorable stock option regulations in the world, and the recently introduced Nomad Visa, among other
incentives.

The Investment and Development Agency of Latvia offers a wide array of support packages for startups in gen-
eral, including support both for companies founded in Latvia, as well as relocation or investment support for
companies considering relocating or opening a branch in Latvia. State support is supplemented by an exten-
sive and active local startup community, offering knowledge sharing and networking opportunities, including
meeting other participants and investors at one of many startup and FinTech events over the year. In 2022
FCMC and LIAA organized its first ever “FinTech Forum Latvia 2022”. Which has been a big success to restart the
FinTech industry. Visit our startuplatvia.eu website to know more about new events and open calls for FinTechs.

Support program overview

program:

Magnetic Latvia
Business
Incubators

Promotion
of International
Competitiveness

Startup Innovation
Law Voucher

Up to 200 000 EUR* Up to 25 000 EUR*,

with 85% support

Up to 40 000 EUR*,
with 50% intensity

Up to 10 000 EUR*,

How much money

is available: \ < with 50% intensity
intensity

State support for Aid to merchants for

startup companies the development of . Manufacture aid . Business support
Keywords for support Social and Income new products or . Export aid for beginners
program: tax relief technologies . Support for foreign Development of

Ssupport for highly Feasibility study exhibitions and more business idea

qualified employees Caifiteeiien ene

testing
R New or updated
q product has proven . Company isn't more

('L‘i‘/g‘lgu‘ﬁ;:mgfoén demand or end result Export potential than 3 years old
Main innovq'Fc)ive idea e (AR Signed agreement CemEEy CRRHIE
criteria: No more than 150 EUR SRR L ith LAA el IEUBEIe

business growth

Compliance accoring

cannot be a member

Lo;g:b;in Product has to de minimis rule of any other ongoing
bonkrgptcg development plan acceleration program

until the final production

31st of October 2023 (support

3lst of October 2023
for highly qualified employees)

End date for program: 31st of October 2023 3lst of October 2023

*Per one company

As the FinTech sector is booming globally and in
the spotlight on the European stage, Latvia has ap-
proached the FinTech vertical strategically and
opened room for discussion to tackle the challenge
for all stakeholders to improve the regulatory frame-
work and expand the necessary

Anna Elsa Karika
Head of Startup Support at the
Innovation and Technology
Department Investment and
Development Agency of Latvia

4 https:/ /www.startupblink.com/startupecosystemreport
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infrastructure. It is important to highlight the windows of opportunity where FinTech companies can take ad-
vantage of broader support mechanisms that are not necessarily industry specific but would increase national
innovation levels and economic growth. The Investment and Development Agency of Latvia (LIAA) is working
on improving state support mechanisms and collaborating with the other public and private sector players to
ensure stable growth within the industry environment. An example practice that aims to bring together profes-
sionals with extensive industry experience and cultivate international collaborations is the first Latvia FinTech
Forum in September 2022, co-hosted by the FCMC and the Investment and Development Agency of Latvia

(LIAA).

LIAA support mechanisms for FinTech

Promoting international competitiveness (entre-
preneurship)

Support program is for external marketing, export
promotion activities.

Supported activities:

Conformity assessment or certification of pro-
duction sites and products- aid intensity 90%;

Participation in trade missions and visits abroad
of high Latvian state officials organized by LIAA-
aid intensity 80%; Participation in national stands
organized by LIAA- aid intensity 100%;

Application for export support operations for ex-
port support operations planned for a calendar
year (aid intensity 80%, total funding in calendar
year 60 000 euro).

Knowledge sharing training to boost export ca-
pacity

Entrepreneurs have the opportunity to apply for sup-
port in the employee training activity “Knowledge
sharing training to boost export capacity”. Within
the framework of this activity, based on the needs
of merchants, training may be provided either by a
partner company, or the merchant himself engages
the training provider in compliance with the regu-
latory enactments in the feld of procurement pro-
cedure. Aid intensity from 50% to 100%. Funding is
available up to € 75,000 per merchant.

LIAA export services

Within the framework of the LIAA an entrepreneur
has the opportunity to receive information and con-
sultations on foreign markets, as well as to request
for possible selection of contacts of cooperation
partners abroad. At present we have 20 foreign eco-
nomic representations in 18 of the most promising
markets for goods and services of Latvia. In coop-
eration with foreign representatives of the LIAA we
organize the participation of companies in national
stands in international exhibitions, trade missions,
visits of public officials abroad, as well as provide
support for individual visits to potential cooperation
partners. In its turn within the framework of Latvi-
an days, which is a wide-ranging marketing event
covering business, tourism and culture abroad, we
present products of Latvian companies in trade net-
works.

The Idea Cup

It is an opportunity to undergo professional training
under the guidance of experienced entrepreneurs,
gain valuable contacts for the further development
of your business and finally compete for impressive
cash prizes to get the first capital to realize the idea.

An entrepreneur can be anyone starting from the
pupils who are of the age of 18 to the old age. The
main criterion for assessment will be your enthusi-
asm and willingness to take on a new challenge in
your life — start a business with an unprecedented
business idea on a Latvian or global scale.

The LIAA invites the authors of ideas to apply with
the team, because good teamwork is the basis of
any success story. However, if the team is still in the
development phase, it is also possible to submit in-
dividual applications.
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Agnese Veckalne
Chairwoman of the Board at the
Latvian Startup Association

In the last couple of years Latvia has started to take
significant steps to support its startups.

The stock options regulation, enacted in early 202],
has been recognized as the most startup-friendly
regulation in the world.

Enabling startups to effectively set stock option
plans makes them much more attractive to poten-
tial talent, as well as adds legitimacy in the eyes of
investors.

FCMC support instruments for FinTech

FCMC continuously develop the FinTech environ-
ment by expanding its support instruments - the
Innovation Hub and the Regulatory Sandbox. Last
year, the number of consultations at the FCMC's In-
novation Hub increased by 30% for existing and new
companies and idea makers planning to develop in-
novative financial services in Latvia.

At the Innovation Hub, FCMC experts advise on li-
censing, supervision, anti-money laundering, and
other areas. Advice on the provision of payment
services (29%) and crowdfunding (24%) are dom-
inating. In addition to this, with technological de-
velopments in the financial sector, the number of
companies active in the development of RegTech
solutions has increased. Companies develop mon-
ey-laundering risk management solutions, help au-
tomate the customer due diligence process and as-
sessment of clients of financial institutions, check the
reputation and help develop credit risk, assessment
models. Last year, 18% of the advice provided by the
Innovation Hub was in RegTech. There is also an in-
terest in the provision of crypto-asset services (13%
of advice).

The Startup Law support mechanism allows new
startups to significantly decrease their costs on em-
ployees and thus extend their runway, which can be
crucial for their survival, especially in the early years.
Both regulations play a large role in making Latvi-
an startups more competitive on the international
stage.

Nevertheless, we are still in dire need of making the
process of relocating international talent to Latvia
simpler. Instead of months, it should take only a cou-
ple of weeks. If we don’'t make the necessary chang-
es, we will continue to see top talent relocating to our
neighboring countries.

In 2021, the FCMC expanded the Innovation Hub
through regular thematic activities and dialogue
with market participants in the areas of payment
services, crowdfunding, and financial technology.
Several hundred experts from the financial sector
attended the seminars held by the FCMC last year. In
addition, the FCMC experts shared their knowledge
and experience in other events relevant to the Fin-
Tech sector.

In 2021, the FCMC reviewed the licensing process
and introduced a new approach - pre-licensing
evaluation in order to stimulate the development of
the FinTech market. It is an opportunity for potential
market participants to receive valuable guidance
and recommendations already during the prepara-
tion of documents, thereby strengthening the quality
and reducing the time for further licensing. Licensing
guides for crowdfunding and payment and e-mon-
ey service providers have been established to facili-
tate understanding of the licensing process and are
available on the FCMC website.

Market participants also have access to the FCMC
Regulatory Sandbox, which provides testing of inno-



vative financial products and services in a regulatory
regime. The Sandbox gives the FCMC an opportuni-
ty to better understand financial service companies
and technologies, as well as to identify and assess
the risks associated with new services and business
models that are not protected by the current regu-
lation, and to ensure compliance with the regulatory
framework. T he Sandbox makes it possible to identi-
fy legal obstacles that hamper the development and
stability of new services, as well as to strengthen the
stability of the financial system and protect the in-
terests of service users.

Both private companies and state and local govern-
ment capital companies can apply for participation
in the Securities Sandbox. There are no limitations
as to what kind of financial instruments (shares or
bonds) the potential issuers would like to use; com-

Newcomers programme
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panies that want to issue and offer their shares to
investors, as well as companies that would rather
choose the issuing of bonds to raise financing can
apply for advice. It is also possible to choose which
market is more suitable for the company — whether
it is the regulated market with more stringent regu-
latory requirements or the alternative market where
the regulatory burden is smaller.

In 2022 FCMC launched FinTechLatvia.eu web-por-
tal to support FinTech companies that have the pow-
er to change the financial industry as well as peo-
ple’s lives and behavior. The new tool is full of useful
information and explanations for FinTech startups in
payment, crowdfunding services, crypto asset man-
agement, and investment platform service areas.
Please visit FinTechLatvia.eu to start a dialog with
the regulator!

Financial incentives
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Very bad

Feedback from
market participants

Blue-card Visa

An overview of market participant
feedback regarding the availability
of support mechanisms in Latvia is
rather satisfying since the majority
of survey participants give average
scores for all 6 available support . -]
mechanisms: incubators/accelera-

tors, newcomers program, available o

Medium Could be better Good Very bad Badm edium Could be better

Incubators/Accelerators

Very bad

sandboxes, blue card visas, startup
visas, and financial incentives. The
landscape of incubators and accel-
erators available to the market par-
ticipants, as well as startup and blue
card visas, are mentioned as some
of the best available mechanisms,
whereas available sandbox infra-
structure and financial incentives
have room for improvement.

Start-up Visa

Medium Could be better Good Very bad Medium Good

Avadailable sandboxes

Very good

Very bad

Medium Could be better Good

o= Very bad Bad Medium Good

Very good
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Capital Availability

FinTech companies in general can be said to look
for more diverse sources of funding than startups in
other industries, which usually rely on VC funding as
the most common approach, at least until the later
stages. Examples of startups listed on the stock ex-
change are rare not just in Latvia, but in the region
as a whole.

Market capital

KPMG Law ZAB

Why do companies seek capital markets?

Capital markets in the Baltic States are slowly but
surely gaining momentum and becoming more at-
tractive to investors.

This growing popularity is due to the fact that capi-
tal markets offer diversified funding sources, invest-
ment opportunities, and risk sharing. Currently, for
most small and medium-sized enterprises in the
Baltic States, this opportunity is not yet as popular,
and the investor culture is not yet as developed as
in Western and Northern Europe. However, the com-
panies are gradually embracing and mastering the
opportunities offered by capital markets, and see-
ing recent initial public offerings in the Baltic States
there is no doubt that people’s interest in investing is
steadily growing.

Highlighting challenges and opportunities
Challenges

Among the main reasons for the liquidation of
companies is a lack of funding and the inability to
attract it.

These are just afew of the challenges that companies
can face:

The bank finances existing assets and existing
business - not growth

The company does not have a stable cash flow

The company has insufficient collateral to
receive a loan

Banks do not lend in difficult times

Banks do not finance certain positions

As a company grows, it needs to be able
to support itself with alternative sources
of finance. Otherwise, the company's
development will be limited - it will only be
able to grow as much as the banks are willing
to finance.
- Daiga Auzina-Melalksne
Chairwoman of the Board, Nasdag Riga Stock
Exchange

Opportunities

NEO Finance AB is a Lithuanian FinTech start-up
company that is engaged in peer-to-peer lending
services. It owns and operates a Peer-to-peer (P2P)
lending platform Paskolu klubas (eng. Loan Club)
that enables retail lenders to lend money directly to
retail borrowers.

In 2019 NEO Finance launched a successful IPO and
raised over €0.6 million, subsequently listing its
shares on the stock exchange. It was the first time
that a Lithuanian FinTech startup entered the stock
market.

“A successful IPO allows us to implement our
expansion plans faster and more effectively,
in order to continue a path of successful value
creation for our clients and shareholders [..]
We consider IPO as avery valuable experience
which has allowed us not only to attract funds,
but also to receive a lot of valuable feedback
on how to further improve our services. In
addition, we had the opportunity to spread
the NEO Finance message across the wider
international investor community”

— Evaldas Remeikis
Chairman of the board at NEO Finance
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Sun Finance is a Latvian FinTech start-up compa- The company has already successfully implement-
ny that operates as an online consumer financing ed 3 bond issues. In 2019, it raised €10 million, in 2020
platform in seven countries on three continents. In it registered a second bond issue of up to €15 million,
the 2021 FT 1000 ranking, Sun Finance was named the and in 2021 its bond issue totaled €20 million and
fastest-growing European FinTech with a 619-time was used to refinance the first issue of bonds.

revenue increase, or 61,837.8%.

“It has been a pleasure during these three years since working with Sun Finance to see great
progress both in the company’s financial performance, and in building investor relations, which
has helped the company to strengthen its reputation in the Baltic capital market and gradually
expand the circle of investors, [..] With each bond issue, we successfully continue the course we
started, which is also appreciated by investors. We will use the raised capital to diversify funding
sources and focus on aggressive growth. Currently, we are working on expanding the range of
lending products in existing markets, which is planned for the end of this year. At the same time,
being on investors’ desktops proves not only our international competitiveness but also a well-

chosen business model that will help us conquer new markets and peaks,”
= Toms Jurjevs,
Sun Finance CEO and founder

Myths vs Facts

Myths Facts

Banks offer limited funding and
may refuse to finance a company
in times of need.

Bank financing are
sufficient for a company

There are companies that come to the
A company only goes public stock exchange not to sell securities,
to raise capital but to build credibility, visibility,
reputation, and value.

. The stock exchange Alternative market
The stock exchange is only Nasdag First North is also suitable for small

suitable for large companies and medium-sized companies that are
dynamic and have ambitious growth plans.

The company is free to determine the

Lol Gl el il el i 8.2 conditions for raising external finance,

exchange will result in a loss the control rights to be granted or not,
of control and to what extent.

o e It depends directly on the company'’s level of
LIStmg a company on the stock preparedness, expectations, needs, and

exchange isan expensive and available resources. On average, it is 5-10%
of the capital raised. Support mechanisms
are outlined below.

complex process
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What are the tools for attracting capital?

Capital Markets offer two kinds of financial instruments (securities) for attracting capital:

Bonds

Debt securities sold by a company to borrow funds
from investors for a fixed period.

Advantages
Ability to raise large amounts of funds in a short
time.
The ownership structure of the company
remains unchanged.
The company itself determines the terms of the
borrowing, including the amount, maturity, and
interest rates (coupon).
Possibility of obtaining a larger loan than with
a bank.
Bonds can be sold whenever the company
needs funds.
Predictable loan amount.

Where are securities traded?

Securities can only be sold to the public on a stock
exchange. In the Baltic States, only Nasdaq Baltic is
in operation. This consists of the stock exchanges
Nasdagq Tallinn (Estonia), Nasdaq Riga (Latvia), and
Nasdagq Vilnius (Lithuania).

Shares

Securities that investors acquire to become co-
owners (shareholders) of a company.

Advantages

Ability to raise large amounts of funds in a short
time.

The funds raised are not a loan and stay with
the company.

The value of the company can increase.
Investors bear part of the risk of financial loss to
the company.

For a company, the stock exchange is like a gym, where a trainer looks after you, shows you
how to do the exercises better, keeps track, and evaluates your progress

- Saimona Bleida

Former Chairwoman of the Board of LATVIJAS KUGNIECIBA

Nasdagq Baltic stock exchanges offer two trading venues - the Regulated Market and the Alternative Market

(First North).

Due to the above reasons, small and medium-sized companies tend to choose the Alternative Market (First
North). Additional notable benefits that these companies receive when listing their securities in First North:

Long-term increase in value for the
company

Attracting and retaining a skilled
workforce

Achieving marketing objectives and
publicity

The value of the company
becomes well-known

Increased competitiveness
Prepares the company for wider
growth

Gaining credibility

Easier exit for shareholders

Easier fundraising in the future
Gaining of new cooperation
partners

Raising more capital in a short time
Ability to increase share liquidity



How do companies start their journey?

Compliance

SUPPORT MECHANISMS

Companies wishing to go public first must meet certain quantity and quality criteria:

Quantitative criteria

Small and medium-sized
companies aiming to raise capital
from both private and institutional
investors

Market value of the company: at
least €5-6 million

Minimum value of free public float:
€2-5 million

Minimum amount of capital to be
raised/shares to be sold: €2.3-5
million

The Process

Preparation for quotation on First North might take
from 6 months to up to 12 months based on the readi-
ness of the company and its engagement in the whole
process; a general process is outlined below:

Support mechanisms

Companies can greatly reduce their cost for going
public with the support of EU funds. They can recover
up to 50% of costs up to a maximum of €100,000 for a
share issue and €20,000 for a bond issue.

On 25 January 2022, the Central Finance and Con-
tracting Agency of the Republic of Latvia (CFLA) an-
nounced its 4th project selection round, within which
entrepreneurs could submit projects from 28 Feb-
ruary to 28 April 2022. The CFLA had until 31 July to
decide whether to grant aid. The project will have
to be implemented no later than 31 December 2023.
The European Regional Development Fund fund-
ing available for the fourth round of project appli-
cations under the measure is €375,375.00, with pri-
vate co-financing of at least €375,375.00.

Quality criteria

A clear strategy for the future
Prospective sector of activity
Easy-to-understand business model
Comprehensible, transparent
financial situation
Comprehensible shareholder
structure

Credible auditors

Visibility, good reputation of the
company and management
Good corporate governance

Further information on Measure 3.1.1.3 and the appli-

cation procedure is available on the CFLA website:

https://atlase.cfla.gov.iv/Iv/3-1-1-3-k-4 (in Latvian).

Certified Adviser (role)

Listing securities on First North's market in ac-
cordance with the rules of the stock exchange re-
quires an agreement with a certified adviser.

The role of a certified adviser is to support com-
panies in the preparation process, as well as
to provide the necessary support and ad-
vice after entering the First North market.

Responsibilities of the certified adviser

«  Ensuring the signing of a trade agreement

«  Ensuring compliance of the company during in-
corporation

+  Monitoring the performance of the company (is-
suer) after admission

«  Ensuring compliance of documents before and
after admission
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SUPPORT MECHANISMS

Daiga Auzina-Melalksne

Listing on stock Exchange

Investments in FinTech start-ups and companies in
Europe have risen sharply over the past years. The
Nasdaqg Riga stock exchange is no exception, and
we are seeing the industry grow with more and
more companies going public in recent years here
in Latvia. We are very pleased that FinTech business-
es like Eleving Group, Sun finance, and DelfinGroup
are continuing to finance their growth through the
capital market and have managed to attract invest-
ments of over €113 million during 2021-2022

Listing on the Nasdaqg Riga stock exchange not
only provides development capital but also gen-
erates visibility and enhances company credibil-
ity in the eyes of stakeholders and broader soci-
ety. It gives the company a stock exchange quali-
ty mark. A company can choose to issue either
shares or bonds and to list the securities on either
the regulated or alternative First North market. First
North is a proven growth platform for ambitious
small and medium-sized companies, combining
the benefits of being publicly listed with simplici-
ty and a lighter disclosure regime.

All the companies that join First North must choose
a Certified Advisor to work with. A Certified Advisor
is crucial to the IPO process when a company at-
tracts capital and works with investors. The advisor
also guides the company through the application
process, helping it meet all the First North rules and
regulations, and after listing helps it ensure ongoing
compliance in reporting, disclosure, and so on.

The Certified Advisor may be a corporate finance
firm, an accounting firm, or an investment bank
authorized by Nasdaq Baltic.

What does it take for FinTech businesses to get listed
on the stock exchange? There are requirements that
a company must meet in order to get listed, but |

Chairwoman of the Board, Nasdaq Riga Stock Exchange

would like to draw your attention to 3 key criteria.
First, you must have the ambition to develop, and a
clear strategic action plan to achieve that ambition.
Secondly, your company must “show up” and
become consistently visible to get more leads and
clients andto earn the trust and authority of the public
and, most importantly, investors. Good corporate
governance is the third component of success,
underpinning the company’'s efficiency. Fairness,
accountability, responsibility, and transparency are
important factors that will define your company’s
future ability to attract investors, whose support will
help you to finance further growth.

To get started, your company needs to follow these 4
steps:

1. You need to adopt a formal decision to list the
company’s shares or bonds on an exchange (to
go public);

2. Next, a share or bond prospectus — a docu-
ment describing the securities to be offered to
investors — needs to be prepared and registered
with the local financial supervisory authori-

ty;

3. Then, for new issues, an initial public offering
(IPO) is carried out. It can also be done using pri-
vate placement. If your company just wants to
list existing shares to increase liquidity, this step
is not necessary;

4. Finally, a listing application can be submitted
to the stock exchange.

| would like to encourage you to start by talking to
the Nasdaq Issuer services team, as every company
is different and there is no one-size-fits-all solution.
Contact the Nasdagq Riga team and we can discuss
how we can help your company grow. For more in-
formation visit nasdagbaltic.com.

We have chosen bonds as one of our main funding sources to support the fast growth of our
business. This has allowed us to maintain a diversified capital structure and reduce overall funding
costs. The strong financial performance and substantial growth prospects have allowed us to
continuously attract investor interest, resulting in an increased bond ticket each time.

- Toms Jurjevs
Founder and CEO of Sun Finance Group



Capital Availability

How Venture Capital Firms Are Looking at FinTech

Andris K. Bérzins

b

The FinTech industry in Latvig, like in the other Baltic
States, has enjoyed strong growth during the past
decade. Change Ventures has invested in one Lat-
vian FinTech startup, Nordigen, and we are definitely
hunting for more. Unfortunately, we don't have any
unicorns in Latvia yet, like Wise or Veriff in Estonia.
This partly relates to a strong bias towards payday

Crowdfunding

Martin$ Sulte
CEO and co-founder of Mintos

Up until now, Mintos has raised €11 million funding
most of its growth by revenue. Since launching in
2015, the company has almost single-handedly built
up the market of investing in loans in Europe to €8.3
billion, holding about 45% of the market.

The capital in the 2020 Mintos crowdfunding cam-
paign was raised to allow Mintos to accelerate its
growth and develop new products in a regulated
environment. Mintos reached its crowdfunding tar-
get of €1 million in just 15 minutes after opening to its
community, raising a record amount of €6.5 million
in total.

Marek Pértel
CEO and co-founder of EstateGuru

2021 was the most successful year in our history. All
operating countries exceeded their business targets
and the total funded amount for the year was €203M,
a 69% increase when compared to 2020 (€120M).
Assets under management (AUM) amounted to
€220.3M as of the end of 2021. Additionally, revenues

Managing Partner at Change Ventures, the largest and only pan-Baltic seed fund

loan-related businesses (or angel investors from this
industry), which tend to struggle to attract VC in-
vestment, for reputation risk reasons. For this reason,
many FinTech startups in Latvia are having to grow
their business without venture capital, though | hope
this will change in the coming years.

“We were thrilled to have such a response from our
community. This result is a huge endorsement of our
vision and it goes to show how strong the relation-
ship with our community is” Martins Sulte, CEO and
Co-Founder of Mintos, back in 2020.

The funding raised in this crowdfunding round was
used to acquire Investment Firm and Electron-
ic Money institution licenses which allow us to offer
new products and services across Europe.

were €7.IM in 2021, an increase of 58% compared to
2020 (€4.5M). We all aim to live up to our vision of
making real estate investing and financing attaina-
ble for anyone, anywhere in the world.

Our business model has proven to fit into any mar-
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CAPITAL AVAILABILITY

ket and work in any business environment. We have
emerged stronger than ever from the Covid-19 cri-
sis and we also see that current macroeconom-
ic conditions favour our business model because
companies and private individuals need protection
against inflation, while Small and Medium Enter-
prises need fast and flexible financing. The strength
of our vision and business model is supported by
1400 new equity investors, who joined via Seedrs,
and our finalized A-round of VC investment of

4

€5.8M led by TMT Investments Plc.

Our industry is also changing rapidly and, in many
ways, becoming a mature and established invest-
ment option. What was also remarkable about 2021 is
that we are finally operating in a regulated environ-
ment. We welcomed the introduction of a Pan-Euro-
pean crowdfunding regulation and we hope to be
among the very first companies to receive the new
license.



As a driver of innovation and competition, FinTech companies play an important role in the financial services
market. They create innovative services in payments, insurance, regulatory technology, investment, cybersecurity,
and other areas. Latvia has a dynamic and open FinTech ecosystem, and it is important to uphold a healthy
infrastructure and environment of collaboration with state partners in which new FinTech companies can

develop and existing ones grow further.

In October 2021, Latvijas Banka launched a test plat-
form for its Instant Payment Request Service (Re-
quest-To-Pay (RTP)). RTP will supplement the exist-
ing instant services in the payment area (instant
payments and instant links) and provide even more
space for innovative payment solutions. In the near
future, RTP is expected to accelerate the develop-
ment of new innovative payment solutions, and as
the survey shows, 10% of FinTechs point out that the
biggest opportunities for them will be in the sector
of instant payments and payment services based
on these technologies in the following years. We are
happy to see that FinTechs are recognizing instant
payment services as a niche for their potential de-
velopment.

The Request-To-Pay service is not only about pay-
ments but is also a great opportunity to improve
consumer behavior, user experience, and conven-
ience. Many stakeholders including in the e-com-
merce domain could benefit from it, as the pay-

Head of Information Technology at Latvijas Banka

ments could become cheaper and the payment
flow would become more user-friendly, allowing
more time to be spent on other activities instead of
manually entering payment information.

There are countless uses for RTP services, such as
cross-bank payment requests for P2P use, payment
initiation at physical stores, and many more, includ-
ing the possibility to link them with the Instant Links
registry to allow instant payment requests based
on payers’ mobile phone numbers or other ID. We
are eager to see what FinTechs will bring to the ta-
ble using this technology in the near future. Latvi-
jas Banka is open for consultations regarding the
instant services and especially the Request-To-Pay
functionality. We are also looking for partnerships
for proof of concept and possible pilots in this field.
If your FinTech is considering working in the field of
instant payments, feel free to reach out to Latvijas
Banka.

Opportunities for improvement of FinTech cooperation with banks

Andrejs Bosko

Electronic Money Institutions

FinTech cooperation with banks

The problem with banking infrastructure availability
for FinTech companies is an old problem in the EU.
But the market response to this issue has been the
emergence of new banking types such as Banking
Circle, Currency Cloud, Solaris bank, and many other
BaaS (Banking as a Service) providers. In general,
the market will always adapt and find a way to
develop. The question is, where?’

Board Member at the Association of Latvian Payment Services and

The situation in Latvia is a bit more complicated.
After the issues with Moneyval and the AML scandall
several years ago, the regulatory approach has
become more strict, and banks are now under
regulators’ pressure regarding customer risk
appetite. As FinTech payment service providers,
electronic money/paymentinstitutions are classified
as high-risk customers for banks, and banks are
obliged to put a lot of effort into compliance by
ensuring ongoing monitoring and enhanced due

diligence for FinTech customers. Even if EMI/PI is >
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licensed by the same regulatory body, they are
subject to enhanced monitoring and due diligence
from the bank’s side, and at the same time, Latvian
EMI/PI is subject to very strict local regulations from
the other side.

Larger banks with foreign capital still prefer to keep
their conservative position, and in practice are
closed for collaboration with FinTechs.There is a
list of local banks who work with PSP and FinTech,
and they have defined this in their strategy as a
focus segment. We will see improved cooperation
between banks and FinTechs, greater integration
of FinTechs into banks, and more banks open to
serving FinTechs after regulatory efforts to clarify
risks.

Itis crucial to ensure that Latvia licenses PSP and EMI
and that they are well supervised from the FCMC
side and benefit from easy access to the banking
payment infrastructure. Lithuania has made a very
interesting step by allowing EMI/PI to be connected
to payment infrastructure directly through the
central bank for SEPA payments. It was a bold step
and showed the market that Lithuania has the
political will and ambition to compete with other
countries as an EU FinTech hub.

In Latvia, connection to the SEPA payment
infrastructure is possible through commercial
banks only, and just two banks currently provide
an addressable BIC service. Work has begun on
an EU level on regulatory changes to ensure EMI/PI
access to payment infrastructure directly without
an intermediary, but it will be around 3 or 4 years
until implementation.

It would be great to ensure that licensed PSP and
EMI providers in Latvia could benefit from easy
access to the banking payment infrastructure and
that they are well-supervised by the FCMC.

Local market trends

Latvia-licensed EMI/PI are mostly concentrated
on niche service development, such as payment
gateway, card loyalty, co-branded services, bill
payments, and e-commerce solutions. However,
in the EU and around the world, many FinTech
companies such as neobanks are challenging
traditional banks, and so far we are not seeing this
in Latvia.

Local market trends

Latvia-licensed EMI/PI are mostly concentrated
on niche service development, such as payment
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gateway, card loyalty, co-branded services, bill
payments, and e-commerce solutions. However,
in the EU and around the world, many FinTech
companies such as neobanks are challenging
traditional banks, and so far we are not seeing this
in Latvia.

Latvia has passed an extremely complicated and
painful way of reforming the financial sector and
the financial sector supervisory regime. However,
we currently see that the regulatory body has
become more open to communication and
consultancy, even being proactive and making an
effort to educate market participants and promote
the Latvian FinTech market perspective. Several
years ago there was a completely neutral attitude
towards FinTech.

The Latvian approach is on license quality, not
quantity. The regulatory body has therefore become
more mature and more focused on the FinTech
market, and the FCMC has clearly defined FinTech
development as a focus.

Unlike other countries, the Latvian AML regulatory
framework is much more strict and mature. We
have a lot of AML guidance with very detailed
requirements compared with other EU countries.
This means that we will see much fewer changes
in the future and less unpredictability for market
participants. In other countries, regulatory bodies
are currently being forced to strengthen their
requirements and risk appetite, which will certainly
have an impact on market participants’ business
strategies. This means less predictability, a negative
impact on customers, and bad news for investors
and shareholders.
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Commercial banks open for services

Ugis Vorons

One of Industra Bank’s strategic niches in coopera-
tion with participants of the fast-growing FinTech in-
dustry. We are open to any innovative ideas or solu-
tions in cooperation with fin-tech industry players to
solve their needs regarding payment infrastructure
or establishing trustworthy banking relationships.

We see Industra Bank'’s role in this constantly evolv-
ing FinTech ecosystem through digital transforma-
tion and modernization of the bank services to en-
able adoptable payment infrastructure for FinTech
companies.

A large share of Industra Bank’s strategy is driven by
open banking and demand from financial services
providers, fin-tech companies, and the KYC-AML
framework.

Viktors Bolbats

In the Latvian FinTech space, we come up against
“chicken or egg” issues. The majority of innovation
was originally generated in high-demand areas
and services, particular to the needs of Latvian so-
ciety. The scarcity of access to financing, financial
troubles, and bank activity in the 2008-2009 crisis
has fueled some talented entrepreneurs backed
by capital into a fast-lending, micro-lending space.
| seriously consider it part of financial technology,
with respect to those players who did this business
responsibly, as | keep a broad look on what financial
technology is. To me, it means making financial ser-
vices easier and quicker to acquire by clients with
help of modern IT and capital technologies. Lend-
ing and payments are apparently services where
demand was and is coming from a community of
both private individuals as well as small-medium
businesses. | still see that the strongest players are
active in or originated as players from these spaces.

CEO at Baltic International Bank

Deputy Chairman of the Management Board at Industra Bank

This also triggered a need to start developing a
Banking as a Service infrastructure at Industra Bank.
We consider BaasS services with a rails-based ide-
ology and complete API integration into our existing
payment infrastructure as one of the biggest focus-
es for Industra Bank in the next coming year.

We expect overall revenues from cross-border pay-
ments to increase in the next five years as a result
of faster payments. It is also clear that developing
a new and growing infrastructure will create new
revenue streams and capabilities for FinTech com-
panies.

Of course, | am happy to see FinTech entrepreneurs
moving to areas unrelated directly to lending and
payments: risk scoring, regtech, and other areas of
global potential. Like business, FinTech is also sub-
ject to the accessibility of talent and to an extreme-
ly large extent, capital. An undercapitalized FinTech
space, like many other more traditional areas of the
Latvian economy, may be making this development
slower than required.

Banks, who are typically associated with robust risk
models and higher capital requirements based on
balance sheet sizes, could potentially play a more
active role in the future development of FinTech, but
are reduced to, at best, accelerator programs with
an extremely tight risk capital appetite towards the
FinTech space. This is a dilemma, as regulation on
banks is never-ending and ever-tightening.

Regulatory requirements for capital, Basel require- p>



ments, and IFRS9 accounting principles all carry the
same message: investing in risk ventures, be that
in FinTech or other sectors, is a hard call and the
bank’s balance sheet is not the right place. To me as
an active local player who communicates daily with
the FinTech community, this is painful. The regulator
does a lot to launch sandbox spaces and regula-
tion guidelines to those in the FinTech space who
reach regulatory levels etc, but their main area of
responsibility is still regulating banks. Those banks
that are busy attracting capital themselves or car-
ry capital above ratios without significant surpluses
are hardly investors in FinTech. However, those who
generate capital could play a more active role by
establishing (in some times reviving) their VC, and
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allocating capital there.

Banks can buy into FinTech services in the regtech
space in particular, but here banks are a bit slug-
gish, and again, due to regulation, changing a risk
model or elements of their core system is a huge
decision and requires a long process to pursue.

Capital availability from balance sheets that allow
for VC-type investments that often deviate and re-
form from their original plan from a combination of
existing talent and ideas that are in the FinTech and
near-FinTech space should work its magic. There is
a sufficient number of players whose capital posi-
tion would allow the funding of a small silicon valley
right here in our Latvia.
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What to Expect in 20232 "

FinTech companies rarely lack ambition, being amongst the fastest growing industry regionally. The same
global mindset is evident in discussing future trends and opportunities. Many of the surveyed companies ex-
pect to launch new products, export markets, partnerships or consider introducing new innovations. This is a
welcome trend and a positive signal of overall ecosystem growth. However, the factors of recent economic
challenges and the effect of sanctions in Europe will still be a significant element that can be a challenge for

the regional FinTech industry.

What are your most significant plans for the future?

DelfinGroup

We truly care about what we do. This year we will pro-
ceed with the process we started last year and con-
tinue actively investing in the development of innova-
tive FinTech, automation, and digitalization solutions.
This will both improve our existing services and allow
the company to offer new products to new groups of
customers. Our focus will be on establishing a plat-
form for the circulation of pre-owned goods that will
increase our presence in the Latvian retail market.

4Finance

One of the key areas for future development is
clearly the further automation of business pro-
cesses. We have been very actively working in this
direction and will continue to do so, increasingly
expanding the scope of automation responsibil-
ities. It is very important to ensure that the prod-
uct itself and additional services are available in
the way the customer expects, so we keep a close
eye on market trends and changes in consum-
er demand. We see potential in the development
of mobile applications to make non-bank financial
services easier to use. Market analysis also shows
that the non-bank insurance segment and the “Buy
now, pay later” product concept have potential.

Eleving Group

We have big things in mind, but it is too early to re-
veal the details and specifics. On a more general
note, our primary goal is to become the ultimate
mobility platform and offer our clients a full spec-
trum of mobility products. We see that this is the
way to become one of the biggest players in Europe.

IPF Digital

We will build on the success of Mobile Wallet and
launch it in new markets. It is really exciting to take
this project outside of Europe and introduce it to our
Mexican and Australian customers.
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WHAT TO EXPECT IN 2023?

Can you outline (a) the biggest and (b) the most exciting trends in FinTech?
What could be the effects beyond new and better services, in your opinion?

DelfinGroup

Voice-enabled payments are no fiction anymore.
Now they have become a reality. This technology lets
people use digital assistants like Amazon Alexa or Siri
to hear their balance and make payments or mon-
ey transfers. In addition, this technology allows using
payments in retail stores with no payment terminals.
FinTech startups can use this option to implement
projects on tight budgets.

Important to mention such trends in FinTech as Cy-
bersecurity and Quantum computing. Quantum
computing is a game-changer that could destroy
cryptography as we know it.

Financial institutions have started to gamify their
products and services, a trend for the new genera-
tion.

4Finance

A trend that is transforming the market positively is
Open banking or API. Fast access to bank customers’
financial information to verify the customer’s solven-
cy before providing insurance or a loan, or allowing
payment by installments, enables users to pay for
goods online in a few steps, pay for services in one
swipe, and receive a loan in seconds.

Along with the growing number of consumers who
embrace contactless payments, mobile banking,
micro-investing, online lending, travel hacking, and
other FinTech-powered financial activities, cyber se-
curity comes to the fore. As more users adopt Fin-
Tech, generating more cash flow through the asso-
ciated apps, bad actors launch increasingly clever
attacks, making FinTech cybersecurity more impor-
tant—and more difficult—than ever. This aspect is
also one of our top priorities to ensure the security of
the services we provide.

Another top FinTech trend is embedded finance,
which allows financial technologies to be integrated
into non-financial products. Increasingly, customers
are demanding access to products and services that
are embedded in one centralized location, pushing
companies to provide financial services products
through partnerships and white-label programs.
Health care, consumer products, and technology
companies can embed a loan, a checking account,
a line of credit, or a payment option into their busi-
ness model and platform.

Eleving Group

Open banking is a trend to follow since it opens many
opportunities to improve the customer’s experience
and give them access to personalized products. For
companies, it is an opportunity to use the data in an
intelligent and efficient way, thus developing inno-
vative products and services that create additional
value for customers.

As for the most exciting trend, we believe introduc-
ing FinTech concepts in developing markets such as
Latin America and Africa is a big thing. It will allow
companies to change people’s lives significantly
and positively.

IPF Digital

One of the biggest trends in the FinTech lending
cluster is the continuous growth of Buy now, Pay lat-
er short-term financing services. Payment solutions
providers, credit companies, and merchants are
seeking to make the most out of this trend, while reg-
ulators are focussing more on the BNPL sector too.

It will be exciting to see how blockchain technology
continues to evolve and become more mainstream.
Al solutions will definitely find more ways to improve
customer service and to better identify possible
fraud or money laundering activities.



WHAT TO EXPECT IN 2023°?

Future challenges and opportunities

Some of the most pressing future challenges mentioned by the survey respondents are related to business
expansion, both international and product portfolio. Securing enough funding is another issue to consider for
future growth and is closely related to expansion opportunities.

However, top future opportunities to seize according to surveyed FinTech enterprises lie in digital currencies,

open banking, and personal finance as the top answers given by the survey participants.

What were your key challenges during the past year (2021)?

I I I
Product/IT Development _—
Attracting qualified and suitable ‘ ‘
talent
Issues related to pandemic &
crisis restrictions

Managining teams remotely

International expansion

Regulatory compliance

Expansion of product portfolio

Securing enough funding

Customer adoption

Product market fit
Licencing process and
limitations during that
Reorganization or restructuring
of a Company
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What are your expected challenges in the next year (2022)?

International expansion —

Attracting qualified and suitable
talent | | |

Product/IT Development

Product market fit

Regulatory compliance

Securing enough funding

Expansion of product portfolio

Customer adoption

Building partnerships with |
established players

Reorganization or restructuring
of a Company

Managining teams remotely
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Biggest opportunities for Fintech in the next 1-2 years

Open banking 20.8% Wealth Management 8.3%

Instant Payments 8.3%

ing 42% | — —
-
L

Depends from the specific
idea 4.2%

Financial inclusion 4.2%

Personal finance 12.5% I

Wareables 4.2%

Digital Currencies 29.2%

In the past year, some of the key chal-
lenges mentioned by the respondents of
the survey carried out by FinTech Latvia
Association, relate to both developing
products / IT, as well as remote manage-
ment of teams and adoption to the con-
sequences caused by the Covid-19 pan-
demic.

Additionally for the current year’s survey
respondents mention concerns regarding
international expansion, as well as prod-
uct / IT development and issues around
appropriate talent acquisition as some of
the most important challenges to tackle.

However, top future opportunities to seize
in the next upcoming 1-2 years according
to surveyed FinTech enterprises lie in digi-
tal currencies, open banking, and person-
al finance.
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Terms and definitions

Providers of financial services and technology and support services (both considered
FinTech) include companies involved in:

Digital lending — P2P lending, balance sheet lending, including invoice trading,
leasing, consumer credit;

Digital capital raising — equity-based, reward-based, or donation-based
crowdfunding, unsecured debt or equity or real-estate crowdfunding, ICO platforms:

Digital banking - fully digital banks, providers of banking as a service (Baas);
Digital savings — digital savings solutions, savings-as-a-service;

Digital payments — mobile payments, money transfers, e-money issuers, points of
access, other payment-related services;

Digital asset exchange — trading and brokerage services including different
platforms, exchanges, Bitcoin Teller Machines etc,;

Digital custody - digital wallets, key management services;

WealthTech - robo-advisors, social trading, personal financial management,
financial comparison sites;

InsurTech — insurance-related products and services, including digital brokers or
agents, peer-to-peer insurance, insurance compadrison portals etc;

Credit and data analytics — credit scoring based on alternative data, solutions
based on analysis of biometric and social data;

RegTech - solutions for meeting regulatory requirements, including profiling and due
diligence, risk analytics, regulatory reporting, market monitoring etc.;

Digital identity — services related to biometric security, KYC, fraud prevention;
Enterprise technology provisioning — technological solutions for financial service
providers including back-office solutions, APl management, cloud computing, Al, Bl

tools, enterprise blockchain etc.

We exclude providers of digital accounting solutions as these are not specifically targeted
at providers of financial services.
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