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OTT-ONE

On October 7, the Company also announced two positive news, which are in line with the
previously published strategic directions. The announcement of the favorable news in itself
did not serve as a basis to review the target price, but the figures in the semi-annual report
justified the revision. Therefore, in our current commentary, in addition to evaluating the two
announcements, we have updated our target price. We decreased our 12-month target
price to HUF 275 from HUF 296 and maintained Buy recommendation for OTT-ONE shares.

Online education license sales

According to one announcement, the Company sold an online education license to its
foreign customer for EUR 1.05 million. This revenue will strengthen the Company's second-
half revenue, contributing to further growth. The news is clearly positive, but this news has
no effect on model numbers, the sale of this platform to companies is already included in
the model. In the initiation report of OTT-ONE, we wrote the following for the Company’s
education platform:

The OnlineLearningPlatform (OLP) is a streaming-based educational framework that
combines the features of digital training systems and various online communication
platforms. The system can also be used for general e-learning purposes, so it provides
distance learning in primary, secondary or higher education, and can also be used by
private schools and language schools. In addition, the system enables the digitization of
special coaching activities, and can also be used in the field of corporate training. The
system is also able to support telemedicine-type solutions, online doctor-patient or doctor-
doctor professional consultations, second-hand opinions, and even remote diagnosis in an
innovative way.

Non-refundable grant

According to the other announcement, the Company received a non-refundable grant of
HUF 310 million for a project with a total cost of HUF 689 million. The aim of the project is to
create an electronic device implantation plant (SMD) and to implement an innovative,
specialized production environment in which closed production processes are provided
with smart solutions that guarantee a high level of IT security for the entire process. The
project will be implemented at the Company's rural branch and is scheduled for completion
in 2021.

Ensuring closed production processes with smart solutions, and the design of access control
systems and security zones also includes the acquisition of new hardware and software (e.g.
biometric access confrol system, special camera system, image analysis software). As a
result of the project, in addition to the usual market needs in the sector, OTT-ONE will also
be able to serve special, high-level security needs. The primary goal is to reduce the

dependence on foreign subcontractors.
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The project fits into the Company’s strategy, but the expected revenue from this project
can only appear in the company'’s figures in 2022 at the earliest. One of the most important
business lines is security technology. In our model we expect dynamic growth in the security
business in the coming years. From 2022, this investment will be able to support the
continuous expansion of the security business. In our model, we will not change the growth
of the security business from 2022 onwards.

H1 2020

The Company published its first quarter numbers in early October. We wrote the following
details in our latest comment:

OTT-ONE Plc. achieved sales revenue of HUF 6,818 million in the first half of 2020 and closed
the period with EBITDA of HUF 123 million and pre-tax profit of HUF 727 thousand.
Management has recently reviewed the Company’'s past operations and future
opportunities and has decided to devalue certain self-developed assets as they do nof fit
into the Company’s current and future development directions. These assets accounted for
a total of HUF 167 million of write-downs. This write-down was covered by the first half-year
profit generated in the ordinary course of business. The operating result was HUF -117 million,
which is mainly due to the fact that the Company's management decided not to use
certain assets in the future, therefore it devalued these assets. Without these accounting
statements, the operating profit for the first half of 2020 would be HUF 50 million, which is HUF
37 million lower than in the same period of the previous year.

DCF model update

After the semi-annual report, we reviewed our DCF model and our target price. There has
been no change in the Company’s strategy, growth expectations since the publication of
our model. Thus, we do not change our growth expectations for the years after 2020.
However, we have reviewed the year 2020 in the light of the semi-annual figures. In the first
half, both operating and net profit lines became loss-making. It is important to highlight that
the loss was due to several one-off items (e.g. portfolio cleaning), cleaning the result, the
Company was able to post a profit.

The adjusted operating profit and net profit for the first half of the year did not reach the
profit of the same period a year ago. The 2020 earnings expectation in our model is unlikely
to be met even if the second half of the year will be outstanding. Therefore, we have
moderately reduced our revenue and operating profit expectations for 2020. Due to the
decrease in the results of 2020, the sales and profit expectations of the following years will
also decrease, but we will not change the growth rate, so only the lower base of 2020 will
reduce the 2021-2024 and terminal value figures. For easier comparison, our sales revenue
expectation for 2020 continued to be displayed without sales revenue from ventilators.

We decreased our 12-month target price to HUF 275 from HUF 296 and maintained Buy

recommendation for OTT-ONE shares.
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DCF Model (HUF thousand)

2020 2021 2022 2023 2024 TV
Sales 3793125 4 849 262 5862090 7126229 8321819 9389312
Sales growth 32,55% 27,84% 20,89% 21,56% 16,78% 12,83%
EBIT 212 769 661 093 833264 1048945 1252670 1434258
EBIT margin 561% 13,63% 14,21% 14,72% 15,05% 15,28%
Tax rate 11,0% 11,0% 11,0% 11,0% 11,0% 11,0%
Taxes on EBIT -23404,59 -72720,27 -91659,07 -115383,90 -137793,66 -157768,40
NOPLAT 189 364 588 373 741 605 933561 1114876 1276490
Free Cash flow to the Firm -185 067 230 672 387 750 573 628 748 945 904 640
WACC 9,10% 9,10% 9,10% 9,10% 9,10% 9.74%
Discount factor 0,92 0,84 0,77 0,71 0,65 0,59
Discounted free cash flow -169633 193801 298603 404906 484567 8688514
Enterprise value 9 900 757
Net debt 28 000
Equity value 9872757
Number of shares outstanding (mn) 35852
Cost of equity 9,26%
Fair value per share (EUR, HUF) 250
12M target price (EUR, HUF) 275

Source: OTI-ONE, MKB

Analyst:

Baldzs Racz

Tel: +36-1-268-7388

E-mail: racz.balazs@mkb.hu
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Change from the prior research

Our first research was published on 31 August 2020. Our price target was HUF 296. We decreased our 12-month
target price to HUF 275 from HUF 296 and maintained Buy recommendation for OTT-ONE shares.

https://bet.hu/pfile/fileepath=/site/Magyar/Dokumentumok/Tozsdetagoknak/Tozsdetagok-
elemzesei/MKB Bank Plc. - OTT-ONE_Plc. guarterly update - 2020.10.05..pdf1

https://bet.hu/pfile/file2path=/site/Magyar/Dokumentumok/Tozsdetagoknak/Tozsdetagok-
elemzesei/MKB Bank Nyrt. - OTT-ONE initiation report.pdf1

DISCLAIMER

1. This research/commentary was prepared by the assignment of Budapest Stock Exchange Ltd. (registered
seat: 1054 Budapest, Szabadsdg tér 7. Platina torony I. ép. IV. emelet; company registration number: 01-10-
044764, hereinafter: BSE) under the agreement which was concluded by and between BSE and MKB Bank Plc.
(registered seat: H-1056 Budapest Vdaci utca 38., company registration number: 01-10-040952, hereinafter:
Investment Service Provider or MKB Bank)

2. BSE shall not be liable for the content of this research/commentary, especially for the accuracy and
completeness of the information therein and for the forecasts and conclusions; the Service Provider shall be
solely liable for these. The Service Provider is entitled to all copyrights regarding this research/commentary
however BSE is enfitled to use and advertise/spread it but BSE shall not modify its content.

3. This research/commentary shall not be qudalified as investment advice specified in Point 9 Section 4 (2) of Act
No. CXXXVIIl of 2007 on Investment Firms and Commodity Dealers and on the Regulations Governing their
Activities. Furthermore, this document shall not be qualified as an offer or call to tenders for the purchase, sale
or hold of the financial insfrument(s) concerned by the research/commentary.

4. All information used in the publication of this material has been compiled from publicly available sources that
are believed to be reliable; however MKB Bank does not guarantee the accuracy or completeness of this
material. Opinions contained in this report represent those of the research department of MKB Bank at the time
of publication and are subject fo change without nofice.

5. Past performance is not necessarily a guide to future performance. Forward-looking information or statements
in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts
not yet determinable, and therefore involve known and unknown risks, uncertainties and other factors which
may cause the actual results, performance or achievements of their subject matter to be materially different
from current expectations. Investors are advised to assess the nature and risks of the financial instruments and
investment services. A well-founded investment decision can be made only in possession of all the relevant
information, therefore investors are hereby explicitly advised to read carefully the information material,
contractual provisions, conditions list and general business terms in order to be able to decide if the investment
is in line with their risk bearing capacity. MKB Bank also recommends collecting information about the tax
consequences and other relevant laws concerning investment services in the financial instruments mentioned
in this document.

6. This document is provided for information purposes only, therefore the information provided in or derived from
it is not intended to be, and should not be construed in any manner whatsoever as personalised advice or as a
solicitation to effect, or attempt to effect, any transaction in a financial instrument (e.g. recommendation to
buy, sell, hold) or as a solicitation to enter into an agreement or to any other commitment with regards to the
financial instrument discussed. Any such offer would be made only after a prospective participant had
completed its independent investigation of the securities, insfruments, or transactions and received all
information it required to make its investment decision. MKB Bank excludes any liability for any investment
decision based on this document.

7. MKB Bank is entitled to provide market making, investment services or ancillary services regarding the financial
instruments discussed in this document.


https://bet.hu/pfile/file?path=/site/Magyar/Dokumentumok/Tozsdetagoknak/Tozsdetagok-elemzesei/MKB_Bank_Plc._-_OTT-ONE_Plc._quarterly_update_-_2020.10.05..pdf1
https://bet.hu/pfile/file?path=/site/Magyar/Dokumentumok/Tozsdetagoknak/Tozsdetagok-elemzesei/MKB_Bank_Plc._-_OTT-ONE_Plc._quarterly_update_-_2020.10.05..pdf1
https://bet.hu/pfile/file?path=/site/Magyar/Dokumentumok/Tozsdetagoknak/Tozsdetagok-elemzesei/MKB_Bank_Nyrt._-_OTT-ONE_initiation_report.pdf1
https://bet.hu/pfile/file?path=/site/Magyar/Dokumentumok/Tozsdetagoknak/Tozsdetagok-elemzesei/MKB_Bank_Nyrt._-_OTT-ONE_initiation_report.pdf1
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8. Content of this material enjoys copyright protection according to Act LXXVI. of 1999 on copyright, and may
therefore be copied, published, distributed or used in any other form only with prior written consent of MKB Bank.
All rights reserved. Unauthorized use is prohibited.

Methodology used for equity valuation and recommendation of covered companies

The discounted cash flow valuation is a method of valuing a company (or project, assets, business, efc.) with
the fime value of the money. The model forecasts the company’s free cash flow (free cash flow to firm) and
discounts it with the average cost of capital (WACC). The cash flow is simply the cash that is generated by a
business and which can be distributed to investors. The free cash flow represents economic value, while
accounting metric like net earning doesn’t. The WACC represents the required rate of return by the investors. If
a business is risky the required rate of return, the WACC will be higher.

Discounted cash flow model (DCF): We analyze the companies using five year forecast period and set a terminal
value based on the entity’s long term growth or on different exit mulfiples like EV/EBITDA or EV/EBIT. In certain
cases the forecast period may differ from five years. In this case the analysts must define the reason for
difference. The cash flows are discounted by the company’s WACC unless otherwise specified.

In the first step we have to forecast the company’s cash flow. The free cash flow to firm (FCFF) is based on the
earnings before interest and taxes (EBIT), the tax rate, depreciation and amortization (D&A), net change in
working capital (which is based on the current assets and current liabilities) and the capital expenditures
(CAPEX). The model requires a ferminal value which can be based on the long term growth or on an exit multiple
like EV/EBITDA, or EV/EBIT. Forecasting the terminal value is a crucial point because in most cases it makes up
more than 50% of the net present value.

The discount rate (WACC): The average cost of capital of the company is dependent on the industry, the risk
free rate, tax, the cost of debt and the equity risk premium. The cost of equity is calculated by the CAPM model,
where the independent variables are the risk free rate, the industry specific levered beta, and the equity risk
premium. The WACC is dependent on the capital structure, so the forecast of the equity/debt mix is crucial.

At the end we get the enterprise value (EV). The EV is the market capitalization plus the total debt and preferred
equity and minority interest, minus the company’s cash. In the last step we have to reduce the EV with the net
debt. This figures divided by the shares outstanding we arrive at the target share price.

The discounted cash flow model includes sensitivity analysis which takes the effects of the change in the WACC,
the long term growth or the used exit multiples on which the terminal value is based.

Our target price is based on a 12 month basis, ex-dividend unless stated otherwise.

Peer group valuation: For comparison we use peer group valuation. The analysis based on important indicators
and multiples like P/E, EV/EBITDA, EV/EBIT, market capitalization, P/S, EBITDA margin, net debt to EBITDA, EBITDA
growth, dividend yield and ROIC. If the industry justifies we may use other multiples. The peer group is compiled
according to the companies’ main business, with respect to the region (DM or EM market).

Recommendations

¢ Overweight: A rating of overweight means the stock's return is expected to be above the average
return of the overall industry, or the index benchmark over the next 12 months.

o Underweight: A rating of underweight means the stock's return is expected to be below the average
return of the overall industry, or the index benchmark over the next 12 months.

e Equal-weight: A rating of equal-weight means the stock's return is expected to be in line with the
average return of the overall industry, or the index benchmark over the next 12 months.

e Buy: totalreturn is expected to exceed 10% in the next 12 months.
e Neutral: Total return is expected to be in the range of -10 - +10% In the next 12 months.

e Sell: Total return is expected to be below -10% in the next 12 months.
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e Under revision: If new information comes to light, which is expected to change the valuation
significantly.



