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Recommendation: Buy
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Hun. Core HUF million 2018 Q2 2017 Q2 Ch (%)
Revenues 2,071 1,268 63% 4200
EBITDA 646 284 127% 4,000
EBIT 623 253 146%
Profit 526 266 98% 3,800
EPS 148 81 98% 3,600
Cummulated EPS 323 162
P/E *annualized 6X 12X 8400
No. of transactions (ths) 77,456 74,666 +4% 3.200
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In short: The most important point is that management flagged that end-year
profit guidance may not be reached, due to 3 months delay in completion of
the Forest Hill project (estimated profit effect ca. HUF 1.1 billion vs. original
guidance of HUF 2.8 billion). Although technical completion will be delivered
by year - end, in accounting terms, it might be booked only in 2019 Q1.
Therefore, guided profit could fall by 38% to HUF 1.7 billion, from HUF 2.8
billion. According to management, the profit content is intact for Forest Hill.
Also they indicated that the accounting difficulties will not alter original DPS
proposal (calculated by the initial guidance), so if no major inorganic growth
opportunity arises, HUF DPS 380 is still on the table. Apart from the delay in
Forest Hill, Hungarian core operation is solid, while Polish unit disappoints.

Financials: Profit came at HUF 526 million (+96% y-0-y), boosted significantly
by profit from development project Reviczky (EBIT: 336 million), the gain on
sale of the Project Zsinor utca (EBIT: +52 million) and revaluation gains. EBIT
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margin jumped due to the above mentioned to 30% from 20% y-o-y.
Management affirmed its year — end guidance for the rest of the business
lines. Cumulated EPS reached HUF 323 vs. original guidance excluding
Forest hill Project HUF 500 (810 — 310 Forest Hill).

Development: We believe the market will focus on the financial results of this
segment, as the underlying operation seems solid.

e Duna House has completed project Reviczky and has already sold ca.
92% of the flats from this project and has received HUF 694 million
out of the total guided profit of HUF 680 million so far. Thus a 10%
overachievement is expected on this project which is undoubtedly
positive.

e As for the remaining projects, Forest Hill (59% flats sold) was
expected to be completed by year end but due to labour constraints,
completion will be delayed by three months. Although the negative
news from the delay, management confirmed the profit content of
HUF 1.06 billion. We would like highlight that this is only the first phase
of the project with 148 flats (out of 196), and management expect to
complete and book roughly 80% of this phase in this year (1.06 billion).
In our model, we calculated only with the completion of this phase,
leaving further upside if management would initiate the second phase
(48 flats, currently W/O building permit).

e Last but not least, Project MyCity Residence, the construction has
already started, ca. 40% of the flats has already been purchased and
the planned completion should be in 2019 end of October.

Core operation: This time Franchise segment performed significantly better
and was able to offset the decline in financial intermediary and own office
segment’s EBIT.

e Financial intermediary: Although the strong KPI’s and the record
volume of intermediated loan, EBIT declined by 10%, and so as
the margin by 700 bps. Due to strong non- recurring effect in
2017 Q2 and lower than expected commission on LTP’s.

e Franchise: This time, franchise segment performed well, and
was able to increase its EBIT by 60% to HUF 69 million. At the
same time its EBIT margin improved by 500 bps to 18% on the
back of elevated transaction numbers.

e Own Offices: The segment’s EBIT fall slightly by 2% to HUF 26
million due to provisioning in Poland.

Metrohouse: Overall, we are a bit disappointed about the financial
performance of Metro House as it turned again to red on EBIT level (-HUF 9

Member of the Budapest Stock Exchange, the Deutsche Borse, the Warsaw Stock Exchange and the Bucharest Stock Exchange



| CONCORDE 5

million). According to management, receivable write-offs deteriorated the
financial performance of this segment.

Revenue / office for segments and for countries and the office breakdown
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Note: Red arrow shows the upside potential for the Metrohouse’s franchise arm. It implies that

Metrohouse stil I_ franchise revenue / office has the potential to quadruple if they would have similar contracts as the
lags the Hungarian own offices have in Poland.

operation in . : o
firr)1ancial Three conclusion can be drawn from the graphs above. One is the striking
performance difference between the revenue generation of the two operations — Hungarian

revenue for a franchise office averages at ca. 9 million while the Metrohoues’s
stands at half of that level ca 4 million. We expect Metrhouse’s revenue
generation to improve on the back of contract renewals. Although, the Polish
KPI seems to improve from 2017 Q3, as inefficient franchise partners drop
out, there is a lot more down the road to catch up the Hungarian peer.

Secondly, there is a huge difference in efficiency between own office and
franchise office in Poland - revenue for one own office stands at HUF 15
million while HUF 4 million for franchise. Red arrow in the left graph above,
shows the upside potential for the Metrohouse’s franchise arm.

Last but not least, the third is related to the development number of franchise
partners in the two countries. While in Hungary more and more partners join
the franchise, in Poland there is a slow reduction in a numbers of partners, as
the know-how implementation is going forward. All in all, we are still waiting
for the breakthrough in this segment.

Summer transaction numbers are close to all-time record in Hungary. The
development of transaction numbers are in line with our assumptions. We have
expected 6-7% higher figures, for 2018 reaching 160,000 after 149,000 in 2017.
So far, it reached ca. 92,000 according to Duna House estimates. In our view
transaction numbers will only go higher as large new residential development
get completed, and families will sell their original flat / houses.
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Monthly transaction humber according to DH’s estimation
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Other news: In the middle of August, MNB announced a new set of regulation
for mortgage loan lending. The new directive aims to steer borrowers to fix
interest rate loans by limiting their monthly instalment to income ratio if they
want to either choose a variable interest rate structure or short fixed interest rate
( <1 year; > 3 year). At the same time MNB allows higher monthly instalment to
income ratio up to 60% with 10 year or longer interest rate period.

In our view, this may have slightly negative to borrowers who prefer variable
interest rate (typically below 3% for 1 year interest rate period), as they have to
face 30% monthly instalment to income ratio vs. 50% prior to the new policy.
Nevertheless, the initiative should definitely steer the lending towards a more
healthy structure, limiting the borrower’s exposure to interest rate risk in the long
term.

Opinion: There might be temporary negative market reaction, due to the
misinterpretation of not reaching the targeted profit. We would like to stress that
this is only due to accounting issues, and management affirmed that the high
DPS 380 - calculated with the original EPS of 870 - is still on the table, if there
is no further delay in completions. Also, if they do not see any potential inorganic
growth opportunities, prior to the AGM, even higher DPS could not be excluded.

In this point, it is worthwhile to highlight that management intends to reach EUR
100 million size (currently EUR 45m) to gain international investors attention - as
they often have investment policy that restricts to invest in companies with “low
market capitalization” - and at the same time feed yield hungry investors with
dividend. In the best case scenario, DH could easily become the highest
dividend payer (9-10%) stock on the Budapest Stock Exchange for the next
year, if they distribute their profit according to their original plans.
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In worst case scenario, excluding the Forest Hill project from EPS, we arrive to
EPS 500 and DPS 235 (+33% y-o0-y increase in DPS; DY: 6%).

Quarterly P&L
Q 2018 Q2 2017 Ch (%)
Rewvenue 2,071 1,268 63%
Operating revenue 1,927 1,231 57%
Other income 144 37 288%
OPEX 1,448 1,015 43%
Cost of materials 15 15 1%
Cost of sold goods and services 386 226 71%
Used services 996 890 12%
Personnel expenses 157 129 22%
Depreciation and amortization 23 31 -25%
Other operating expenses -130 -276 -53%
EBITDA 646 284 127%
EBIT 623 253 146%
Financial income 21 19 9%
Financial expense 15 17 -14%
Revaluation -7 108 -107%
EBT 622 363 71%
Income taxexpense 89 75 19%
Other -8 -25
Non-controlling interests 2 3 -33%
Net income 526 266 98%
Transaction Number 40,245 39143 3%
EPS 148 81 83%
EBIT margin 30% 20%

Source: company reports
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Concorde Securities Ltd. does and seeks to do business with companies covered in its research reports.
As a result, investors should be aware that the firm may have a conflict of interests that could affect the
objectivity of this report. Investors should consider this report as only a single factor in making their
investment decision. For analysts certification and other important disclosures, please refer to the
“Disclaimer” section at the end of this report.

DISCLAIMER 1.

This research report has been prepared by Concorde Securities Ltd., a full-service Hungarian investment banking, investment
management and brokerage firm. Concorde Securities Ltd. is under the supervision of the National Bank of Hungary in its
capacity as financial supervisory authority.

Concorde Securities Ltd. is registered in Hungary and does not have any subsidiaries, branches or offices outside of Hungary.
Therefore we are not allowed to provide direct investment banking services to US investors and restrictions may apply to our
potential investment banking services according to your country’s jurisdiction. For important disclosures to U.S. investors, please
refer of the “Notice to U.S. Investors” section at the end of this Disclaimer.

Our salespeople, traders and other professionals may provide oral or written market commentary or trading strategies to our
clients that reflect opinions that are their own and may be contrary to the opinions expressed in our research products, and our
proprietary trading and investing businesses may make investment decisions that are inconsistent with the recommendations
expressed by our analysts or traders.

Our research, sales and trading professionals are paid based on the profitability of the respective divisions of Concorde Securities
Ltd., which from time-to-time may include revenues from the firm’s capital market activity. Concorde Securities Ltd. does not
prohibit analysts, salespeople and traders from maintaining a financial interest in the securities or futures of any companies that
they cover or trade on their clients’ behalf in strict compliance with the Hungarian Capital Markets Act.

ANALYSTS CERTIFICATION

The research analysts undersigned and responsible for the preparation of this report hereby certify that (i) the views expressed
in this research report accurately reflect their personal views about any and all of the securities or issuers referred to in this
research report; (i) no part of the analysts’ compensation was, is or will be directly or indirectly related to the specific
recommendation or views expressed in this report and (iii) no part of their compensation is tied to any specific investment
transactions performed by Concorde Securities Ltd.

Name and job title of individuals involved in the production of this report are disclosed at the end of this report.

Concorde Securities Ltd. is a leading manager and underwriter of Hungarian equity offerings. We have investment banking and
other business relations with a substantial percentage of the companies traded on the Budapest Stock Exchange and covered
by our research department. Concorde Securities Ltd, its directors and employees may have a position in these securities, which
may change at any time.

Concorde Securities Ltd. acted as Lead Manager of the private and public share placement of the shares of FHB in 2003,
Masterplast in 2012 and Duna House in 2016. Concorde Securities Ltd. acted as the Co-lead Manager of Gedeon Richter’s
exchangeable bond issue in September 2004. Concorde Securities Ltd. has provided financial advice to Magyar Telekom.
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EXPLANATION OF RATINGS AND METHODOLOGY

Rating Trigger
Buy Total return is expected to exceed 20% in the next 12 months
Accumulate Total return is expected to be in the range of 10-20%
Neutral Total return is expected to be in the range of 10%-(-10%)
Reduce Total return is expected to be in the range of -10-(-20%)
Sell Total return is expected to be lower than -20%

The stock is put Under Revision if covering analyst considers new information

Under Revision may change the valuation materially and if this may take more time.

Coverage in transition rating is assigned to a stock if there is a change in

Coverage in transition
analyst.

Securities prices:
Prices are taken as of the previous day’s close on the home market unless otherwise stated.
Valuations and risks:

Analysis of specific risks to set stock target prices highlighted in our investment case(s) are outlined throughout the
report. For details of methodologies used to determine our price targets and risks related to the achievement of the
targets referred to in the main body of the report or at Rating Methodology on our website. (https://www.con.hu/wp-
content/uploads/2016/04/Methodology_concorde_research.pdf?tstamp=201710021038)

Research disclosures:

Concorde Securities Ltd. may have published other investment recommendations in respect of the same
securities/instruments recommended in this report during the preceding 12 months. Disclosure of previous
investment recommendations produced by Concorde Securities Ltd. in the previous 12 months can be found at
Rating history. (https://www.con.hu/wp-content/uploads/2016/04/Rating-history.pdf?tstamp=201710021038)

GENERAL

This report is provided for information purposes only and does not represent an offer for sale, or the solicitation of any
offer to buy or sell any securities.

The information, and any opinions, estimates and forecast have been obtained from sources believed by us to be
reliable, but no representation or warranty, express or implied is made by us as to their accuracy or completeness.
The information, opinions, estimates and forecasts may well be affected by subsequent changes in market conditions.
This document may not be reproduced in whole or in part, or published for any purpose.

REPRODUCTION OR REBROADCAST OF ANY PORTION OF THIS RESEARCH REPORT IS STRICTLY PROHIBITED
WITHOUT THE WRITTEN PERMISSION OF CONCORDE SECURITIES LTD.

NOTICE TO US INVESTORS

This report was prepared, approved, published and distributed Concorde Securities Ltd. located outside of the United
States (a “non-US Group Company”). This report is distributed in the U.S. by LXM LLP USA, a U.S. registered broker
dealer, on behalf of Concorde Securities Ltd. only to major U.S. institutional investors (as defined in Rule 15a-6 under
the U.S. Securities Exchange Act of 1934 (the “Exchange Act”)) pursuant to the exemption in Rule 15a-6 and any
transaction effected by a U.S. customer in the securities described in this report must be effected through LXM LLP
USA.

Neither the report nor any analyst who prepared or approved the report is subject to U.S. legal requirements or the
Financial Industry Regulatory Authority, Inc. (“FINRA”) or other regulatory requirements pertaining to research reports
or research analysts. No non-US Group Company is registered as a broker-dealer under the Exchange Act or is a
member of the Financial Industry Regulatory Authority, Inc. or any other U.S. self-regulatory organization.
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Analyst Certification. Each of the analysts identified in this report certifies, with respect to the companies or securities
that the individual analyses, that (1) the views expressed in this report reflect his or her personal views about all of the
subject companies and securities and (2) no part of his or her compensation was, is or will be directly or indirectly
dependent on the specific recommendations or views expressed in this report. Please bear in mind that (i) Concorde
Securities Ltd. is the employer of the research analyst(s) responsible for the content of this report and (ii) research
analysts preparing this report are resident outside the United States and are not associated persons of any US
regulated broker-dealer and that therefore the analyst(s) is/are not subject to supervision by a US broker-dealer, and
are not required to satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with US
rules or regulations regarding, among other things, communications with a subject company, public appearances and
trading securities held by a research analyst account.

Important US Regulatory Disclosures on Subject Companies. This material was produced by Concorde Securities Ltd.

solely for information purposes and for the use of the recipient. It is not to be reproduced under any circumstances
and is not to be copied or made available to any person other than the recipient. It is distributed in the United States
of America by LXM LLP USA and elsewhere in the world by Concorde Securities Ltd. or an authorized affiliate
Concorde Securities Ltd. This document does not constitute an offer of, or an invitation by or on behalf of Concorde
Securities Ltd. or its affiliates or any other company to any person, to buy or sell any security. The information contained
herein has been obtained from published information and other sources, which Concorde Securities Ltd. or its Affiliates
consider to be reliable. None of Concorde Securities Ltd. accepts any liability or responsibility whatsoever for the
accuracy or completeness of any such information. All estimates, expressions of opinion and other subjective
judgments contained herein are made as of the date of this document. Emerging securities markets may be subject to
risks significantly higher than more established markets. In particular, the political and economic environment,
company practices and market prices and volumes may be subject to significant variations. The ability to assess such
risks may also be limited due to significantly lower information quantity and quality. By accepting this document, you
agree to be bound by all the foregoing provisions.

LXM LLP USA assumes responsibility for the research reports content in regards to research distributed in the
U.S. LXM LLP USA or its affiliates has not managed or co-managed a public offering of securities for the subject
company in the past 12 months, has not received compensation for investment banking services from the subject
company in the past 12 months, does not expect to receive and does not intend to seek compensation for investment
banking services from the subject company in the next 3 months. LXM LLP USA has never owned any class of equity
securities of the subject company. There are not any other actual, material conflicts of interest of LXM LLP USA at the
time of the publication of this research report. As of the publication of this report LXM LLP USA, does not make a
market in the subject securities.

DISCLAIMER 2.

This research/commentary was prepared by the assignment of Budapest Stock Exchange Ltd. (registered seat: 1054
Budapest, Szabadsag 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 Concorde Securities Ltd. (registered seat:
H-1123 Budapest Alkotas utca 50., company registration number: 01-10-043521, hereinafter: Investment Service
Provider)

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 entitled to use and
advertise/spread it but BSE shall not modify its content.

This research/commentary shall not be qualified as investment advice specified in Point 9 Section 4 (2) of Act No.
CXXXVIII 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 instrument(s) concerned by the research/commentary.




