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MASTERPLAST - DCF MODEL UPDATE

Masterplast held its investor conference on January 18th, where has presented its earnings
expectations and medium-term business strategy. The Company has had a year with
outstanding success, and it is expecting a similarly favourable outlook. According to the
medium-term strategy, turnover might exceed EUR 300 million in 2024 and the profit after
tax could rise to more than EUR 26 million by more than 70 percent. Masterplast has revised
its previous forecasts upwards, so we revised our DCF model and our target price for the
Company and raised our one - year target price to HUF 6394.

The company also published preliminary numbers for 2021 in the investor conference.
Turnoverincreased to EUR 190.3 million after a 55 percentraise, while profitability expanded
even more. EBITDA doubled and exceeded EUR 22 million, while the profit after tax was
almost 2.5 times the base year's performance EUR 15.4 million. According to the company,
the growth of the European construction and insulation industry and the company's market
share stand behind the unprecedentedly successful year.

The company's management has published a new medium-term profit forecast, in which
Masterplast aims to reach a new level. In 2024, the company’s salesrevenue might reach
EUR 305 million, while itsEBITDA margin couldreach 13.4 percent and exceed EUR 40 million.
The profit after tax could increase by 72 percent compared to the record profit expected
in 2021, reaching EUR 26.5 million. As a result, earnings per share could rise over 1.8 eurosin
2024. The company intends to implement new investments by using its expanding results,
while maintaining a steadily growing level of dividends.

By the end of the decade, Masterplast aims to become a maijor regional playerin the
building materials industry as a major European producer of thermal insulation materials,
while fulfilling the strategic role of the supply of healthcare textiles in Hungary as a
dynamically developing healthcare industry manufacturer expanding into the European
market as well. Relying on its strengthened market position and extensive manufacturing
background, Masterplast can achieve significant organic growth in its core business while
the development of a more profitable healthcare business continues.

Construction

The reason for the dynamic growth since 2020 is that the company has made several
investments that have contributed to the expansion of sales and earnings. The following
investments were made by Masterplast:

* Raw material production for the healthcare industry — HUF 9.5 billion
* Production line for finished healthcare products — HUF 2.6 billion

* Development of fiberglass mesh production — HUF 2.7 billion

* Site and logistics developments — ~ HUF 0.6 billion

Besides the implemented developments, furtherinvestments are in progress. The prewously
announced development of XPS insulation material productionin Suboticais pro
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accordingto plan, and the plant established with the investment of EUR 14 million will start
productionin 2023.

Sales of construction productsincreased significantlyin 2021 compared to the 2020 base,
according to preliminary management figures. Salesin the Thermal insulation system group
increased from EUR 54.1 million to EUR 76.6 million in 2021 (an increase of 42%), and in the
Roofing foils and accessories product group from EUR 20.2 million to EUR 29.5 million (an
increase of 46%). ) and increased from EUR 12.4 million to EUR 17.8 million in the Dry
construction system product group (an increase of 44%).

Demand for construction products has risen dynamically in recent years. In the case of
Masterplast's strategic products (elements of drywall systems, thermal insulation systems,
roofing films), there was also a clearexpansionin the company'smain market, the domestic
market and most regional or Western European markets where Masterplast is present. The
increase was due to two factors: on the one hand, there was an increase in sales volumes
for insulation systems, drywall systems and roofing films, and on the other hand, prices also
increased steadily. The construction segment of Masterplast was able to expand very
dynamicallyin2021.Theincreasein the sales volume of each product group is theresult not
only of the increase in prices, but also of the growing demand for the products and the
confinuousimprovements seen at the company.

In addition to rising sales prices, the cost of raw materials also increased steadily, but this
factor did not significantly worsen the company's profit margins. In order to curb therise in
raw material prices, Masterplast can explore new sources of raw material supply and
increase itsinventories when the price of raw materials shows a decrease.

The growth in the company'ssales may be supported by other factors in addition to the
expected increase in demand and further expected increasesin prices. Production of the
previously announced XPS is expected to begin in early 2023, but other upgrades are also
planned that have so far only been disclosed, such as capacity expansion, greenfield
investment and acquisitions. Knowing the innovative approach of the management and
the ideas expressed at the investor conference, these can be expected to materialize.

The forecast for the growth of insulation materials can be read in this analysis. According fo
the analysis, by 2026, insulation materials could expand by an average of 5 percent per
year.

Tightening energy requirements and government incentives for home creation and home
renovation are expected to bring further significant growth in the demand for thermal
insulation materials and renovation-related building materials. Roughly 40 percent of the
company's sales come from Hungary.

Energy standards are constantly tfightening in Hungary and in other EU member states, and
as aresult, a new home can only be built with near-zero energy consumption. This can be
achieved by applying thick insulation to the building, which also creates a market for

Masterplast products.


https://www.industryarc.com/Report/11675/building-insulation-materials-market.html
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Modular technology

In response to both the challenges of the constructionindustry and the consumerdemands,
as a manufacturer Masterplast is entering modular architecture, the most promising and
probably the fastest growing construction segment of the decade. Modular technology
offers a more efficient solution than the traditional construction method in several respects.
Production can take place under controlled operating conditions during the 12 months of
the year, even in continuous shifts. Many building types can be manufactured from
standard building modules, which can be widely used. With the help of the technology,
houses, summer houses, offices, dressingrooms, workers' hostels, medical practices, gymsor
even catering units can be built very quickly with low demand for live labour on site. The
company's supplier relationship system, its own manufacturing background, manufacturing
expertise and capitalisation provide a significant competitive advantage. The first plant will
be established in the area of Székesfehérvdr, and production is scheduled to start by the
end of 2022. The goal is to produce 500 building modules in the first year which can result in
sales of 10 million eurosin 2023. We have also builtin the effects of this businesssegment into
our DCF model.

Healthcare

Accordingtomanagement, by 2030, profits from healthcare couldreach the onesfromthe
construction segment. The growth of the healthcare business for the coming yearsis based
on the figures indicated by the management. Revenue from the healthcare business is
currently recognized by the company in the industrial applications segment. In 2020, the
company generated sales of EUR 17.1 million in industrial applications. In 2021 (based on
preliminary figures from the company), the number of industrial applications, including
revenuesfrom the healthcare business, increasedto 43.7 million, anincrease of 155 p ercent.
Management has made a forecast for sales until 2024, where the share of the healthcare
businesswillincrease yearby year. Therefore, in our DCF model, we expect dynamic growth
from the healthcare business by 2026. According to an analysis by Grandviewresearch, the
health textiles market could grow by an average of 4.9% per year (CAGR) by 2025.)
However, at Masterplast, the healthcare business was formed last year, and due tfo
significant investments, stronger growth is expected by 2025.

A leader has also appeared in the management of Masterplast, Dr. Csaba Szokodi, who
hasseriousreferencesin the healthcareindustry. Dr. Csaba Szokodiisresponsible for leading
the health industry division.Led by Dr. Csaba Szokodi, the dynamic growth of the healthcare
industry may expand in the coming years. The healthcare business has undergone very
significant development since itslaunchin 2020, and the company plans to innovate more
in the coming years. The following strategic points were presented at the investor
conference:

* Increasing the output of hygienic raw materials

* Creation, production andsales of finished product portfolio
* Masterplast Medical brand

* Supplier partnership


https://www.grandviewresearch.com/press-release/global-medical-textiles-market
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* Collection andrecycling of healthcare products

Masterplast’s ambition is to grow in the disposable products market as traditional textiles
will be replaced by disposable textiles. Most of these are now made in Asia, butdue to
logistical problems, narrowing of supply chains, everyone islooking for shortened supply
chainsthat can serve the industry.

Risk

The market environment is favourable, but there are risks, which should be mentioned.
Masterplast has been facing rising raw material prices and steadily rising energy prices
recently, and these trends may continue for the time being. Narrowing of supply chains has
also been a characteristic process since the outbreak of the coronavirus. The company has
managed these difficulties well so far and in our opinion these factors will not adversely
affect the company’s results in the future. Additional risks include rising wages, rising
inflation, which means a steady increase in costs for the Company. The end of the Bond
Funding for Growth Scheme, a rising inferest rate environment, means increasingly
expensive financing for companies. Due to previous bondissues, Masterplast has significant
financial resources to implement itsinvestment and acquisition plans.

DCF MODEL

We increased our 12-month target price to HUF 6394, and we amend the
recommendation to buy for Masterplast shares.

We used the following parameters and methodology during our DCF calculations:

» Compared to our most recent model update, we expected increasing sales
revenue and improving profit margins for the period 2022-2026. The following
factors will also help the company's growth in the coming years:

o Strong growth in the insulation sector

o Scalingup the production of medical raw materials and finished products
o Expanding manufacturing capacity of fiberglass mesh

o Launch of XPS production

o Launch of modular business

o Capacity expansion, greenfield innovation, acquisition

* In addition to the above, the company is planning furtherinvestments andis
looking for acquisition targets, but no furtherinformation has been published yet.

* Thediscountrate we used to get the present value of future cash flowsis 9.71%,
* We expected a 1% increase in terminal value

*  We presumed that capitalstructure will remain stable in the future.
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DCF Model (EURmn)

2022 2023 2024 2025 2026
Sales 211 062 256 889 289 488 313246 339 499
Sales growth 12,25% 21,71%  12,69% 821% 8,38%
EBIT 20 658 26 007 30106 34132 38228
EBIT margin 9,79% 10,12%  10,40% 10,90%  11,26%
Tax rate 14,0% 14,0% 14,0% 14,0% 14,0%
Taxes on EBIT -2892 -3641 -4215 -4778 -5352
NOPLAT 17 766 22 366 25 891 29 353 32876
Free Cash flow to the Firm 11 209 21587 25711 29 501 33 398
WACC 9.71% 9.71% 9.71% 9.71% 9.71%
Terminal value growth 1,0%
Terminal value 387 194
Discount factor 0,91 0.83 0.76 0,69 0,63
Discounted free cash flow 10 217 17 934 19 470 20 362 264 603
Enterprise value 332 585
Net debt 67 349
Equity value 265 236
Number of shares outstanding (mn) 14 601
Cost of equity 14,35%
Fair value per share (EUR, HUF) 15,71 5530
12M target price (EUR, HUF) 18,17 6 394

Source: Masterplast, MKB

Analyst:

BaldzsRAcz

Tel: +36-1-268-7388

E-mail: racz.balazs@mkb .hu
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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 Vaci 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 enfitled to all copyrights regarding this research/commentary
however BSE is entitled to use and advertise/spread it but BSE shall not modify its content.

3. This research/commentary shall not be qualified asinvestment advice specified in Point ? Section 4 (2) of Act
No. CXXXVIII of 2007 on Investment Firms and Commodity Dealers and on the Regulations Govemning 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.

4. Allinformation 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 deparfment of MKB Bank at the fime
of publication and are subject to change without notice.

5. Past performance is not necessarily a guide to future performance. Forward-looking information or statements
in thisreport contain information thatis 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 actualresults, 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 conceming investment services in the financial insfruments 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 whatsoeveras personalised advice or asa
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, instruments, or fransactions 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.

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.
Allrights reserved. Unauthorized use is prohibited.

Change from the prior research

Our first research was published on 15. December 2017. In that Initial Coverage our price target was HUF 823.
The changes in fundamental factors and the operation in the Company required regular updates of our model
and the target price. Based on the recent changes, we have revised our target price, the new target price is
HUF 6394, which is 24 % higher than the previous target price of HUF 5167 (2021.september 9th).
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Prior researches

MKB Bank wrote aninitiation report on 15 December 2017. The research is available on the web page of the
BSE (Budapest Stock Exchange):

hitps://www.bet.hu/pfile/file2path=/site/Magyar/Dokumentumok/Tozsdetagoknak/Tozsdetagok -
elemzesei/MKB-Bank-Masterplast-initation-report-20171215.pdf

The flash notes are available on the web page of the BSE (Budapest Stock Exchange):

https://www.bet.hu/pfile/file2path=/site/Magyar/Dokumentumok/Tozsdetagoknak/Tozsdetagok -
elemzesei/MKB Bank 7rt. - Masterplast elemzoi kommentar - 2018.01.10..pdf1

https://www.bet.hu/pfile/fileepath=/site/Magyar/Dokumentumok/Tozsdetagoknak/Tozsdetagok -
elemzesei/MKB Bank Zrt. - Masterplast elemzoi kommentar - 2018.01.17..pdfl

https://www.bet.hu/pfile/file2path=/site/Magyar/Dokumentumok/Tozsdetagoknak/Tozsdetagok -
elemzesei/MKB Bank 7rt. - Masterplast _elemzoi_ kommentar - 2018.02.28..pdf1

https://bet.hu/pfile/file2path=/site/Magyar/Dokumentumok/Tozsdetagoknak/Tozsdetagok -
elemzesei/MKB Bank Zrt. - Masterplast Nyrt. negyedeves elemzes - 2018.03.09..0df1

hitps://bet.hu/pfile/file2path=/site/Magyar/Dokumentumok/Tozsdetagoknak/Tozsdetagok -elemzesei/ MK B-
Bank-Ltd-Masterplast-flash-note-20180323

https://bet.hu/pfile/fileepath=/site/Magyar/Dokumentumok/Tozsdet agoknak/Tozsdetagok-elemzesei/ MKB-
Bank-Ltd-Masterplast-flash-note-20180327

https://bet.hu/pfile/file2path=/site/Magyar/Dokumentumok/Tozsdetagoknak/Tozsdetagok -elemzesei/mkb -
bank-ltd-masterplast-plc.-quarterly-update-20180518

https://bet.hu/pfile/file2path=/site/Magyar/Dokumentumok/Tozsdetagoknak/Tozsdetagok -elemzesei/mkb-
bank-ltd-masterplast-flash-note-20180614

https://bet.hu/pfile/file2path=/site/Magyar/Dokumentumok/Tozsdetagoknak/Tozsdetagok -elemzesei/mkib-
bank-ltd----masterplast-flash-note---2018-08-01

https://bet.hu/pfile/file2path=/site/Magyar/Dokumentumok/Tozsdetagoknak/Tozsdetagok -elemzesei/mkb-
bank-zrt.---masterplast-nyrt.-negyedev es-elemzes---2018.08.29.

hitps://bet.hu/pfile/file2path=/site/Magyar/Dokumentumok/Tozsdetagoknak/Tozsdetagok-elemzesei/mkb-
bank-ltd-masterplast-flash-note-20180921

hitps://bet.nu/pfile/file2path=/site/Magyar/Dokumentumok/Tozsdetagoknak/Tozsdetagok -
elemzesei/MKB Bank 7rt. - Masterplast _elemzoi_kommentar - 2018.10.29.pdf1

hitps://bet.hu/pfile/file2path=/site/Magyar/Dokumentumok/Tozsdetagoknak/Tozsdetagok -elemzesei/mki -
bank-ltd--masterplast-flash-note-20181030

https://bet.hu/pfile/file2path=/site/Magyar/Dokumentumok/Tozsdetagoknak/Tozsdetagok-
elemzesei/MKB Bank Zrt. - Masterplast Nyrt. negyedeves elemzes - 2018.11.19..pdf1

https://bet.hu/pfile/file2path=/site/Magyar/Dokumentumok/Tozsdetagoknak/Tozsdetagok -elemzesei/mkb -
bank-ltd.---masterplast-flash-note---2018.12.10

https://bet.hu/pfile/file2path=/site/Magyar/Dokumentumok/Kibocsatok/mkb -bank-ltd.---masterplast-
modellfrissites---2018.12.21

https://bet.hu/pfile/file2path=/site/Magyar/Dokumentumok/Tozsdetagoknak/Tozsdetagok -
elemzesei/MKB Bank_Ltd. - Masterplast Plc. quarterly update - 2019.02.28..pdfl
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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, etc.) with
the time 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 earming 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 multiples 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
eamings before interest and taxes (EBIT), the tax rate, depreciation and amortization (D&A), net change in
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working capital (which is based on the cument assets and current liabilities) and the capital expenditures
(CAPEX).The model requires a terminal 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 equityis 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.

Atthe end we get the enterprise value (EV). The EV is the market capitalization plus the totaldebt and preferred
equity and minority interest, minus the company’s cash. Inthe last step we haveto reduce the EV with the net
debt. This figures divided by the shares outstanding we amive 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 valueis 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 debtto 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, withrespect 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.

¢ Underweight: A rating of underweight means the stock's refurn 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: fotalretumn 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: Totalretumn is expected to be below -10% in the next 12 months.

e Under revision: If new information comes to light, which is expected to change the valuation
significantly.



