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Recommendation: Buy
Target price (12M): HUF 4,585

5,000

Hun. Core HUF million 2016 2017E 2018E +800

Revenues 3,900 3,017 3,306 a.e00

EBITDA 945 1,062 1,258 o

EBIT 855 987 1,179

Net profit 1,195 916 996 3,800

EPS [HU] 347 266 290

Total EPS 347 387 632 a0

PIE 10.1x 9.0x 5.5x o

NO Of transactlons 144,674 150'000 165,000 ’ 2017.03 2017.04 DunaQ:;::: _Bjsnl:(,(l):dex 2017.07 2017.08
Int. Loan (HUF bn) 28 30 35

Share price close as of 12/12/2017 HUF 3,500 Bloomberg DUNAHHOUS HB
Number of shares [million] 34 Reuters DUNAHOUSE.BU
Market capitalization [HUF mn/EUR mn] 12,856 / 37 Free float 30%
Daily turnover 12M [EUR th] 1.46 52 week range HUF 3,550-4,000

T We assign a HUF 4,585 12M target price for DH, implying 31% upside for the group.
Duna House is currently trading at a 9x P/E and 6x P/E for 2017 and 2018

Equity Analyst
Gellert Gaal respectively if we calculating with the completion of Reviczky and Forest Hill
+361 489 2228 developments in 2017 and 2018.

g.gaal@con.hu

2-é>i hl gépéF Y Havingonlya single digit P/E ratio for the next two years, benign macro, a gradually
Budapest recovering Polish operation, coupled with supportive political environment, Duna
www.con_hu . . .

House a stock worth buying, in our view.

1 Duna House is one of the best proxy to gain exposure on the Hungarian housing
market as 1,) the franchise and own offices segments directly p rofit from every
transaction they conduct on the secondary market 2,) the group targets the new flat
market as well via four development projects. Investors also purchase interest in a
restructuring story in Poland which has gained traction in the recent quarters (EBIT
turnaround occurred in Q2). Given the long cycles of the real estate market, and that
we are only at the early phase of the recovery, we expect the positive trend to
continue in both of the markets.

ANAL YST CER TIFIATION AN D REQUI RED DISCLOSURES BEGIN ON PAGE 35
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Investment case

Duna House is one of the best proxy to gain exposure on the Hungarian housing
market as 1,) the franchise and own offices segments directly profit from every
Play to the Hungarian and transaction its involved on the secondary market 2,) the group targets the new flats
Polish housing market market as well via four development projects . Investors also purchase interest in a
restructuring story in Poland which has gained traction in the recent quarters (EBIT
turnaround occurred in Q2). Given the long cycles of the real estate market, and that
we are only at the beginning of the recovery, we expect the positive trend to continue
in both of the markets.

One of the main drivers of Duna House$ p & b * dskhe ketbmtléss credit growth in
Hungary due to its superior margins (compared to other business lines. We believe
the current loan disbursement s and mortgage loan levels have still abundant room to
grow. What is more, Hungarian borrowers traditionally insist on using low leverage

Strong momentums are (80% cash) when they decide to purchase a real estate, which might change in light
supporting DH in of record low borrowing rates, adding an extra boost to credit demand. Last but not
Hungary... least,thed | s bokj bkqgs$ lghomepprchase subsidy scheme, the so-called

CSOK and (2) the reduction of home construction VAT will further fuel the Hungarian
housing market (3) consumer friendly loans; all conveys the message that there is a
strong political will to support real estate market further on.

After purchasing Metro H ouse, one of the biggest real estate agencies in Poland, the
management is dedicated to implement the well-tested Hungarian business model.
This is especially attractive as Metro House has not been really involved in credit
intermediation and Polish borrowers generally tend to take out more leverage (50%+
compared to Hungarians) for buying houses. Taking into account (1) the scale of the
Polish market, (2) the relentless demand for houses in the region, (3) the huge
potential in the intermediated loan segment as the cross-selling of products had not
been employed during the former management. So far the business model in Poland
has proven to work well (EBIT margin has turn into black in 2Q).

..and in Poland as well

. The first project (Reviczky) with 86 flats seems to be completed by 2017 Q4, and on
ReS|dentaI developments our calculation it translates to HUF 400 million profit / 116 per share (calculating with
are going well, the first 20% profit margin and fully sold flats). This one time profit boost, will be followed by
project could be completed the largest (Forest Hill) projectf k € g e b € d o | witim$96 féatm land thé fgst phase

in 2017 Q4 is expected to be completed at the end of 2018. We would like to highlight that the
ratio of pay-out of the income from Reviczk y depends on the consideration of the
management.
At the end of October, Impact Asset Management - part of Duna House Holding -
Asset managment will reached 8% yield which is outstanding given the prevailing interest rate environment.
further strengthen the Despite the remarkable return, the management has yet to solve the issues related
earnings of DH to the bottlenecks of one distributor/dealer. Being unable to reach a broad investor
base and correspondingly higher investment flow, we believe th e asset management
arm of the group remains to be a deadweight with small negative contribution.
Extraordinary dividend Duna House Group is willing to pay out minimum ca. 50% of the net adjusted profit
may push dividend above as a dividend, which could equal 3 % dividend yield and has an embedded option of
DPS 160. paying out large part of the earnings of the Reviczky Project adding an extra DPS

100 max, totalling a 5% yield, on our calculations.
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Valuation

Putting all of our assumptions into our model, it gives a HUF 4,585 12M target price,
implying 30% upside for the group. Duna House is currently trading at an
undemanding 9x P/E and 6x P/E for 2017 and 2018 respectively if we calculating with
the completion of Reviczky and Forest Hill developments in 2017 and 2018.

Having only a single digit We used sum of parts valuation to appraise the fair value of Duna House Group.
P/E ratio, benign macro, a Since the group has so distinctive business lines, we found 5 parts to value.
gradually recovering polish

operation, coupled with

environment, Duna House 2. Metro House (Restructuring story; assumed an EBIT convergence)
a stock worth holding, in 3. Developments (presume 13% average profit for the projects)
our view 4. Real Estate Portfolio and land (Book Value)
5. Impact (assumed 0 value as of now)
6,000
5,000 Real Estate
431 Portfolio & Land
o 4,000 - B Metro House -
@ 537 Poland
s 3,000
[0]
ol 4,585 Development
L:)L 2,000
T 3,203
Hungarian core
1,000 operation
- I H Net debt of the
268 Group
-1,000
SOPV Price Target

Source: Concorde estimates

We see 30% upside potential for Duna House compare d to our 12m target price.
Investors assign relatively low value or ignore Metro House or/and to the
development part of the group , given the lack of definite aims of efficiency gains of
the recovery process of MetroHouse and the lack of track record for the development
segment. Needless to say, as soon as more efficiency gains (better EBIT margins) for
Metro House, and completions of the projects and consequently higher dividend
materialise, rerating will occur, in our view. In relation to the above mentioned, the
continuation of EBIT recovery in Poland and the pay -out of inco me from the projects
could be seen as a trigger for investors to close / reduce the valuation discounts in
the future.

Triggers for valuations gap
to shrink is the
continuation of better
margin in Poland and or
the extraordinary dividend
payment which would
draw investors attention
toward the stock.
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Company profile

Duna House was established almost twenty years ago by the Dymschiz brothers.
During this time, Duna House increased its operation and started several new
segments. Currently, the company operates with more than 2,300 brokers and 233
locations throughout Hungary, Poland and Czech Republic.

Duna House operates not just as the market leader real estate agency in the
Hungarian market but also franchises out its well -positioned brands to increase its
network countrywide. Furthermore, Duna House expanded its service portfolio, thus
currently almost half of the revenue comes from financial intermediary and other

additional services. In 2015, the group made a strategic decision and looked for
foreign expansion. A year later to follow its strategy, the group acquired the polish

market leader real estate agency (Metrohouse), as it was relatively cheaper to grow
inorganically in a foreign market. Retrospectively, the transaction seemed a rational
choice because the ill-managed company had abundant room to increase its
efficiency and at the same time had numerous offices country -wide, saving the build -
up cost of country pre sence. More than one year after the transaction, the
implementation of modus operandi has already been showing its results (in 2Q
Metrohouse turned to black).

Apart from its core business lines, the group saw value opportunities in developing
residential real estates in Budapest in the extent of 400 flats. In the early phase of

the development, the idea proved fruitful as the plots have gained significantly (HUF
4--éjfiiflk8é ~é/--é&ERC, épe~ob&+éIl "pgé_rqél
first residential real estate fund, which has yielded 9% (2017. October) since its
inception. Despite the remarkable results, the fund has yet to big enough to
contribute positively to the group.

Macro overview

The aftermath of the Real estate markets drew limited attention from investors in Central and Eastern
financial crisis weighed Europe in the several years prior to 2015. The aftermath of the financial crisis
heavlyonCEE { pfdebaéeb”rsfivél kéqebphb éhencd thel ajaflabiliyfotand b a f q
economi €S0  gppetite for mortgage loans for house purchases and construction dropped. With a
markets contraction in demand, house prices fell sharply.
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Source: Eurostat

Eurostat signalled y-o-y price increases in all CEE markets in the last two years.

Eurostat signalled y-o-y Nominal prices are still only slightly off their decade lows, but the rate of price
price increases in all increases has fluctuated around 0-5%. Hungary experienced the quickest growth
CEE markets in the rate until this year, when the Czech market took over the leading position in the CEE

latest years landscape. The fundamental basis for home prices have much in common. The

reaccelerating economic growth provides a basis forthe expans f | k él céel r pbe
disposable income, and the concurrent low yield environment makes the alternative
investment choices less compelling.

2011 2012 2013 2014 2015 2016  2017*

Euro area 1.6% -09% -0.2% 1.3% 2.1% 1.8% 2.2%
Czech Rep. 1.8% -0.8% -0.5% 2.7% 5.3% 2.6% 4.3%
Croatia -0.3% -22% -1.1% -0.5% 2.2% 3.0% 3.2%
Hungary 1.7% -1.6% 2.1% 4.2% 3.4% 2.2% 3.7%
Poland 5.0% 1.6% 1.4% 3.3% 3.8% 2.9% 4.2%
Romania 1.1% 0.6% 3.5% 3.1% 4.0% 4.6% 5.7%
Slovenia 06% -2.7% -1.1% 3.0% 2.3% 3.1% 4.7%
Slovakia 2.8% 1.7% 1.5% 2.8% 3.9% 3.3% 3.3%
Serbia 1.4% -1.0% 26% -1.8% 0.8% 2.8% 2.0%

* Forecasts by the European Commission
Source: AMECO

Given the current fundamental outlook of these economies, we see a strong
likelihood that the recent pickup in home prices could continue during the years to
come.

Growth is driven both by the cyclical improvement in the Eurozone, as well as the

revival of domestic drivers. The growth rate is set to remain moderate by historical

standards in the major economies, which is set to keep central bank interest rates

low. In this environment - modest growth, low interest rates - the housing markets
are set to revive further.
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HUNGARIAN HOUSING MARKET

As the major market of Duna House, we pay special attention to the Hungarian
market developments.

Hungary has been especially hit hard by the financial crises. The steep growth in

Hungary has been indebtedness and the unfortunate CHF -heavy composition of mortgage debt
especially hit hard by factored into this. Banks have been hit heavily by the imposition of sectoral taxes
the financial crises and the natural rise in the NPL ratio in the aftermath of the financial crisis. The

financing sources of the real estate market grew heavily skewed towards ca sh and
away from credit dominance that had characterized it prior to the financial crisis.

As a consequence, the turnover on the existing home market and the volume of new
home buildings plunged, along with a severe drop in prices. Housing market activity
has been suppressed for several years, with signs of a sudden pickup in market
turnover appearing only recently.

As regards the new home market, we have not seen a rise in volumes yet. New
completions reached 2,977 units in 2017 Q3, up 61% from a year ago. Meanwhile,
as a sign of live intentions for more activity down the road, housing permits rose

18% y-o0-y, to 8,588.

16,000

14,000
12,000
10,000
8,000
6,000 7

4,000

2,000

0 T T T T T T T T T
1998 2000 2002 2004 2006 2008 2010 2012 2014 2016

=Building permits =—Building completions
Source: KSH, Concorde

The latest push to the momentum in prices and building permits came as the
government introduced a lavish housing scheme in late 2015. Under the new
regulation, people with three or more children are eligible to receive a grant for
buying or building a new house. The subsidy is HUF 10 million, far exceeding the
size of previous programs. In addition to that, the government provides subsidized
loans of an equal amount to these households for a tenure of 25 years, with an
interest rate of 3% at most.

Latest subsidy lavish,
high potential not
exploited yet

The large grant can be allocated also to families with less than 3 children, but who
officially declare their intention to have three children within ten years, and also for
families already having 3 or more children.
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By the end of October, the number of applica tions for the CSOK reached 60
gelrprka+éQebémol do”j$périirobéfpémf hfkdér
to pick up speed as housing projects accelerate. As the latest housing market report

of the MNB indicates, new flats to be completed and built for sale could reach 7.7

thousand in 2018, up from 3 thousand in 2016 and 3.2 thousand this year.

Transactions have improved lately, though remained more muted than the vigilance
seen in the rise of prices. Following slow Q1, Q2 witnessed a marked rise again in
activity, reaching levels seen in previous years, and well above the figures typical of
the post-crisis years. We expect the transactio n volume to trend higher, as more and
more built-for-sale homes are completed, and as the wider availability of cheap
mortgage loans allows demand to penetrate into laggard real estate markets
(countryside, outer districts).

Further pickup in
housing sales

NUMBER OF TRANSACTIONS (THOUSAND, QUARTERLY)
B

40 g R

| ||

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

M Existing home turnover B New home turnover
Source: KSH

The jump in existing home sales is a precursor of a pickup in activity in the new home
market. A further underpinning of this change in the activity is reflected in the
development of prices.
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FHB house price index —Inflation adjusted index

Source: FHB, Concorde

The latest FHB price index reveals that nominal prices exceeded the earlier peak in
2008. FHB measured a peak in nominal prices in early 2008, and registered a fall in
prices equivalent to 23% through the trough in 2014 Q1. Inflation-adjusted prices
reflected an even grimmer picture: a fall of 42% from peak to trough.

We believe that the recent increase in the housing price index could become a trend
cloépbsbo”i éob”pl kp+éLkéqgebél kbéeakashatee |l r pt
of disposable income has dropped from 13% in 2008, and stabilized at around 8%

in recent quarters.

The income prospects of the population are promising: economic growth has been
positive for the fifth year in a row, with the trend expected to ¢ ontinue for the years
to come.
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Source: MNB, FHB, Concorde

Supportive of the housing market, yields are expected to remain low for a while. The
affordability of housing is still underpinne d by the relative cheapness of flats:
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adjusted for the changes in household disposable income, prices are still below the
efdepélcégebé m*pgégtl é ab™>~abp+é Qebé "bkqo?”
underpins a good constellation in the market, though the structure reflects a relative
cheapness of the countryside.

1.6

20012002 2003 2004 2005 2006 2007 2008 200220102011 20122013 2014 2015 2016 2017

Higher value indicates better affordability Source: MNB, FHB, Concorde

Constraints on the market from the side of financing are easing. The latest statistics
indicate a marked growth of gross lending for housing purposes. While 2011 and
2012 volumes were boosted by the one -off impact of a refinancing spree caused by
the recent refinancing scheme, the series indicates a strong volume growth. 2017
Q3 witnessed HUF 158 billion in gross lending activity, eight times the levels
experienced during the aftermath of the crisis.

0 T T T T T T T T T
2009 2010 2011 2012 2013 2014 2015 2016 2017

Source: KSH, MNB, Concorde
With a significant fall in the debt service ratio, a rise in household income and a huge

improvement in housing affordability, the recent pickup in mortgage borrowing could
continue further.
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Household debt has dwindled as a share of GDP since the financial crash in 2008.
The low penetration of total indebtedness of households underscores the room for
growth in lending in the years to continue.

Mortgage debt has dwindled
as a share of GDP

The outlook for the major determinants of house prices and housing activity are
summarized below (low yields; continuing economic growth; continuation of credit

supply).
Economic growth

The economy has posted positive growth rates for the fifth consecutive year. The
pickup in the economy was partly the result of cyclical factors such as an
The economy has posted improvement in terms of trade, beneficial settlement with banks over the issue of
positive growth rates for the unjustified interest rate hikes, and a final spurt of EU fund -financed investment
third consecutive year action. The MNB is continuously stepping up its support to the economy, among
others by motivating banks to intensify mortgage backed lending to households.

With respect to the future, we see consumption growing on the back of
- the drop in debt service costs;

2016 wil bring about a stark - the low interest rate environment;
drop in the contribution of - the low inflation and large minimum wage hike boosting real

these oneoff effects household income;

- and the recovery in the economy that tr anslated into a
decent rise of employment recently.

To sum up, we see households remaining the main driver of growth, and investments

growing mainly on the back of EU financing also positively contributing in the near

future. The overall economic activity f k € qeb é BRé "kaé Erkd”ov]r
competitiveness vs. the Western European economies provides a benevolent
environment for further economic growth.

Yield environment
Yields on local government benchmarks have fallen significantly as of late. The low
yields reflect several important factors: on the one hand the low inflation environment,
also the lack of robust economic growth, the muted international rate environment,
and most importanti v) € qebé pgbbmé c”rii é fké gebé of php

Yields on local government indebtedness.

benchmarks have fallen

significantly The attitude towards the Hungarian economy has improved significantly, contributing
to the aforementioned factors. The most recent actions by the MNB, of targeting a
low yield environment on the longer part of the vyield curve (through verbal
intervention as well as cheap 5- and 10-year IRS) flattened the yield curve
pfdkfcf > "*"kqgiv+éQebé bkgo”ri é _~kh$pé mol do”j é
yields on longer maturities and hence make 5- and 10-year fixed mortgage loans
cheaper.

In the international space, we see a chance that the turnaround in the major global
"bkqo”i é_"khp$é_~i"k bépebbgéavk”™jf pé %wt

bé
sheet as of 2018 summer) couldleadtoe f deb o évf bi ap+éDf sbkéqgebé
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we think yields could temporarily remain below their fundamental value, naturally
contributing to the activity in the housing market.

Credit supply

In a moderate growth and low interest rate environment, banks are supposed to be
supportive of the real estate market through abundant credit supply. The measures
Banks are supposedtobe f ke gebémrpg) ércchb’ qf k deé queditargetingits & pbrigagésp $ p & n
supportive of the real estate  re expected to have reached their limit. With no new drastic measures expected,
market through abundant e s pb> ql o$pél mbo~rqfkdébksfol kj bkgéfpéj !l ob.
credit supply looking for lucrative lending opportunities could be alive.

Also, the central bank is keen on devising regulation to support the competition in
the banking sector and its lending activity.

With indebtedness low in the private sector, consumers facing a long unseen low
ab_qgépbosf > fkdé | pqg) énoutlack stabibzég, Wekabségs dgoadl o $ p €
environment for credit supply to grow further.

As a consequence of the aforementioned, there is a strong likelihood that home
prices could grow in excess of the rise in nominal GDP. The growth rate of nominal
home prices could therefore remain in a medium -to-high single digit rate in the years
to come.

Also, we expect to see the transaction volume to approach levels unseen since the
financial crisis. These two impacts may hence result in low double -digit value growth
in the existing home market.

Polish market outlook

Qebéob bkgémro e"pbélcéldJbqgol éEl rpbé_veéAr kn"E€
to the Polish market significantly. We summed up the major comparisons of the

Polish and the Hungarian operating environment to get a feeling about the current

situation and the future prospects of the Polish operation in light of the Hungarian

one.

Hungary Poland
Population (m) 9.8 38
GDP (EUR bn) 114 424
GDP (per capita, EUR) 11,572 11,176
GDP growth (2012-2016, average) 2.06% 2.60%
Unemployment (%) 5.1 6.2
Household debt (% GDP) 24.14% 37.44%

Source: GUS, KSH, NBP, MNB, Eurostat
The parameters of the two economies reveal the potentially large size of the market

in Poland relative to Hungary. Based on the population and the average GDP, the
Polish market has a roughly 4x multiple relative to the Hungarian market.

Poland has achieved an imposing economic performance over the course of the
cfkr"k frié ofpfp)éjrfkivégerkhpéql é~écloqr |
was in a relatively early phase of growth), and to ample fiscal space at hand to cope
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with the cyclical part o f the downturn. Hence, credit market developments as well as
income developments have been relatively stable, and accompanied by decent
economic growth.

The yield environment has been aligned with the benign fundamentals and the yield
compression in international markets. The 10 -year yield dropped from 6.3% in 2011
to below 2% recently.

As a result, the volume of transactions on the real estate market has been resilient
during the crisis, and rising since then. Total transactions reached 405.6 thousand in
2016.
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Source: GUS

The pace of new home buildings has picked up lately, amounting to 76.7 thousand
units last year.
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NEW HOME BUILDING (NUMBER)

85000

80000

75000
70000
65000 I
60 000

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Source: GUS

The still low indebtedness of households, the low interest rate environment and the
continuous decrease in the unemployment rate stipulated the rise in the mortgage
debt stock. The composition of the housing loan st ock has been changing in favor of
zloty denomination, given the bad experience of fx debtors in recent years. The
proposed redenomination of mortgages could eventually lead to the virtual
elimination of exchange rate risk from mortgage debt.
HOUSING LOAN STOCK (PLN MILLION)
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We foresee an economic growth rate of 3-3.5% annually in the years to come, with
no clear threat of breaking the habit of low interest rates. Given the strong momentum
in the economy and the low indebtedness, there is a strong likelihood that the
environment will remain supportive of the real estate market.

Hungarian Core operatiaverview

Duna House group consolidates all of its operations, however in order to shed some

lights what is under the hood, we attempt to analyse the segments individually.

Profitability clashed in 2016 — . _ .
due to numerous ondime Profitability seemed to take hit in 2016 as EBITDA margin practically halved from

reasons. 41% to 18% in one year. In reality, lot of factors contributed to the weak
performance, first and foremost the consolidation of Metrohouse (was in red), the
loan intermediary fee cap (fees halved), low transaction volumes in 2016 H2,
expenses related to the acquisition, GVH fee. In our view, EBIT margin bottomed out
in 2016 and we expect significantly better margins in the upcoming years on the
back of 1), strong efficiency gains at Metrohouse 2), lack of non -recurring expenses
(eg. GVH feeg, consultancy fees) 3), pick up in transaction numbers.

In the recent quarters, the Hungarian Core EBIT margin climbed to 29% from 24%
as a result of higher volumes, especially in the financial intermediary segment.
Amongst the business lines, real estate management has the highest EBIT margin
(81%), though its absolute contribution was relatively small (HUF 20 million).
Investors should focus on financial intermediary segment as it is the biggest
component and thus driver of Hungarian core operation. One should also note, that
due to the high operative leverage as volumes picks up it moves the EBIT margin
upwards and vica versa.
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The core operation has five important segments currently .The first is the franchise
Franchise segmerd s  segment, which is the largest player in Hungary based on the number of offices. The
revenue is a reflection of franchise model creates the opportunity for Duna House to react quickly to the
transaction numbers in  changing market environment. Furthermore, it also gives room to open new offices
the secondary market  when the market goes up but just as ra pidly enables Duna House to close these
offices when the market shrinks. The business model allows the franchise partners
to use Duna House$ p é h-kol,tbrand and database. The income of the franchise
segment are from fixed and volume-based fees. Contracts with the franchise
partners are usually pegged for five years. The fixed commissions consist of the
entrance and the minimum turnover fees. Duna House has around 83 franchise
partners who operate around 160 Duna House and Smart Ingatlan offices. Revenue
from this segment in the last year, was merely flattish reflecting the develo pment of

transaction numbers.

The company currently owns and operates 20 offices (October 2017), of which 14

come from the Duna House brand and 6 from the Smart Ingatlan brand. The main

revenue of the segment comes from the commissions of the real estate transaction s.

Investors should note, that own offices mainly concentrated in the capital, thus the

dynamics of this segment is a good reflection of the market situation in Budapest.
However, in the last few quarterthispb dj bkg$péb”rokfkdpét"péqgel
to management problems which issues has already been taken care of, and a new
executives were appointed to recover the profitability of that segment.

Majority of own offices
concentrates in Budapest
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The Duna House Group offers financial intermediary services too which are mostly
loan disbursements, home pre-saving contracts (LTP)and insurance services. As a
result of putting a cap on loan intermediary fees at 2%, the loan origination sub -

Financial service division segment was heavily impacted, though it was mitigated by the intensive turnover of

i s the gr ou home pre-saving contracts (LTP) Furthermore, Duna House offers consulting
services to choose the best option , but also takes care of administration. Despite
the regulatory change, this division has remained the strongest contributor to the
firm.

Duna House amassed a real estate portfolio prior to the IPO from which t he group
receives rental (ca. 8%). Initially management declared that the portfolio would not
be larger than 2-2.5 billion forint by the end of 2017. However, this came before the
Impact Residential Property Fund was established, and now it is said that th ese
properties will be transferred to the fund, thus this segment will fade away.
According to the latest financial reports, t he book value of the portfolio in H1 2017
was around 1.2 billion which could serve as a cushion for a possible deleveraging .
Using the book value of the properties and the revenue from this segment leads to
an average 8% yield, which is impressive compared to the 6% -7% average rental
yield in Budapest.

Real estate investment
division

Hungarian Corefhere is still room to grodv

The real estate market has been in an upswing for much of the last three years
induced mainly by favourable credit and macro environment, and supportive political
subsidies, which drivers are still fuelling the engine of the boom, thus we still see
room to grow.

Real estate market is in a
growth phase and it is
far from over.

In the recent years, house prices have climbed in the fastest pace in the EU (ca 40%
from the bottom) which dynamic should moderate and level off around 3 -4% annual
increase. Airbnb and foreign investors added to buoyancy mainly in Budapest where
prices rose ca 70% from its bottom 4 years ago, while locations that were not in the
spectrum of foreign capit al such as municipalities and other cities prices rose only
32% and 15% respectively , during the same timeframe. Excluding these drivers,
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dynamic would have been less intense. Looking ahead, as easy money has already
been reaped, we expect that growth drivers will shift to domestic population,
induced by double digit wage increase.

To support our view, it is worthwhile to take a look at the below graph which depicts
the average day of sell of a certain types of flats. It can be clearly seen that there
has been an increase in the time of transactions implying that buyers are rather take
on loans which is a lengthier process than pa ying cash for the whole house.
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Source: MNB

Having 1,) record low interest rate - 5 years fixed interest rates for mortgages only
at 3.5%; 2,) LTV ratio for new homes has still upside potential currently at ca. 54%;
3,) Average loan duration significantly under precrisis level for new homes (16yr vs.
20 yr) 4,) wage growth dynamic at double digits area (ca. 12% nominally) we believe
this current conditions will prevail and further sti mulate the real estate market.
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As can be seen below, the number of transactions in the Hungarian housing market

declined drastically, from 230,000 transactions in 2007 to slightly more than 91,000
transations over a few years. After the 60% drop, the number of transations
remained more or less stable till 2014 when we saw a 28% increase in the numbers,

and this has been on the upward trend ever since. In the chart below, we depicted

the annually and a high frequency data showing the strong momentum of the market.
>igelrdeétbéafaékl gébumb  qgépfjfi » onBvgsrak | s b
relatively stronger (wage dynamic;interest rates on mortg; price/income) nowdays

than it was between 2003 and 2007, thus a convergence to the average (ca. 160.000)

is not a far fetched notion, in our view.
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Although the share of financial services has decreased in total sales after the
regulatory changes, we still see great upside, especially if we take into account the
recovery in loan disbursements that has gained momentum (since 2014 the average
quarterly loan disbursement growth is 52% y -0-y) recently, which may mitigate the
effect of the drop in the loan intermediary fee. Obviously, we place higher emphasis
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on the analysis of this segment, as the EBIT contribution is the highest for the
financial intermediary amongst the business lines.

We expect the loan disbursment to acc elerate even from this current phase (+30%)
on the back of acceleration of CSOK subsidy. Related to this we would like to stress
two important thoughts:

1), Disbursement related to CSOK has represented relatively low share from
mortgage loan origination so far (see below). We believe that it will grow significantly,
as the wave of newly built houses come online and be available to move for families
(thus has to proceed with the final installment of the purchase price , as the structure
of the payment is back -loaded). We expect that credit growth will accelerate induced
by the wave of new house completions in the next years.
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2), Althought, the new house buyers are the main beneficiaries of the subdidy, we
are in a view that it should have spillover effect on the secondary market. The reason
behind this notion is that new house buyers will sooner or later sell their original
house as they move to the new one. Furthermore, CSOK supports home buyers in
the secondary market as well, though this amount is far less generous (for 3 children
it is 2.5 million vs. 10 million). Therefore, DH is able to indirectly capitalise on the
supportive shcemes.
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An even better opportunity is the One-stop shop strategy of Duna House. The
One-stop shopstrategy is strategy is very simple: increase the number of those customers who are not just
the key growth using the real estate agency service but also taking out loans from Duna House as a
opportunity related service. Itis easier for customers to use this service than to find out on their
own which bank gives the most advantageous conditions. Needless to say , this
related service has a major impact on earnings since the margin on the financial
service segment is also high.Further ahead, trend growth lies with the government
and its ability to implement structural reform such as the CSOK program. The state
supported CSOK program might increase transaction numbers . CSOK finances not
only newly built homes but gives support for buying existing homes too . The amount
of support depends on the following parameters: number of children, usable floor
area, and the energy efficiency of the home.

Growth for multiple time horizon

Apart from the Hungarian core operaton, Duna House has launched new routes to

Armed with long term ride the consolidation of the domestic real estate market, to find new growth
and short term opportunities and, last but not least, to diversify its exposure. Excluding the real
opportunites. estate portfolio which will sooner or later be merged with Impact Asset Management,

we consider the segments as growth opportunites , on two time horizons.

Poland can be seen as the new long-term engine of growth for the group ; meanwhile
development represents the short-term strength of Duna House that could take
advantage of the shorter cycles, such as the substantial demand for newly built
houses. It also worthwhile to mention that further M&A transactions could be on the
table as a way for growth.

Inorganic growth is still
on the table.

As regards Impact, its value is highly dependent on the investment flow it could
entice, which is also an embedded option since the expenses occurred have already
been incorporated intothed ol r m$pécf k~k ™ f~i p+

In the next chapter we describe the above -mentioned segments and elaborate on
the factors which meaningfully influence their values, and the approaches we applied
to giving indicative value ranges.
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Hungarian dance in Poland

To finance the expansion, management wanted to use the cash from the first attempt

of a public offering to grow non-organically in Poland. After the cancelled IPO,

management managed to carry out the M&A transaction anyway , and purchased

They entered the Polish 100% of Metro House (the biggest real estate agency in Poland) for HUF 870
market million.The deal had a mixed financing structu re; it was partly financed by debt (HUF

340 million) and the remaining HUF 530 was paid equally by equity and equity swap.

Metro House operates in the same segments as Duna House in Hungary, though its
financial service segment has been performing relatively weakly given its huge
potential. Moreover, the company is the biggest real estate brokerage in Poland but
has a large backlog in mortgage loan intermediation (only 6th in terms of the number
of intermediated loans). If we put the Hungarian and Polish operation next to each
other, the former is bigger in every aspect.

Metro Duna

House House
Offices 81 151
Independent franchise partners 61 96
Real estate brokers 536 1,300
Average size of residential mortgage loan [HUF million] 16.2 7.6
Market saturation - transactions / 10,000 people 0.4 5.6
Mortgage loan market [EUR billion] 90.4 9.7

Source: DunaHouse) é @l k| oab$pébpgqg

The above numbers confirms Duna House$ ptrategic decision of looking for value in

Metrohouse is the Poland: (1) the market is less saturated currently, offering expansion opportunit ies;
catalyst of future growth (2) the mortgage loan market is ten times bigger compare d to that of the Hungarian
of the group one, which is the result of a four-times-larger population and the less risk-averse

financial behaviour of Polish people taking sizable loans (HUF 16.2 million vs. HUF
7.6 million). Taking into account the residental and loan market s we see that the
macro side is supportive ; thus it is all up to the management$ p & ~ tofappfy dtsv
expertise in Poland.

Financially, Metro House performed poorly over the past two year; its revenue
dropped by 2 0% Y-0-Y to PLN 11 million (HUF 0.8 billion) in 2016 and the company
ended up in the red (due to large impairments and write -downs), indicating an urgent
need for restructuring.

Implementing the modus ;0 far, managemer?t was able.to steer back t.he company into EBIT po;itiyg ter.ritory
operandi achieved.. in Q1 then turned into black in Q3 (4% profit margin). Given the similarities in the
operation, one would expect similar margins for the Polish operation (ca.28%), which
notion we share but handle it with a conservative manner. In our view, the focus
should be on improving further enhancement in efficiency as EBIT margin is only at
7% in Q2 vs. Hungarian core of 29%. Thus we expect gradual continuation of margin

convergence to our conservativ EBIT margin target of 2 5%.
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The bar charts above depict the cross-selling potential that lies ahead of Metrohouse.
If we take a look at the grey bars on bot h charts, it becomes clear that former
management did not utiliz e the huge customer base to supply the loan intermediation
segment. If we wish to quantify the upside, we can compare the number of loans
intermediated by Home Broker (supported by Open Finance) with 42 offices to those
of Metrohouse, which originated only 5% of those intermediated by Home Broker,
albeit with twice the number of offices. Using this analogy indicates that Metrohouse
should increase its current figures in that segment at least twenty-fold. This

calculation comes with the caveat that we lack information regarding Open Finance$ p

contribution to their joint performance, and should therefore be taken with ca ution.

Given the fact that the Dymschiz brothers built up the leading Hungarian real estate
agency within less than two decades from basically nothing, we advance the trust
that they will be able to turn M etro House into a profitable entity.

In accordance with this, we believe that it is fair to assume that after the know -how
implementation Metr ohouse should operate at a similar EBIT margin (ca. 20 - 25%)
as the Hungarian operation. Although market differs from market we believe that
management should be able to take advant age of its expertise garnered on the
Hungarian market and apply this know -how in Poland. With the combination of
recovery in margins and consolidation in sales in a market that is four-times bigger
than Hungary, Duna House could tap into fertile soil.

We created a table that shows the enterprise value of caveat in light of the targeted
EBIT margin and the timeframe in which it will be reached (2017 is a starting point).
Our assumptions are the following:

1 EBIT convergence is gradual and the target is 25%

I steady 5% annual sales growth in the explicit period and 2% at the terminal
1 stable 5% capex / sales ratio -same as at DUNAHOUSE$ pé " | ob é |
1 Cost of Equity of 15% - reflecting execution risk

1 Expect that EBIT target will be reached in 3 years.

We can conclude that Metrohouse value range is from HUF 1368 million - 2,984
million. Although we think that this setting of value depicts a rather conservative
approach, the majority of outcomes still indicate a higher price than the transaction
value of HUF 870 million in April. Last but not least, we expect that profitabiltiy will

mb o "
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converge to similar levels than the Hungarian operation in 3 years, however if it
occurs sooner / later would increase / decrease our valuation by ca + - 150m.
Sensitivity for the other factor (EBIT margin), is relatively weighs more, altering our
valuation by +- 500m in case of 5% higher / lower EBIT margin compared to our base
case scenario.

EBIT margin

15% 20% 25% 30%

1 1,368 1,907 2,445 2984

2 1,278 1,787 2,296 2,805

Yearof EBIT 3 1,191 1,670 2,150 2,630
convergence

4 1,108 1,560 2,012 2,464

5 1,029 1,455 1,881 2307

Plro b7é@ k Il oab$pél

To translate the EBIT margins to profit, we expect ca. HUF 60m and HUF 120m profit
contribution for 2017 and 2018 repsectively.

In order to exploit the lack of new houses in Budapest and the massive demand,
Dymschiz brothers launched a new line of business. Joining forces with other
investors, they purchased four tracts of land with a total size of ca. 40,000 sgm to
build residential real estate.

Source: Duna House

Location is amongst the top in the priority list of home buyers, thus we start with
that. The location of land are located in the 13" and 18" districts, with two sites in
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