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One year target price: HUF 6143, recommendation: BUY
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Price (21/01/2025) HUF 4950 2024, mrd HUF) 8,56
Shares outstanding (min) 19.9 Bloomberg ticker ALTEO HB Equity
Free float 26.2% BET ticker ALTEO
Market capitalization (mrd HUF/mIn EUR) 98/239 52 week min./max. HUF 2780-4970

Source: BET, Bloomberg

New strategy 2025-2030

On 09 January 2025 the management of Alteo (the “Company”) has issued a renewed guidance on the Company’s

future earnings and investment opportunities. According to the investor presentation in the next five years the
Company will focus on:

e the regional expansion, mainly in Slovakia, Croatia and Serbia, and in the second line in Romania, Czech
Republic, Poland and others in the region,

e the upgrade of the renewable power plant portfolio (like significant growth in the capacity of the wind, solar
and/or other renewable power plants),

e the waste management segment, which will be a significant segment from 2025/26 onwards,

e the schedule management (includes balancing activity and energy-storage), which is partly a technology
intense area.

According to the new guidance the management will likely identify new projectsin the amount of approximately EUR
2000-2500 million in the next five years. This is a significant increase compared to the last five years. We believe the
optimal ratio of the capital structure will not change so the equity/debt ratio could be around 30%/70%. It is worth
noting that the capital expenditure mentioned above can be reach with additional capital, like debt and/or share
issuance, so a secondary public offering is highly probable. At the same time, it is not yet possible to determine the
timing of the expected projects and/or the capital raising. By our model the Company’s shareholder’s equity could




WH ' Research note ALTEO Nyrt.
22 January 2025

BEFEKTETESI BANK

reach HUF 78 billion by the end of the decade, but the capital expenditure mentioned above (EUR 2000-2500 million,
which is approximately HUF 900 billion atan EUR/HUF exchange rate of 410), is 10-12 times greater. 30 percent of the
capex guided by the management is cca. HUF 270 billion which means that the Company should raise approximately
HUF 180-190 billion capital (2-3 times the shareholder’s equity calculated by 2029).

Based on the new guidance by the Company the expected EBITDA could be much higher than the one in our most
recent model. Alteo could earn EUR 300 million EBITDAtill 2030 according to the management. To put it in context, by
our forecast Alteo made HUF 20-21 billion EBITDA (approx. EUR 51 million) in 2024. It is important to note that the
effects of such a leap in the expectations is almost impossible to forecast with a DCF model. Since it is a multifactorial
model where many factors are unknown and/or unpredictable, like the cost of debt in the future, the possibility of the
secondary shareissuance, the expected composition of the new energy portfolio, the functioning of the energy market
in the neighboring countries for example changing in regulations) to name a few, a small error in the prediction of these
factors could cause a very misleading company value. However, there is not so much information content in the fact
that the company can be worth more when such a management guidance will be implemented. We don’t want to
predict the unpredictable, so we continue to value the Company without incorporating the unknown/unpredictable
elements into our model which means that our model and the management’s guidance could be differ (even
significantly too). We believe that the main point in this situation is the continuous monitoring of the company events
and the calibration of our model. In this situation we think the less is more...

Assumptions of the model

e The average cost of capital (WACC)is 9.2 percent, and by our calculation the cost of equity is 15.4 percent. The
risk-free rate is 7.1 percent.

e According to the betas on the one hand we rely on the Damodaran’s unlevered beta, but the levered beta is
calculated by us considering the Company’s debt/equity ratio.

e The equity risk premium (which is almost always a subject of debate) is 6.6 percent.

e At the end of last year Alteo has bought ELTEX Ltd. and we expect that the deal will have been closed by the
end of the year. The acquired company is operating in the waste management industry with revenue from HUF
10 billion to HUF 40 billion and EBITDA from HUF 600 million to HUF 3.7 billion in the last five years (2019-
2023). ELTEX Ltd. contribution to the Company’s earnings will be fully expected in 2026. We think from 2026
onwards the waste management segment can become a significant profit center (cca. 20 percent of the total
EBITDA).

e The model takes intoaccount all of the announced investments and/or implemented projects (until the release
date of this report).

e Our Capexassumptions is that Alteo will spend approximately HUF 70 billion in the next five years (net HUF 32
billion after D&A), which is significantly differ from the management guidance.

e Bythe end of the decade the debt/EBITDA ratio will have been approximately 2-2.5.

e The risk of the implementation of the future’s investments is notable. The energy market, the financing, the
sector, the liquidity could change considerably, which could impact the future’s investments and profits.

e We think the energy chaos is behind us, but we can’t completely rule out a similar period in the future.
Forecasting the price of the electricity, natural gas, oil and so forth and so on is still a difficult task. Moreover,
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important state and regulatory intervention should not be ruled out either. Regarding the commodity prices
we partly relied on the World Bank’s forecasts.

e Based on the previous assumptions the EBITDA margin of the electricity and natural gas trading (and of the
market-based power plants) will be realized at a lower level. Our assumptionis that the EBITDA margin will be
decreasing from cca. 27 percent to cca. 19 percent at the end of the decade. At the same time the VPP (virtual
power plant, which contains like schedule management, balancing activity and energy storage services) may
remain a high margin business.

e The long-term growth rate of the Company is approximately 2.2 percent based on the last eight-year average
ROIC (return on invested capital) and the forecasted reinvestment rate.

e The net debt is calculated by the numbers of the latest balance sheet of the Company.

e Our recent model doesn’t account for secondary share issuance, and we expect the investments will be
financed 70 percent by debt (bank loan and/or bond issuance) and 30 percent by equity.

e The reference exchange rate for the EUR/HUF is HUF 410-420 and we are calculating with a cca. 3-4 percent
long-term inflation rate in Hungary.

Based on the assumptions above our one year target price is HUF 6143, our recommendation is buy.

Close date of the research: 20 January 2025, 12:00
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DCF, million HUF 2025 2026 2027 2028 2029
Revenue 96 724 139 336 139900 142 739 151 187
market based, VPP, trading RIRLEA 81601 78 575 78627 84 151
subsidy 5084 3686 3772 3881 3994
waste management 6 146 50050 53553 56 231 59042
services 4000 4000 4000 4000 4000
EBITDA 25 896 28291 27 584 26 587 27714
market based, VPP, trading [EEY{) 18987 17861 16 508 17 263
subsidy 4459 3300 3368 3456 3546
waste management 1560 5005 5355 5623 5904
services 1000 1000 1000 1000 1000
D&A 5183 7911 8132 8351 8590
Capex 16 665 17 120 12319 12516 11731
FCFF 3674 1670 10684 9333 9968
PV of FCFF 24192
PV of TV 97 309
WACC 9,20%
Net Debt 15417 |
Source: ALTEO, Bloomberg, MBH Investment Bank
Balance Sheet, million HUF 2025 2026 2027 2028 2029
Non-current assets 53198 69 668 76 945 78 507 90712
Property, plant and equipment 42 559 55735 61556 62 805 72570
Current assets 54262 71062 78 484 80077 92 527
Cash and equivalents 27 635 18829 23818 27 396 31845
Total assets 107 461 140730 155 429 158 584 183 239
Shareholders' equity 48 616 56 711 64 230 71271 78 107
Retained earnings 47 886 55576 62 303 68420 74 983
Non-current liabilities 35033 41248 45719 50263 54521
Long-term debt 20670 24 336 26974 29 655 32167
Bonds payable 11561 13612 15087 16587 17992
Current liabilities 23812 42771 45 480 37049 50611
Short-term debt 2381 4277 4548 7410 10122
Total liabilities and equity 107 461 140730 155 429 158 584 183 239

Source: ALTEO, Bloomberg, MBH Investment Bank
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9,2%
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11,2%

Equity Value
Long term growth rate
2%
156 471
106 084
78 618

109 997
81673
63 961

One Year Target Price

Long term growth rate
2%

Source: ALTEO, Bloomberg, MBH Investment Bank
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Disclaimer

Disclaimer 1

This research/commentary was prepared by the assignment of Budapest Stock Exchange Ltd. (registered seat: 1013 Budapest, Krisztina korat 55.;
company registration number: 01-10-044764, hereinafter: BSE) under the agreement which was concluded by and betwee n BSE and by MBH
Investment Bank co (registered seat: 1117 Budapest, Magyar Tuddsok korutja 9.G.sz; company register number: 01-10-041206; business
registration no.: 111/41.086/2022, EN-111/M-608/2009; authority: Magyar Nemzeti Bank 55 Krisztina krt., 1013-Budapest, continuously: the Bank).
This research/commentary was made with the joint, equally proportional financing of the BSE and the company that is the subje ct of this
research/commentary.

The Investment Service Provider's policies and procedures ensure the independence of this research/commentary, and the Invest ment Service
Provider has undertaken not to accept any instructions or additional remuneration from the company involved in the research/commentary.
BSE shall not be liable for the content of this research/commentary, especially for the accuracy and completeness of the info rmation thereinand
for the forecasts and conclusions; the Service Provider shall be solely liable for these. The Service Provider isentitled 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 asinvestment advice specified inPoint 9 Section 4 (2) of Act No. CXXXVIIl 0 f2007 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. This rese arch/commentary
cannot be deemed as an incentive to enter into contract or covenant.

Disclaimer 2

1.This publication was prepared by MBH Investment Bank Nyrt. (registered seat: 1117 Budapest, Magyar Tuddsok korutja 9.G.sz; company register
number: 01-10-041206; business registration no.: 111/41.086/2022, EN-111/M-608/2009; authority: Magyar Nemzeti Bank 55 Krisztina krt., 1013-
Budapest, continuously: the Bank).

2.The findings presented in this document, as an investment analysis, are considered an objective or independent explanation based on
Commission delegated regulation (EU) 2017/565, i.e. investment-related research, and an investment recommendation according to regulation
596/2014/EU of the European Parliament and the Council itcounts as. The Bank intends to distribute thisdocument to its cust omers or the public,
or to give access to other persons in such a way that this document may be disclosed to the public.

3.The information contained in this publication does not constitute an offer to buy or sell, nor investment advice, nor does it constitute an
incentive, invitation, offer to invest, enter into a contract or make an obligation, nor does it constitute tax advice. The information is not
comprehensive, the data contained in the publication are informative. The publication does not constitute investment advice even ifany part of
the document contains a description of the possible price and yield development of a financial instrument. This document does not consider the
unique needs, circumstances and goals of individual investors, so in the absence of a personal recommendation, it does not qu alify asinvestment
advice.

The Bank excludes its responsibility for the potential use of the contents of this publication as an investment decision, for specific individual
investment decisions, and for the resulting consequences, and therefore does not assume responsibility for any damages or losses that the
investor may incur as a result of the decisions made on the basis of the contents of this publication, or in any other connection.

4.The information contained in the publication isbased on sources considered to be authentic, however, the Bank has not rece ived a guarantee
of the veracity, accuracy, correctness and completeness of the information, therefore neither the authors of the d ocumentnor the Bank assumes
responsibility for the completeness and accuracy of the information described in the document. The contents and opinions indi cated in the
publication reflect the professional judgment of the specialists who prepared the publication based on the market conditions existing at the time
of the preparation of the publication, which may change without special notice or warning in the event of new information, ch anges in market
conditions and economic conditions. The Bank reserves the right to modify the findings and recommendations contained in thisdocument in the
future without prior notice.

5.ltisnot possible to draw clear and reliable conclusions about future prices, returns, or performance from the past develo pmentof prices, yields,
and other data. Investors must assess and understand the essence and risks of individual financial instrum ents and investment services on their
own (or with the help of an independent expert). We recommend that investors carefully read the businessrules, information, other contractual
conditions, announcements, and list of conditions for the given financial instrument and investment service before making a decision to invest,
because it is only with knowledge of these documents and information that it can be decided that theinvestment isin accordance withisitin line
with the investor's risk tolerance and investment goals, and also carefully consider the subject of your investment, risks, fees, costs and possible
losses and damages resulting from investments! We also recommend that you find out about the tax law and other legislation re lated to the
product and investment, and before making your investment decision, contact our staff or visit your bank advisor!

6. Recommendations
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o Overweight: A rating of overweight meansthe stock's return isexpected to be above the average return of the overall industry, or the
index benchmark over the next 12 months.

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

. Equal-weight: Arating of equal-weight means the stock's returnis expected to be inline with the average return of the overall industry,
or the index benchmark over the next 12 months.

. Buy: total return is expected to exceed 10% in the next 12 months.

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

o Sell: Total return is expected to be below -10% in the next 12 months.

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

7. 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 changesin fundamental factors
and the operation in the Company required regular updates of our model and the target price. In thisreportwe put our target price under review.
Our former price target was HUF 4683 (05 Sept 2024). The new one year price target is HUF 6143 which is 31 percent higher than our previous
price target.

Prior researches

MBH Bank wrote an initiation report on 15 December 2017. The research is available on the web page of the BSE (Budapest Stock Exc hange):
https://bet.hu/pfile/file ?path=/site/Magyar/Dokumentumok/Tozsdetagoknak/Tozsdetagok -elemzesei/MKB-Bank-Alteo-initation-report-
20171215.pdf

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

8.The Bankis entitled to provide price quotes, other investment services or additional services for the assetsincluded int he publication. The Bank
is still entitled in good faith and according to the usual method of market formation to trade, enter into transactions or trade as a market maker
in accordance with the usual course of price quotation, as well as to provide other investment activities or additional servi ces, or other financial
or additional financial services to the issuer and to other persons.

9.The Bank has a Conflict of Interest Policy for the description of potentially arising conflict of interest situations relat ed to investment service
activities and the handling of such situations, as well asinternal regulations for the handling and transfer of bank and securities confidential data,
which measures are based on the European Commission 2016/958 are considered effective internal organizational and administrat ive solutions,
as well as information limitations, created to prevent and avoid conflicts of interest. The remuneration of the persons participating in the
preparation of the analysis is not directly related to the provision of investment service activities defined in Sections A and B of Annex 1 of EU
Directive 2014/65 or to transactions carried out by the Bank or other legal entities belonging to the same financial group, or by the Bank or to the
commission received by the company belonging to the same financial group.

10.The issuer of the product/financial instrument covered by thisdocumentdoes not have a share exceeding 5% of the total re gistered capital of
the Bank. The Bank doesnot act as a liquidity provider with regard to the financial instrument that is the subject of this document. The Bank acts
as a market maker with regard to the financial instrument that is the subject of this document. The Bank was not the | ead organizer or co-lead
organizer ofany public issue of the issuer's financial instrumentsin the previous 12 months. The Bank is not a party to the agreement concluded
with the issuer regarding the provision of investment services defined in Sections Aand B of Annex | of Directive 2014/65/EU . The Bank does not
have a net long or short position exceeding the threshold of 0.5% of the total subscribed capital of the issuer concerned in this document.

11.The Bank has established appropriate internal procedures regarding the personal transactions of (i) financial analysts and other interested
persons participating in the preparation of investment-related research; (ii) to ensure the physical separation of financial analysts and other
interested persons participatingin the preparation of investment analyses; in addition, appropriateinformation limits were also set (iii) regarding
the acceptance of incentives and remuneration.

12.Content of this material enjoys copyright protection according to Act LXXVI. of 1999 on copyright, and may therefore be co pied, published,
distributed or used in any other form only with prior written consent of MBH Bank. All rights reserved. Unauthorized use is prohibited.

13.This publication is valid at the time of its publication. The date of preparation of the publication: 12:00 20/01/2025

14.The valuation procedures used:
Discounted cash flow valuation

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 c apital
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(WACC). The cash flow issimply 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 representsthe required rate of ret urn 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 W ACC unless
otherwise specified.

In the first step we forecast the company’s cash flow. The free cash flow to firm (FCFF) is based on the earnings before inte rest 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 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 isacrucial point be cause 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 plusthe total debt and preferred equity and minority
interest, minus the company’s cash. In the last step we reduce the EV with the net debt. This figure 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 indicatorsand 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).
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