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Recommendation: Buy
Target price (12M): RON 1.05 (prev. RON 1.00)
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9M 2017 FY 2017 Q12018
NAV 10,606 10,790 9,839 s
NAV per share 1.21 1.24 1.33 s sax%
Cash per share 0.09 0.17 0.04 ' aon
% of Net cash 8% 14% 3% o7 -
% of Listed equity 30% 36% 30%
Discount to NAV -30% -30% -30%
DIPS 0.08 0.08 0.00
EPS 0.11 0.14 0.04 Mmic: amiza muzie  muwes e e mes e goman
PM fee per NAV 0.63% 0.58% 0.11% © mDicoumtoNAV(gn)  —Pricepersharellen)
Share price close as of 15/05/2018 RON 0.968 Bloomberg FP RO
Market cap. [RON mn/EUR mn] 7,269/1,580 Reuters FP.BX
Daily turnover 12M [EUR million] 1.6 52 week range RON 0.68-0.97

Equity Analyst ® Q1 results: Fondul’s Q1 results were in line with our expectation and much better than

Daniel Tunkii past years. NOI was RON 312 million during the quarter in line with past year’s result.

;%ﬁlljgciizﬁu G/L from equity investments reached roughly the same level at RON 310. EPS of the
quarter was RON 0.04 per share stable y-o0-y. NAV decreased to RON 9.8 billion vs. 10.6

50 Alkotas Street, billion past year due to the disposals. The discount to NAV increased from 25% to 30%,

Budapest while the net cash per share reached RON 0.04.
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ANRE: The Romanian Energy Regulatory Authority (ANRE) has launched into public
debate a draft project to revise the regulated return ratio (RRR), before tax, for electricity
distributors from 7.7% to 5.07% starting January 1, 2019. The new provisions are to be
applied by the 8 regional distribution monopolies, including the 3 subsidiaries owned by
ENEL. The values used by ANRE to calculate the new regulated return ratio are: credit
risk premium: 1.35%; average return ratio on risk free investments: 2%; market risk
premium: 4.6%. ANRE increased the beta to 0.7x, but the cost of own capital declined to
5.22%, due to the lower risk free rate. The draft project is put into public debate until May
29. We see the increase of the beta from the unrealistically low 0.4x level to 0.7x as a
positive sign, while the extremely low RFR is a huge red flag. Since the romanian10y
bond trades at 4.7% we see the 2% risk free rate depressed.

2013-2014 2015-2018 2019F
Risk free rate 6.0% 5.0% 2.0%
Equity risk premium 5.0% 5.0% 4.6%
Credit risk spread 1.35% 1.35% 1.35%
Debt/Capital 50% 60% 60%
D/E 50% 40% 40%
Beta 0.43x 0.43x 0.70x
Cost of equity 8.15% 7147% 5.22%
Cost of debt (after tax) 7.35% 6.37% 3.35%
RRR calculated 8.5% 7.7% 5.1%

Source: ANRE
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®  ENEL: In August, FP announced that it initiated a competitive process aimed at potential
disposals of the Fund’s holdings in ENEL. The process is managed by Ithuba Capital
acting as the Fund’s sole financial adviser in connection with the envisaged transactions.
The NAV of the assets declined from RON 1.4 billion to RON 1.3 billion during 2017. Any
transaction around NAV of these assets would be very positive however we believe that
the likelihood of an event such like that is low, since 1.) the assets are deep in cash but
the major shareholder is not paying them out due to legal issues 2.) the current RRR
proposal would destroy the investment story of the assets 3.) major discount due to lack
of control.

®  ENEL’s valuation: Despite the fact that we see the ENEL assets hard to sell in case of the
reduced RRR environment, we wish to highlight that roughly 65% of the NAV is the cash
in Muntenia, thus NAV should not decline drastically due to the RRR reduction. Using a
significant 20% DLOC we see only 8% lower fair value than the current NAV. In our model
we used 5% RFR for the terminal period and zero terminal growth. Since we see the
below calculation as the current worth case scenario we believe that the NAV will not
decline after the public debate ends. On the other hand, we assume that the distribution
companies would reduce the CAPEX level if the RRR decline below the current cost of

capital.
Base year 2018 2019 2020 2021 Terminal
RAB 4,212 4,216 4,220 4,225 4,231 4,231
RRR 5.3% 7.7% 5.1% 51% 5.1% 5.1%
EBIT 221 325 214 214 215 215
DEP 459 459 459 459 459 459
NOPLAT 186 273 180 180 180 180
CAPEX/RAB 15% 1% 1% 1% 1% 1%
CAPEX 612 463 464 464 465 459
FCFF 33 269 175 175 175 180
Cost of capital 8.6% 8.6% 8.7% 8.8% 8.9% 8.9%
EV 2,208
DLOC -442 20%
Net Cash 4,483
Dividend -50
Equity value 6,749
Fondul's Stake 1,208 18%
Reported NAV 1,306
upside/downside -8%

Source:Concorde's forecast

®  Recommendation: We have increased our 12M target price at RON 1.05 per share mainly
due to our positive view on Petrom. The delay of Hidroelectrica IPO is in line with our
calculation, while we believe that sale of the ENEL assets around NAV would be a
significant goal for Fondul we see low likelihood if the RRR decline to 5%. We maintained
our Buy recommendation. Last but not least, we would like to highlight that our
recommendation and target price might change in the near future due the transfer of
coverage.
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TOP EQUITY HOLDINGS [RON MILLION]

OMV Petrom 2,625 1,858 2,153 2,018 1,637 1,620 1,801
Romgaz 0 0 0 0 0 0 0
BRD 279 301 313 342 276 286 334
Banca Transilvania 12 21 18 0 0 0 0
Nuclearelectrica 135 132 184 175 202 197 233
Alro 89 85 106 123 146 238 277
Conpet 40 41 59 50 55 52 59
Hidroelectrica 3,269 3,384 3,384 3,384 3,384 3,566 3,566
Bucharest Airport 633 761 761 761 761 774 774
Engie Romania 446 453 453 453 453 472 472
ENEL Distribution 1,481 1,430 1,430 1,430 1,430 1,306 1,306
ENEL Energie 141 146 146 146 146 118 118
ELECTRICA 841 877 877 877 752 0 0
Salrom 177 181 181 181 181 233 233
Administratia Maritime 175 216 216 216 216 230 230
Equity Holdings 10,621 10,034 10,428 10,308 9,786 9,278 9,550
Net cash 736 1,394 262 262 820 1,512 289
NAV 11,357 11,427 10,690 10,570 10,606 10,790 9,839
NAV per share 1.17 1.19 1.19 1.22 1.21 1.24 1.33
Price per share 0.80 0.80 0.90 0.87 0.85 0.86 0.93
Discount to NAV -31% -33% -25% -29% -30% -30% -30%

PROFIT AND LOSS [RON MILLION]

Gross dividend 351 353 0 540 724 740 0
Net losses -499 -378 296 159 187 223 310
Impairment losses -43 -122 19 21 36 27 0
Interest income 4 8 6 7 8 12 3
Gain on disposal 926 926 6 0 22 39 0
Other items 22 -110 -4 39 2 332 -1
NOI 761 677 323 766 979 1,372 312
Administration fees -58 -71 -34 -54 -66 -63 -11
OPEX -32 -62 -6 -12 -22 -35 -7
Finance costs 0 0 0 0 0 0 0
Tax expense -101 -97 10 9 16 16 0
Net profit 571 447 293 709 906 1,290 294
Other income -154 101 75 107 46 -85 0
Adj. profit 417 548 368 816 953 1,205 294
EPS 0.04 0.06 0.04 0.09 0.11 0.14 0.04
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DISCLAIMER

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; (ii) 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 (jii) 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.

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 may

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

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

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



| CONCORDE 5

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.
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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.

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.
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