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A pricey bet on the Balkan markets consolidation

We initiate coverage of Zagreb Stock Exchange (ZSE), a micro-cap
(USD 11.2m) company based in Croatia, with a SELL rating and a price
target (PT) of HRK 14.2/share, offering downside of c¢.8.2% to the 20
October closing price. ZSE is a group consisting of the Zagreb Stock
Exchange, the Ljubljana Stock Exchange (LJSE), and a small stake of
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Further acquisitions are likely, in our view, be it an increase of the ownership Relative performance 15%

stake in the MSE or a new acquisition elsewhere in the Balkans. We do not
pencil any acquisitions into our model, however, and choose to remain on the
sidelines, until there is something specific. We note that the acquisition of an
exchange can sometimes prove to be difficult, for political reasons. 16 5 7
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markets, accounts for more than one-quarter; while about 20-24% of the total
revenue comes from data vending and the supply of information; and the rest,
¢.20%, comes from other sources, some rather unconventional, such as OTC
services, and income from seminars, etc. Furthermore, the business is
diversified by the group’s exposure to its SEE Link and Funderbeam SEE
projects. Approximately half of ZSE’s revenues could be considered stable and
non-cyclical, in our view.
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Strong bottom-line growth potential. Given the small scale of the group’s
operations and as it has broken even recently, it is likely, in our view, to show
quite strong growth rates on the bottom line, on the back of more or less flat
expenses compared to the slight top-line growth. We see the 2019-24E
EBITDA CAGR at 28%. The high rate is the result of the operational leverage
of operating expenses remaining relatively flat, coupled with a conservative
revenue CAGR of 2% for the same period.

On P/E and EV/EBITDA multiples, ZSE trades above its peers. Despite the
above, we believe it is trading at expensive multiples currently. On our
estimates, ZSE trades 16.5x and 15.2x our 2021E and 2022E EV/EBITDAs,
respectively, at premiums to its peer group. Our PT brings the company’s
EV/EBITDA multiples into line with, or at a slight discount vs., its peers, which
we see as more reasonable. This justifies our SELL rating, in our view.

Sales EBIT Net Profit EPS P/E EV/EBITDA ROE
(HRK m) (HRK m) (HRK m) (HRK) (x) (x) (%)
23.9 0.4 0.2 0.0 n.m. 37.4 0.5%
25.0 0.4 0.9 0.2 78.7 445 2.3%
26.6 2.3 2.3 05 30.6 15.5 5.6%
2021E 26.1 1.9 2.0 0.4 36.1 16.5 4.5%
2022E 26.6 2.1 2.1 0.5 33.4 15.2 4.7%
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Company snapshot — SELL, PT HRK 14.2

Zagreb Stock Exchange
SELL

Bloomberg ticker
Closing price (HRK)
Price target (HRK)
Upside to PT

Shares outstanding (m)
MCAP (HRK m)

Free float

3MADTV (USD)

52 Week Range (HRK)

zZBCz
15.5

14.2
-8.2%
4.64

72

100%
375
10.2-16.5
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Zagreb Stock Exchange (ZSE) is the central place for securities trading in Croatia.
Today, the exchange is comprised of tw o markets, the Regulated Market and the
Multilateral Trading Facility, and there are more than 150 companies listed. Together
w ith the exchanges in North Macedonia and Bulgaria, ZSE has created SEE LINK, a
company w ith the objective to create a regional infrastructure for securities trading.
ZSE s also a 100% shareholder of the Ljubljana Stock Exchange of Slovenia.

RATIOS & MARGINS

COMPANY FNIANCIALS

VALUATION RATIOS 2018 2019 2020E 2021E 2022E Margins 2018 2019 2020E 2021E 2022f]
PIE (x) n.m. 787 306 361 334 EBITDA margin 6.2% 5.8% 14.9% 13.8% 14.3%
P/IBV (x) 16 18 17 16 15 EBITDA margin - LISE 12.6% 9.9% na. n.a. na.
EV/EBITDA (X) 374 445 155 165 152 EBITDA margin - MSE 36.1% 34.8% n.a. n.a. n.a.
PIFCF (x) n.m. 67.0 383 276 267 EBIT margin 15% -1.7% 8.8% 7.3% 7.9%
Div. yield (%) 0.0% 00% 0.0% 0.0% 0.0% EBIT margin - LISE 43% 2.1% n.a. n.a. n.a.

EBIT margin - MSE 30.5% 29.1% n.a. n.a. n.a.
PER SHARE FIGURES 2018 2019 2020E 2021E 2022E Net margin 08% 38% 88% 7.6% 81%
EPS (HRK) 004 020 051 043 046 Dividend payout 0.0% 0.0% 0.0% 0.0% 0.0%
BVPS (HRK) 852 875 925 968 10.14 ROE 05% 23% 56% 45% 4.7%
DPS (HRK) 000 0.00 000 000 0.00

OTHER DATA

EBITDA (HRK m)

INCOME STATEMENT (HRK m) 2018 2019 2020E 2021E 2022E BALANCE SHEET (HRK m) 2018 2019 2020E 2021E 2022H]
Sales revenue 15.4 15.1 175 16.6 16.8 Property and equipment 12.3 8.6 7.9 7.1 6.2
Other operating income 8.5 9.9 9.2 9.6 9.8 Intangible assets and goodw ill 25 3.0 3.0 3.0 3.0
Total operating revenues 239 25.0 26.6 26.1 26.6 Other non-current assets 25 35 35 35 3.5
Personnel expenses -109 -11.2 -11.2 -111 -111 Total non-current assets 17.3 15.0 14.3 135 12.6
D&A -1.1 -1.9 -1.6 -1.7 -1.7 Trade receivables and other assets 4.0 4.4 4.7 4.6 4.7
Other operating expenses -11.5 -124 -115 -115 -11.7 Financial assets at fair value through P&L 17.7 19.6 20.6 21.6 23.1
Total operating costs -235 -254 -243 -242 -245 Short-term deposits 4.1 15 15 15 1.5
EBITDA 15 15 4.0 3.6 3.8 Cash and cash equivalents 24 7.6 8.9 10.9 12.5
Operating (loss)/profit 0.4 -0.4 2.3 1.9 21 Other current assets 0.5 0.6 0.6 0.6 0.6
Net finance income 0.1 1.4 0.3 0.3 0.3 Total assets 46.0 48.7 50.6 52.7 55.0)
Share of loss of equity - investees -0.1 0.1 0.2 0.2 0.2
Profit before tax 0.3 1.0 2.9 2.4 2.6 Issued share capital 46.4 46.4 46.4 46.4 46.4
Income tax -0.1 -0.1 -05 -0.4 -05 Accumulated loss -21.4 -204 -180 -16.0 -13.9
Profit for the period 0.2 0.9 2.3 2.0 21 Other equity 14.6 145 145 145 14.5
Total equity and reserves 39.5 40.5 42.9 44.9 47.0
Dividends 0.0 0.0 0.0 0.0 0.0 Total non-curent liabilities 0.3 0.9 0.9 0.9 0.9
Dividend payout 0.0 0.0 0.0 0.0 0.0 Trade and other payables 1.9 2.6 2.4 2.4 2.4
Free cash flow 0.0 11 1.9 2.6 2.7 Contractual liabilities and provisions 4.2 4.0 3.7 3.9 3.9
Other non-current liabilities 0.1 0.8 0.8 0.8 0.8]
Total equity and liabilities 46.0 48.7 50.6 52.7 55.0

Profit for the period (HRK m)

2018 2019 2020E 2021E 2022E

Average commissions 0.13% 0.13% 0.13% 0.13% 0.13% 6
Total turnover - ZSE 2,854 2994 3,434 2932 3,017 4
Total market turnover - ZSE 1.22% 1.14% 1.29% 1.10% 1.13% 5
Total turnover - LISE 2,504 2,447 2,956 2,679 2,679 4 3
Total market turnover - LISE 1.01% 0.95% 1.15% 1.04% 1.04% 3

J 5
Liquidity ratio (Current assets / Liabilties) 4.4 4.1 4.7 5.0 5.3 29
Cash and deposits as a % of total assets 17.4% 18.7% 20.5% 23.6% 25.5% 1 1
Cash and deposits as of % of mkt cap 10.8% 12.3% 145% 17.3% 19.5% - I

0 - 0 -
NI A . R AR A R
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Investment case

We initiate coverage of Zagreb Stock Exchange (ZSE) with a SELL rating and a price target (PT)
of HRK 14.2/share, with potential downside of 8.2% to the current share price. While the company
lacks any major triggers currently, we believe that its highly liquid balance sheet and inability to
pay dividends call for M&A activity. ZSE’s M&A appetite was demonstrated recently by the
acquisition of a minority stake in the Macedonian Stock Exchange (MSE). Dividends could be
announced at some point, but only further down the road, in our view. In the meantime, the
group’s top-line diversification and its ability to charge higher fees than we see elsewhere in the
region should help keep the revenue stream largely stable. However, given its rich valuation
compared to its peers, we have decided to recommend to SELL the shares now. We note that an
M&A announcement could change our view, as any scale-increasing activity would have a
positive impact on the company’s investment case.

Highly liquid balance sheet and the inability to pay dividends out call for further M&A activity in
the short term. As is the case with the majority of the stock exchanges in the region, the group’s balance
sheet is very liquid and largely financed by equity. As of the end of 2019, cash and equivalents, such as
deposits, accounted for almost 19% of its total assets. Currently, ZSE carries an accumulated loss and
is therefore unable to pay dividends out. Thus, we see the cash and equivalents’ share on the balance
sheet growing to 25.9% by 2024E. The company also holds a large amount of short-term financial assets
through its P&L. While vertical consolidation seems to be rather unlikely now, we believe that horizontal
expansion and opportunistic M&A are on the table, as the excess liquidity needs to be put to work.
Similarly, the company acquired a minority stake of 5.3% in the MSE recently. Given the group’s strategy,
we believe that increasing its stake in MSE and looking for further M&A targets in the region are both
possible. The group does have the firepower to move quickly, in this regard.

Diversified revenue stream helps the company to keep its top-line stable. Income from
commissions accounts for ¢.27-30% of the group’s revenues, and we expect this to remain largely flat
going forward. Another large amount of income is derived from quotation maintenance, c.26-28%, an
annual fee for the inclusion of the securities on the exchange’s lower-tier markets. While the income from
this source has declined slightly recently, mostly as a result of delistings, the average fee seems to have
increased. We believe that the income from quotation maintenance could increase to HRK 8.0m by
2024E, a CAGR of ¢.4% from 2019. Most of our expected increase is due to the price hike in 2020 vs.
2019. Another large part, ¢.20-24%, is from the supply of information, a fee charged to members of the
exchange for the right to distribute real-time data. The rest are unconventional sources, such as seminars
and certain OTC services. We believe that these other, unconventional resources should grow over time,
albeit slower than the rest, and that their share is likely to decline slightly over our forecast period.

Through multiple projects, the stock exchange is offering trading not only in Croatia, but in the
Balkans in general. Currently, the majority of ZSE’s revenue stream is generated in Croatia and
Slovenia. The company is, however, a 33.33% shareholder in SEE Link, a regional securities trading
platform. The platform was established in 2014 by the Zagreb, Macedonian and Bulgarian stock
exchanges to offer more simple and efficient access to the regional markets. Currently, SEE Link gives
access to a market with a total capitalisation of more than USD 50bn and 1,200 securities as, over the
years, other exchanges have joined. Currently, SEE Link connects the three original stock exchanges,
as well as the Belgrade, Ljubljana, Sarajevo and Banja Luka stock exchanges.

The good cost control of the past couple of years is likely to continue, but large cost cuts are
unlikely now. Following the migration from a more expensive trading IT infrastructure to the cheaper
Xetra system, total operating costs fell quite substantially, to HRK 23.5m in 2018 from HRK 28.4m in
2017. In 2019, total operating costs increased to HRK 25.4m, mostly on the back of an increase in D&A
and an increase in the impairment losses on financial assets. These could be rather short-lived, in our
view, and we believe that the group’s expenses could decline on a yoy basis, even though they may
remain somewhat elevated vs. 2018. A further increase in cost efficiency is possible, in our view,
especially as the LISE will be migrated to a common data warehouse, developed internally by the ZSE.
This should offer some IT cost reductions.

We appreciate the company’s ability to charge relatively high commissions, which offset, at least
partially, the low volumes traded. On our calculations, the group’s average commission is around
0.13%, higher than most of its regional peers. As we do not anticipate high growth rates for the volumes
traded, we expect the average commission to remain largely flat, at least for the foreseeable future. On
our numbers, the commissions earned are likely to show a CAGR of 2% over the period between 2019
and 2024E. Both markets in Zagreb and Ljubljana lack clear triggers in the near future and, despite
higher turnover in absolute terms in Croatia, the equity turnover velocity in Zagreb is consistently lower
than in Ljubljana, giving the Croatian equity market some potential to catch up.
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Rich valuation compared to its peers prevents us from having a more positive stance currently.
The company is trading currently at premiums of 13% and 9% vs. its peers on our 2021E and 2022E
EV/EBITDA multiples, respectively. We see these multiples as rather stretched. On our PT, the company
trades at multiples closer to its peers, at a minor premium of 2% and a discount of 2% on our 2021E and
2022E EV/EBITDAS, respectively, which we would deem more reasonable. Having said that, our PT of
HRK 14.2/share offers downside of ¢.8.2%, so we believe our SELL recommendation is justified. At the
same time, we note that the announcement of an acquisition could play out well for the company’s
investment thesis, as it would increase its scale, margins and, consequently, profits and cash flows,
provided that the acquisition is executed well, at a reasonable price.
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Valuation

To derive the fair value and price target for ZSE’s shares, we use a DCF valuation model. With the
company’s size and liquidity, it is difficult to find easily comparable peers with which to perform peer
valuation. For this reason, we use the peer group only to cross check our PT-implied multiples. The
current share price offers downside of ¢.8.2% to our PT, resulting in our SELL recommendation on
the shares.

Zagreb Stock Exchange: valuation summary

ZB CZ Equity

Discounted cash flow (100%) 14.2
Current price 15.5
Potential upside -8.2%

Source: WOOD Research, Bloomberg

Discounted cash flow valuation

In our discounted cash flow (DCF) model, we assume a risk free rate and an equity risk premium of
5.0%, combined with a beta of 0.8x. Furthermore, we assume a long-term growth rate of 3.0% for the
terminal value.

Zagreb Stock Exchange: WACC calculation

WACC
Risk free rate 5.0%
Market risk premium 5.0%
Market return 10.0%
Beta 0.80
Cost of equity 9.0%
Cost of debt pre-tax 6.0%
Marg. tax rate 16.0%
Cost of debt after tax 5.0%
Weight k(e) 100.0%
Weight k(d) 0.0%
WACC % 9.0%
Source: WOOD Research
Zagreb Stock Exchange: DCF valuation
2019 2020E 2021E 2022E 2023E 2024E
Adj. EBIT -0.4 2.3 1.9 2.1 3.2 34
Tax rate -18% -18% -18% -18% -18%
NOPAT -0.4 1.9 1.6 1.7 2.6 2.8
Depreciation & amortization 1.9 1.6 1.7 1.7 17 1.6
Changes in working capital -0.5 0.7 -0.2 -0.1 0.0 0.0
CAPEX -0.9 -0.9 -0.9 -0.8 -0.8 -0.8
Free cash flow 11 1.9 2.6 2.7 3.5 3.6
growth yoy n.a. 39% 3% 30% 4%
Time adjustment for the valuation date 0.2 1.2 2.2 3.2 4.2
Discount factor 1.0 0.9 0.8 0.8 0.7
Discounted free cash flow 1.8 2.3 2.2 2.6 25
Sum 11.6
Long term growth rate 3%
Residual value at horizon 62.3
PV of residual value 39.8
Net debt 9.1
EV 60.5
Number of shares (m) 4.6
Fair value of ZSE’s share 13.0
Price target 14.2

Upside

Valuation date
Fiscal year end
Time adjustment

-8%

20 October 2020
31 December 2020
0.20

Source: WOOD Research
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Sensitivity analysis of our model

To provide more colour on our PT, below, we show the sensitivity analysis of our DCF model to the
different levels of WACC and the terminal growth rate.

Sensitivity analysis of equity value per share from our DCF model

Long-term growth rate

2.0% 2.5% 3.0% 3.5% 4.0%

7.0% 13.7 14.5 15.3 16.3 17.5

8.0% 13.3 13.9 14.7 15.7 16.8

WACC 9.0% 12.8 13.5 14.2 15.1 16.2
10.0% 12.4 13.0 13.7 14.6 15.6

11.0% 12.0 12.6 13.3 14.1 15.1

Source: WOOD Research

Peer valuation summary

On EV/EBITDA, Zagreb Stock Exchange trades currently at 16.5x and 15.2x, on our 2021E and 2022E
EBITDA estimates. Furthermore, on our numbers, its current P/E multiples for 2021-22E are 36.1x and
33.4x, respectively. We see such high multiples as rather stretched. In our view, multiples in line with
our selected peer group (please see the next page for details), or even a slight discount, would be more
justified. Our PT brings the EV/EBITDA multiples down to 14.9x and 13.6x, respectively, a premium of
2% on the 2021E multiple and a discount of 2% on the 2022E multiple. Furthermore, the company is not
paying out a dividend at this time and we do not expect this to change within our forecast period. All of
the above, in our view, supports our SELL recommendation on the stock.
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Peer valuation table as of 20 October 2020

Last px Market cap P/E EV/EBITDA Div yield

Icl (USD) 2020E 2021E 2022E 2020E 2021E 2022E 2020E 2021E 2022E
Hong Kong Exchanges 367.0 60,757 425 36.6 32.6 24.1 20.6 17.6 2.1% 2.4% 2.7%
CME Group Inc 163.1 58,499 23.6 235 221 18.1 17.9 16.6 3.9% 4.1% 4.6%
Intercontinental Exchange 100.0 54,262 221 20.6 19.1 16.2 14.6 13.9 1.2% 1.3% 1.4%
London Stock Exchange 8758.0 39,980 42.0 325 29.2 26.0 19.0 18.4 0.9% 1.0% 1.1%
Deutsche Boerse 141.7 31,917 22.7 22.2 20.4 14.8 14.3 13.2 2.1% 2.2% 2.5%
BM&Fbovespa 57.9 21,268 27.0 25.7 23.7 18.4 17.2 15.7 3.8% 4.0% 4.0%
Nasdaq 129.0 21,188 21.4 21.4 20.2 15.5 15.2 14.0 1.5% 1.6% 1.6%
ASX 82.8 11,251 31.9 33.0 32.0 19.6 14.0 13.2 2.8% 2.7% 2.8%
Singapore Exchange 9.2 7,171 21.5 225 222 14.3 14.6 14.0 3.5% 3.5% 3.6%
TMX Group 135.7 5,868 23.7 22.3 19.6 16.2 15.3 13.9 2.0% 2.1% 2.3%
Moscow Stock Exchange* 146.3 4,318 14.4 145 13.0 7.1 7.1 6.2 5.9% 5.9% 6.5%
Bolsas Y Mercados Espanoles 33.0 3,270 n.a. n.a. n.a. n.a. n.a. n.a. 3.2% 3.1% 3.2%
Bursa Malaysia 9.0 1,736 23.2 28.0 28.9 15.8 18.9 19.6 3.9% 3.3% 3.1%
Warsaw Stock Exchange* 48.0 524 15.3 16.2 15.1 10.9 11.8 11.4 5.0% 5.2% 5.4%
NZX 1.8 317 28.7 27.8 243 141 13.4 12.4 3.5% 3.6% 4.1%
Hellenic Exchanges 2.7 193 30.7 24.0 16.6 7.5 6.7 5.1 5.7% 6.1% 8.0%
Bucharest Stock Exchange* 23.0 45 17.1 18.4 27.6 12.7 17.1 39.7 5.7% 5.1% 4.3%
Zagreb Stock Exchange 15.5 11 30.6 36.1 334 15.5 16.5 15.2 0.0% 0.0% 0.0%
Zagreb Stock Exchange PT 14.2 10 28.1 33.2 30.7 14.0 14.9 13.6 0.0% 0.0% 0.0%
Median 23.6 235 221 15.8 14.6 13.9 3.3% 3.2% 3.1%
Current (discount)/premium 29% 53% 51% -2% 13% 9% -3.3ppts -3.2ppts -3.1ppts
(Discount)/premium on PT 19% 41% 39% -11% 2% -2% -3.3ppts -3.2ppts -3.1ppts

Source: WOOD Research, Bloomberg; *WOOD Research estimates used instead of the Bloomberg consensus
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Risks

Market risk

The exchange’s revenues are extremely sensitive to trading volumes. A delay in IPOs, an economic
downturn, and longer-term price declines can all have a negative impact on Zagreb Stock Exchange’s
trading volumes, revenues and, consequently, the profit it reports.

Low scale of operations

The company’s scale is very low. With costs remaining relatively flat over our forecast period, a slight
movement in revenues, to both the upside as well as the downside, can have quite large consequences
for the margins and the bottom line.

Ownership limit

The company has a 10% ownership limitin place. For a stake higher than 10% to be acquired, regulatory
approval is needed. This may create some corporate governance issues, as complete control of the
exchange would be difficult to achieve.

Low liquidity of the group’s shares

The trading volumes for Zagreb Stock Exchange’s shares are too low (below USD 1,000/day), which
increases the risk of the investment.

COVID-19 pandemic

At this stage, it is difficult to estimate and quantify the effect of the current crisis on the country’s
economy, politics and business. While we have pencilled a number of COVID-19 related effects into our
model, the uncertainty remains high. Increased volatility would be positive for volumes, but long-lasting
uncertainty and effects could have negative implications for the company.

Interest rate and capital markets risk

The excess liquidity on the company’s balance sheet is invested currently into open-ended money
market and bond investment funds, and carries these investments at fair value. While the company does
diversify its portfolio by investment in different funds and via different asset management companies,
there is a risk that such investment could lose in terms of value, and influence not only the asset size of
the balance sheet, but also the financial result.
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Brief overview of the results reported for 3Q20

On 19 October, ZSE reported its 3Q20 results. The trend of lower trading activity, which began in the
second quarter, following quite a good first quarter, continued in the third quarter as well. The stock
turnover in 3Q in Zagreb declined by 27% goq and 56% yoy; while, in Ljubljana, the stock turnover
declined by 29% gog. The activity in the bonds market on both exchanges declined as well.

On a yoy basis, this is explained partly by the higher basis, due to the higher turnover of the Kras shares
last year, in September 2019, on the back of the takeover process. The decline compared to the second
quarter is explained partially by the increased trading activity, due to COVID-19, as the highest turnovers
were recorded in March and April 2020. This resulted in the top line declining by 8% qoq and 7% yoy, to
HRK 5.7m.

Zagreb Stock Exchange: quarterly revenues, operating income & EBITDA (HRK m)
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Source: WOOD Research, Zagreb Stock Exchange

Good cost control helped to more than offset this, however, at least on a goq basis. Total operating
expenses fell by 13% qoqg and 5% yoy, resulting in operating profit of HRK 0.4m (+327% qoq, but
-31% yoy). At the EBITDA level, the company reported HRK 0.9m, up 49% qog, but 14% lower yoy.

The net profit for the period came in at HRK 0.7m, supported by HRK 0.4m in income from
financial assets.
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Zagreb Stock Exchange: 3Q20 results review

(HRK m) 3Q19 4Q19 1Q20 2Q20 3Q20 goq yoy
Sales revenue 4.0 4.3 5.6 4.4 4.1 -6% 3%
Other operating income 2.2 3.2 2.0 1.9 1.6 -14% -26%
Total operating income 6.1 7.5 7.6 6.2 5.7 -8% -7%
Total operating expenses -5.6 -7.3 -5.9 -6.2 -5.3 -13% -5%
Operating (loss)/profit 0.5 0.2 1.7 0.1 0.4 327% -31%
EBITDA 1.0 0.7 2.1 0.6 0.9 49% -14%
EBITDA margin 16.4% 9.6% 28.2% 9.3% 15.2%

Net finance income 0.2 -0.1 -0.7 0.3 0.4 18% 88%
Share of loss of equity-accounted investees 0.0 0.0 0.1 0.0 0.0 -52% n.m.
Profit before tax 0.8 0.2 1.0 0.4 0.7 96% -6%
Income tax 0.0 -0.1 -0.1 -0.2 0.0 -78% n.m.
Profit for the period 0.8 0.1 0.9 0.2 0.7 247% -10%
Zagreb:

Stocks turnover 827 555 1,031 502 365 -27% -56%
Bonds turnover 50 154 81 49 38 -22% -24%
Equity block turnover 75 188 273 32 31 -3% -59%
Debt block turnover 0 0 0 0 0

Ljubljana:

Stocks turnover 133 97 69 -29% n.a.
Bonds turnover 1 n.a. n.a.
Commercial papers 0 0 n.a. n.a.
Total assets 47.8 48.7 51.6 51.0 51.2 0% 7%
Cash & cash equivalents 5.1 7.6 10.0 8.1 9.3 16% 83%
Total equity 40.3 40.5 41.9 42.0 42.7 2% 6%
ROE (ttm) 2.6% 2.4% 4.5% 4.9% 4.6%

Source: WOOD Research, Zagreb Stock Exchange
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Financial forecasts

Volumes traded, average commissions and other revenues

Both Croatia and Slovenia saw COVID-19 pandemic induced volatility in the first half of 2020. Since
then, however, the volumes have declined to levels similar to their long-term trends. We have adjusted
the trend lines for the COVID-19 volatility, using a linear forecast on the trends prior to the pandemic.
While a second wave could cause another upsurge in volumes, we believe we are not likely to see similar
levels to those earlier this year. Thus, we forecast equity volumes in line with the trendlines shown in the

charts below.

In both cases, however, we expect the total turnover to grow, supported also by the fixed income market
segments. In Zagreb less so, as the market has remained quite active over the past couple of preceding
years. In Ljubljana, however, the velocity of the fixed income segment has neared 0.04% in the past four
years, despite the number of listed instruments doubling in 2018 vs. 2017. Thus, we believe that a certain
increase in activity is due, and we pencil this into our model.

Daily turnover of CRO and SBITOP indices & WOOD turnover assumptions

ZSE: daily turnover — 3M rolling avg (HRK '000)

LSJE: daily turnover — 3M rolling avg (EUR '000)
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Assuming a flat commission of 0.13% over our forecast period, such volumes could, in our view, generate
a revenue stream of HRK 8.2m in 2020E and HRK 7.2m in 2021E, which should rise gradually, to
HRK 7.6m by 2024E, a CAGR of 2% between 2019 and 2024E.

Following a price increase, which should be felt this year already, we assume that both the income from
quotation maintenance and from quotation fees will rise. The CAGR of 4% that we assume for both lines
between 2019 and 2024E is mostly the result of the price increase this year. The annual increases for
the remainder of our forecast period are lower, while we also assume modest annual increases of ¢.2%
in membership fees. The other operating income consists of the income from the supply of information,
which we assume will increase more or less the same as total turnover, and other income, which we
forecast to remain flat during our forecast period.

The total revenue CAGR in the same period, i.e., between 2019 and 2022E, lands at 2%. This is the
result of no large and immediate triggers in sight. A large part of our thesis is based on the M&A story,
which is difficult to predict. Thus, we have decided to remain conservative and stay on the sidelines, until
something actual and specific is announced, and we do not pencil this into our model.
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WOOD'’s revenue forecasts and assumed commission income (HRK m)
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Operating costs and profit

On the costs side, we do not anticipate much pressure going forward, and we believe the group’s
operating costs could remain largely flat. While we assume a very negligible increase in the cost base
annually, its growth rates stay below the levels that we assume for the top line. Therefore, in our view,
the company’s margins should see a continuous upward trend.

Currently, ¢.43.9% of the total operating expenses are allocated to personnel costs. We believe that both
their share of the total operating expenses, as well as their absolute amount, should remain relatively
flat over our forecast period. While we anticipate very minor salary inflation, we believe that there could
be a slight decline in the headcount, too, which should help to offset it.

All-in-all, our cost assumptions result in a CAGR of total operating expenses of -0.8% between 2019 and
2024E. The negative rate is a result of a higher base of expenses in 2019 vs. the previous years. Due
to the low scale of operations and a cost base that stays more or less flat, the margins are likely to see
quite an increase, which would be reflected in the company’s total operating income and EBITDA levels.

Operating costs and WOOD'’s estimates (HRK m)
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Net income

For 2020E, we expect the company to increase its net income to HRK 2.3m, from HRK 0.9m in 2019,
mostly on the back of the increased volatility from the beginning of the year. In that respect, the net
income in 2021E could fall to HRK 2.0m, in our view. From then onwards, we anticipate the net income
to increase gradually, to as much as HRK 3.2m in 2024E.

Its net income is also supported by financial income. The excess liquidity is invested currently into assets
held fair value through the P&L. In our view, the group’s income from such financial assets could average
around HRK 0.3m annually over our forecast period.
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WOOD'’s estimates of net income and ROE (HRK m)
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Ljubljana Stock Exchange and Macedonian Stock Exchange

Ljubljana Stock Exchange

The Zagreb Stock Exchange (ZSE) acquired a 100% stake in Ljubljana Stock Exchange (LJSE) in late-
2015 and, as of 2019, the subsidiary accounted for as much as 43.7% of the group’s total revenues. In
the period between 2016 and 2019, the company managed to grow its revenues only slightly, at a CAGR
of 1.14%, while its total costs have grown 2% annually over the same period, which suppressed the
margins and overall profitability. Despite this, Ljubljana Stock Exchange remains margin accretive and
strengthens the group’s income statement. Both exchanges share similar development paths, as well as
a similar financial framework.

LJSE has been margin-accretive since the acquisition, and we expect this to continue to for some time,
across our forecast period. There are further synergies, albeit small, to be found, in our view, especially
as LJSE is in the process of migrating its data to ZSE'’s internally developed data centre, which could
save some IT costs.

Margins could be supported further by an increase in trading volumes. While the trend in volumes traded
on the exchange has remained largely flat over the past two years, as shown in one of the charts on
page 10 of this report, the trend also seems to have been increasing slightly since the beginning of
January 2019, even when adjusted for the COVID-19 related volatility. We anticipate this trend continuing
going forward, and we reflect this in our estimates.

Ljubljana Stock Exchange: historical numbers

(EUR) 2015 2016 2017 2018 2019
Share capital 1,400,893 1,400,893 1,400,893 1,400,893 1,400,893
Total capital 2,286,827 2,376,378 2,591,903 2,471,796 2,442,112
Total assets 2,642,682 2,654,468 2,939,649 2,771,539 2,752,688
Total revenue 1,493,896 1,421,246 1,445,485 1,453,553 1,470,623
- fee & commission income 516,571 502,011 464,127 503,905 436,776
- other income 977,325 919,235 981,358 949,648 1,033,847
Total costs 1,579,384 1,355,835 1,352,242 1,390,127 1,439,080
- labour costs 758,576 546,430 615,491 617,626 607,566
- other costs 820,808 809,405 736,751 772,501 831,514
EBITDA 68,830 137,390 166,103 183,454 145,334
EBIT -90,445 63,427 88,421 62,632 30,368
Profit or loss before tax -85,488 65,411 93,243 63,425 31,543
Income tax and deferred tax -10,684 24,140 -13,924 -16,541 -9,212
Net profit or loss for the financial year -96,172 89,551 79,319 46,885 22,331
Number of shares 33,571 33,571 33,571 33,571 33,571
EPSin EUR -2.86 2.67 2.36 1.40 0.67
DPS in EUR 0.00 0.00 5.03 1.69 0.00
Book value per share in EUR 68.12 70.79 77.21 73.63 72.74
Number of employees

Year end 10 12 14 13 13
Average 10 10 12 12 11
EBITDA margin 4.6% 9.7% 11.5% 12.6% 9.9%
EBIT margin -6.1% 4.5% 6.1% 4.3% 2.1%
Net income margin -6.4% 6.3% 5.5% 3.2% 1.5%
Dividend payout 0.0% 0.0% 212.9% 121.0% 0.0%
ROE 3.8% 3.2% 1.9% 0.9%
Equity to total assets 86.5% 89.5% 88.2% 89.2% 88.7%

Source: WOOD Research, Zagreb Stock Exchange, Ljubljana Stock Exchange

Macedonian Stock Exchange

While the company has acquired only a relatively small stake in the Macedonian Stock Exchange of
5.3%, we believe the new subsidiary could be value-accretive. Macedonian Stock Exchange turned
profitable on the bottom line in 2017, after two years of reporting a negative bottom line. In 2018 and
2019, ZSE’s most recent acquisition reported net profit of MKD 15.8m (HRK 1.9m) and MKD 13.5m
(HRK 1.6m), respectively.
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Despite being quite small, the stock exchange has been highly profitable in the past two years, with its
ROEs at 10.5% and 8.4% for 2018 and 2019, respectively. As the table below shows, the profitability of
the Macedonian Stock Exchange is even superior to that of Ljubljana Stock Exchange. Due to the small
stake acquired, the investment has not been consolidated. It should, however, support ZSE’s bottom
line, even if only marginally, in our view.

We appreciate ZSE’s M&A strategy, especially as, currently, the company is unable to pay dividends
out, and other growth opportunities are either too slow in coming or otherwise impossible. We understand
that the company, if there is such an opportunity, would be open to further acquisitions in the region,
including increasing its stake in the Macedonian Stock Exchange. In our view, any acquisition that would
help to increase the scale of ZSE’s business should, at this stage, be value accretive, provided the
acquisition is reasonably priced.

Macedonian Stock Exchange: historical numbers

(MKD) 2015 2016 2017 2018 2019
Share capital 103,497,760 103,497,760 103,497,760 103,497,760 103,497,760
Total equity 139,537,534 139,472,529 143,392,442 159,238,472 162,731,719
Total assets 142,543,805 141,301,412 146,899,956 163,220,051 167,179,853
Total revenue 29,044,255 30,383,392 37,635,072 56,502,865 52,053,013
- fee & commission income 21,959,627 23,438,082 28,413,340 45,247,364 38,040,054
- other income 7,084,628 6,945,310 9,221,732 11,255,501 14,012,959
Total costs 34,000,919 30,448,398 33,500,844 39,263,100 36,887,526
- labour costs 12,513,662 12,030,045 12,867,235 14,848,372 15,632,543
- other costs 21,487,257 18,418,353 20,633,609 24,414,728 21,254,983
EBITDA -1,502,287 3,068,481 7,353,693 20,399,805 18,121,052
EBIT -4,956,664 -65,006 4,134,228 17,239,765 15,165,487
Income tax and deferred tax 0 0 214,316 1,393,735 1,621,039
Net profit or loss for the financial year -4,956,664 -65,006 3,919,912 15,846,030 13,544,448
EBITDA margin -5.2% 10.1% 19.5% 36.1% 34.8%
EBIT margin -17.1% -0.2% 11.0% 30.5% 29.1%
Net income margin -17.1% -0.2% 10.4% 28.0% 26.0%
ROE 0.0% 2.8% 10.5% 8.4%
Equity to total assets 97.9% 98.7% 97.6% 97.6% 97.3%
Source: WOOD Research, Macedonian Stock Exchange
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Company description

Zagreb Stock Exchange was established in 1907. Following multiple interruptions during the two World
Wars, and when the Socialist regime took over in Croatia, the Zagreb Stock Exchange was finally
reopened again in 1991 by two insurance companies and 25 banks, which were the initial members of
the exchange. Since then, this number has increased to more than 40.

In March 2007, the Varazdin Stock Exchange merged into the Zagreb Stock Exchange, forming a single
Croatian capital market. In late-2015, the acquisition of the Ljubljana Stock Exchange was finalised,
bringing new financial opportunities. Following the acquisition of LISE, the group started expanding its
portfolio through projects such as the SEE Link, as well as Funderbeam SEE (please see the Business
model below for more details). In 2019, the company also acquired a minority stake of 5.3% in the
Macedonian Stock Exchange.

Currently, the top three shareholders are RR ONE Capital, FINA and PBZ CO OMF, with each holding
a €.9.99% stake. We note that a shareholder can acquire 10% or more only with approval from
the regulator.

The exchange runs a number of indices, with the CROBEX Index serving as the Croatian benchmark.
Other indices include CROBEX10, CROBEXprime, and CROBEXindustrija, among others.

ZSE’s group structure and other data

/N

and ZAGREBACKA BURZA

./ Zagreh Stock Excha nge

s =~

100%
LJUBLJANSKA BORZA & | H—- / “ MACEDONTAN
— 0 SEE link | funderbeam | » STOCK
LIUBLJANA Stock Exchange o EXCHANGE
Connecting markets SEE
Revenue breakdown (2019) ZSE stock price performance (HRK)
18
it |
Other 14 \
operating Commissions a nu
income 28% 12 —'-’u\_,
40%
10
i 8
Memb. fees Quotation
2% maintaining E I NN
26% F S FEE RS » & & of

Quotation fee
4%

ZB CZ Equity CRO Index (rebased)

Source: Zagreb Stock Exchange, WOOD Research, Bloomberg

Business model and top line diversification

Zagreb Stock Exchange has a relatively well-diversified business model. In 2019, 28% of the company’s
total revenue was generated by commissions, while 26% of the total streamed from quotation
maintenance, a fee charged to issuers in lower-tier markets. The quotation fees and membership fees
accounted altogether for ¢.6% of the total, while the other operating income accounted for ¢.40%. The
largest part of the other operating income, ¢.61%, is generated by data vending services.

As is the case with other stock exchanges, a relatively flat cost base creates operating leverage. If
volumes or revenues in general rise, the company’s margins, profits and cash flows tend to rise
with them.
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SEE Link

SEE Link was established by the Bulgarian, North Macedonian and Zagreb Stock Exchanges in May
2014. Currently, Zagreb Stock Exchange holds a 33.33% equity stake in the platform. The purpose was
to establish a regional trading infrastructure for these three markets. The project has earned the support
of the EBRD as well.

In 2016, the Belgrade and Ljubljana Stock Exchanges joined the platform, with the Banja Luka and
Sarajevo Stock Exchanges joining a year later.

The platform also runs its independent indices, most notably the SEE LinX and SEE LinX EWI, which
create more visibility and transparency for the capital markets in the region.

Funderbeam SEE

The idea behind Funderbeam SEE is the belief that the stock market should serve as a financial hub for
companies in all stages of growth. In October 2016, Funderbeam was presented by the ZSE as a new
model of financing for start-ups. It is a small, crowdfunding platform. Following the purchase of a further
10% stake on 7 July 2020, ZSE holds 30% of the total equity of Funderbeam SEE.

Key management figures
Ivana Gazi¢, President of the Management Board

Ivana graduated from the Faculty of Economics and Business at the University of Zagreb in 1997 and
earned her degree in Finance. She has also gained an Executive MBA degree from the International
Executive Development Center Bled (Slovenia) in 2001. Prior to joining ZSE, Ivana worked for multiple
institutions, such as Pliva plc, Lura plc, and Societe Generale — Splitska Bank. Since May 2010, she has
been the President of Management Board of ZSE.

Tomislav Gra¢an, Member of the Management Board

Tomislav graduated from the Faculty of Law at the University of Zagreb in 1997, and gained an Executive
MBA degree from the Cotrugli Business School in 2012. Prior to ZSE, Tomislav worked as a legal advisor
at the municipal court in Burdevac. He then transferred to Zagrebacka Banka. He also worked as a
consultant for Dioki Inc and as a legal advisor for the board of HVB Leasing Croatia and Hypo-Leasing
Ltd. Since May 2010, Tomislav has been a Member of the Management Board of ZSE. He is also a
Member of the Supervisory Board of Ljubljana Stock Exchange.
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Financials

Income statement

(HRK m) 2015 2016 2017 2018 2019 2020E 2021E 2022E 2023E 2024E
Sales revenue 10.4 15.4 15.9 15.4 15.1 17.5 16.6 16.8 17.3 17.5
Other operating income 4.1 8.8 8.4 8.5 9.9 9.2 9.6 9.8 10.2 10.4
Total operating revenues 14.5 24.2 24.2 23.9 25.0 26.6 26.1 26.6 27.5 27.8
Personnel expenses -6.0 -9.8 -10.9 -10.9 -11.2 -11.2 -11.1 -11.1 -10.9 -11.0
D&A -1.8 -1.8 -1.8 -1.1 -1.9 -1.6 -1.7 -1.7 -1.7 -1.6
Other operating expenses -10.3 -16.9 -15.7 -11.5 -12.4 -11.5 -11.5 -11.7 -11.8 -11.8
Total operating costs -18.0 -28.6 -28.4 -23.5 -25.4 -24.3 -24.2 -24.5 -24.3 -24.4
EBITDA -1.7 -2.5 2.4 15 15 4.0 3.6 3.8 4.8 5.0
Operating (loss)/profit -3.5 -4.4 -4.2 0.4 -0.4 2.3 1.9 2.1 3.2 3.4
Net finance income 0.4 0.4 0.6 0.1 14 0.3 0.3 0.3 0.3 0.3
Share of loss of equity - accounted investees 0.0 0.0 -0.1 -0.1 0.1 0.2 0.2 0.2 0.2 0.2
Profit before tax -3.1 -4.0 -3.6 0.3 1.0 2.9 24 2.6 3.7 3.9
Income tax 0.0 0.2 -0.1 -0.1 -0.1 -0.5 -0.4 -0.5 -0.7 -0.7
Profit for the period -3.1 -3.8 -3.8 0.2 0.9 2.3 2.0 2.1 3.0 3.2
Source: WOOD Research, Zagreb Stock Exchange

Balance sheet

(HRK m) 2015 2016 2017 2018 2019 2020E 2021E 2022E 2023E 2024E
Property and equipment 10.8 10.7 14.2 12.3 8.6 7.9 7.1 6.2 53 45
Intangible assets and goodwill 5.2 4.0 2.9 25 3.0 3.0 3.0 3.0 3.0 3.0
Other non-current assets 1.0 1.0 2.9 25 35 35 35 35 35 35
Total non-current assets 17.0 15.7 20.0 17.3 15.0 14.3 13.5 12.6 11.7 10.9
Trade receivables and other assets 2.9 3.9 3.2 4.0 4.4 4.7 4.6 4.7 4.9 4.9
Financial assets at fair value through profit or loss 5.3 8.1 18.2 17.7 19.6 20.6 21.6 23.1 25.6 28.1
Short-term deposits 17.0 6.5 2.6 4.1 15 15 15 15 15 15
Cash and cash equivalents 11.3 15.1 1.8 2.4 7.6 8.9 10.9 12.5 14.0 15.5
Other current assets 35 3.9 0.5 0.5 0.6 0.6 0.6 0.6 0.6 0.6
Total assets 56.9 53.4 46.4 46.0 48.7 50.6 52.7 55.0 58.2 61.5
Issued share capital 46.4 46.4 46.4 46.4 46.4 46.4 46.4 46.4 46.4 46.4
Accumulated loss -13.8 -17.6 -21.4 -21.4 -20.4 -18.0 -16.0 -13.9 -10.8 -7.6
Other equity 14.0 13.8 14.9 14.6 14.5 14.5 145 145 145 145
Total equity and reserves 46.5 42.5 39.9 395 40.5 42.9 44.9 47.0 50.1 53.3
Total non-current liabilities 0.1 0.2 0.3 0.3 0.9 0.9 0.9 0.9 0.9 0.9
Trade and other payables 6.0 6.5 2.9 1.9 2.6 2.4 2.4 2.4 2.4 2.4
Contractual liabilities and provisions 0.0 0.0 0.0 4.2 4.0 3.7 3.9 3.9 4.1 4.2
Other non-current liabilities 4.3 4.1 33 0.1 0.8 0.8 0.8 0.8 0.8 0.8
Total equity and liabilities 56.9 53.4 46.4 46.0 48.7 50.6 52.7 55.0 58.2 61.5
Source: WOOD Research, Zagreb Stock Exchange
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Cash flow statement

(HRK m) 2015 2016 2017 2018 2019 2020E 2021E 2022E 2023E 2024E
Profit for the year -3.1 -4.0 -3.8 0.2 0.9 2.3 2.0 21 3.0 3.2
D&A of fixed assets 18 1.8 18 11 19 16 1.7 1.7 17 16
Interest income -0.3 -0.3 -0.1 -0.1 -0.2 -0.3 -0.3 -0.3 -0.3 -0.3
Corporate income tax expense 0.0 0.2 -0.1 0.1 0.1 0.5 0.4 0.5 0.7 0.7
Other 0.4 0.9 15 -0.3 -1.2 0.0 0.0 0.0 0.0 0.0
Net cash from operations before changes in WC -1.2 -1.4 -0.7 1.1 15 4.1 3.8 4.0 5.0 5.2
Changes in working capital:

Change in trade, other receivables -0.3 -0.6 1.2 -0.6 -0.2 -0.3 0.1 -0.1 -0.2 -0.1
Change in trade, other payables 3.6 0.7 -3.5 -1.0 0.1 -0.2 0.0 0.0 0.0 0.0
Change in prepaid expenses -2.9 -0.4 3.4 0.0 -0.2 0.0 0.0 0.0 0.0 0.0
Corporate income tax paid 0.0 -0.1 0.0 0.0 0.0 -0.5 -0.4 -0.5 -0.7 -0.7
Other 0.1 -1.3 -1.8 0.6 0.3 -0.3 0.2 0.1 0.2 0.1
Net cash from operations -0.7 -3.0 -1.4 0.1 15 2.9 3.6 3.6 4.4 4.5
Purchase of financial instruments 0.0 0.0 -9.6 -1.1 -2.6 -1.0 -1.0 -1.5 -2.5 -2.5
Interest received 0.2 0.6 0.1 0.1 0.2 0.3 0.3 0.3 0.3 0.3
Other -3.8 6.3 -2.0 1.6 6.8 -0.9 -0.9 -0.8 -0.8 -0.8
Net cash from investing activities -3.6 6.9 -11.6 0.6 4.5 -1.6 -1.6 -2.0 -3.0 -3.0
Net cash inflows from financing activities 14.9 0.0 -0.2 -0.1 -0.8 0.0 0.0 0.0 0.0 0.0
Total cash flows 10.5 3.9 -13.2 0.6 5.2 13 2.0 1.6 14 16
Cash at the beginning of the period 0.7 11.3 15.1 1.8 2.4 7.6 8.9 10.9 12.5 14.0
Cash at the end of the period 11.2 15.2 1.9 2.4 7.6 8.9 10.9 12.5 14.0 15.5
Free cash flow -5.0 -6.8 0.0 11 1.9 2.6 2.7 35 3.6
Source: WOOD Research, Zagreb Stock Exchange

Other data

Margins & profitability (%) 2015 2016 2017 2018 2019 2020E 2021E 2022E 2023E 2024E
EBITDA margin -11.7%  -105%  -9.9% 6.2% 58% 14.9% 13.8% 143% 17.6% 18.1%
EBIT margin -24.0% -18.0% -17.3% 1.5% -1.7% 8.8% 7.3% 7.9% 11.5% 12.3%
Net margin -21.6% -15.6% -15.5% 0.8% 3.8% 8.8% 7.6% 81% 11.0% 11.6%
Dividend payout 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
ROE n.a. -8.5%  -9.1% 0.5% 2.3% 5.6% 4.5% 4.7% 6.2% 6.3%
Per share data (x) & multiples

Shares outstanding (m) 4.2 4.6 4.6 4.6 4.6 4.6 4.6 4.6 4.6 4.6
Year-end share price (HRK) 15.2 16.1 10.9 16.0 15.9 15.5 15.5 15.5 15.5 15.5
Average price per share (HRK) n.a. 15.6 13.5 13.4 16.0 15.5 15.5 15.5 15.5 15.5
EPS (HRK) -0.7 -0.9 -0.8 0.0 0.2 0.5 0.4 0.5 0.7 0.7
BVPS (HRK) 11.0 9.2 8.6 8.5 8.7 9.3 9.7 10.1 10.8 115
DPS (HRK) 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
FCF per share (HRK) n.a. -1.1 -1.5 0.0 0.2 0.4 0.6 0.6 0.8 0.8
P/E (x) n.a. n.m. n.m. 327.9 78.7 30.6 36.1 33.4 23.8 22.2
P/BV (x) n.a. 17 1.6 1.6 18 17 1.6 15 14 13
EV/EBITDA (x) n.a. n.m. n.m. 37.4 44.5 15.5 16.5 15.2 11.7 10.9
P/FCF (x) n.a. n.m. n.m. n.m. 67.0 38.3 27.6 26.7 20.6 19.8
Div. yield (%) n.a. 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Source: WOOD Research, Zagreb Stock Exchange
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Important disclosures

This investment research is published by WOOD & Company Financial Services, a.s. (“WOOD&Co”) and/or one of its branches who are authorised and
regulated by the Czech National Bank (CNB) as Home State regulator and in Poland by the Polish Financial Supervision Authority (KNF), in Slovakia by the
National Bank of Slovakia (NBS), in Italy by the Companies and Stock Exchange Commission (CONSOB) and in the UK by the Financial Conduct Authority
(FCA) as Host State regulators.

This investment research was prepared by WOOD&Co with financial assistance from Taipei China through the TaiwanBusiness EBRD Technical Cooperation
Fund managed by the European Bank for Reconstruction and Development (“‘EBRD’). Neither EBRD nor Taipei China has had any editorial rights or other
influence on the content of this investment research. Neither EBRD nor Taipei China makes any representation or warranty or assumes any responsibility or
liability in relation to the contents of this investment research or reliance thereon. The views expressed in this investment research are those of WOOD&Co
and can in no way be taken to reflect the official opinion of EBRD or of Taipei China. EBRD may, as of the date hereof or in the future, have an investment
in, provide other advice or services to, or otherwise have a financial interest in, certain of the companies and parties contained or named in this investment
research or in their affiliates.

This investment research was completed on 21/10/2020 at 14:45 CET and disseminated on 22/10/2020 at 07:30 CET.

WOOD&Co’s rating and price target history for Zagreb Stock Exchange in the preceding 12-month period:
[ Date | Rating | Date [ PT |
| 22/10/2020 SELL — initiation of coverage | 22/10/2020 | HRK14.2 |

A history of all WOOD&CO0’s investment research disseminated during the preceeding 12-month period can be accessed via our website at
https://research.wood.com.

The meanings of recommendations made in WOOD&CO0’s investment research are as follows:

BUY: The stock is expected to generate total returns of over 15% during the next 12 months as measured by the price target.

HOLD: The stock is expected to generate total returns of 0-15% during the next 12 months as measured by the price target.

SELL: The stock is expected to generate a negative total return during the next 12 months as measured by the price target.

RESTRICTED: Financial forecasts, and/or a rating and/or a price target is restricted from disclosure owing to Compliance or other regulatory/legal
considerations such as a blackout period or a conflict of interest.

NOT RATED: Suspension of rating after 30 consecutive weekdays where the current price vis-a-vis the price target has been out of the range dictated by the
current BUY/HOLD/SELL rating.

COVERAGE IN TRANSITION: Due to changes in the Research team, the disclosure of a stock’s rating and/or price target and/or financial information are
temporarily suspended.

As of the end of the last calendar quarter, the proportion of all WOOD&Co’s investment research vis-a-vis the proportion of subject companies that were
investment banking clients over the previous 12 months is as follows:

BUY HOLD SELL Restricted NOT RATED Coverage in transition
Equity Research Coverage 55% 37% 8% 1% n.a. 1%
IB Clients 1% 1% n.a. 1% n.a. n.a.

Any prices of financial instruments quoted in this investment research are taken as of the previous day’s market close on the home market unless otherwise
stated.

Details of the methodologies used to determine WOOD&CO0'’s price targets and risk assessment related to the achievement of the targets are outlined
throughout the most recent substantive report/note on the subject company.

It should be assumed that the risks and valuation methodology presented in daily news or flash notes, and not changing WOOD&Co’s estimates or ratings,
are as set out in the most recent substantive research report/note on the subject company and can be found on our website at https://research.wood.com.

WOOD&CO0’s policy is to update investment research as it deems appropriate, based on developments in the subject company, sector or market that may
have a material impact on the views or opinions stated in the investment research.

WOOD Research Disclosures (as of 21 October 2020)
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# Description
1 The company currently is, or in the past 12 months was, a client of WOOD&Co or any of its affiliates for the provision of corporate finance/investment banking services.
2 In the past 12 months, WOOD&Co or any of its affiliates have received compensation for corporate finance/investment banking services from the company.
3 In the past 12 months, WOOD&Co or any of its affiliates have been lead manager or co-lead manager of a publicly disclosed offer of the company’s financial instruments.
4 In the past 12 months, WOOD&Co or any of its affilates have acted as broker to the company
5 WOOD&Co or any of its affiliates are market maker(s) or liquidity provider(s) in relation to financial instruments of the company.
6 In the past 12 months, WOOD&Co or any of its affiliates have provided to the company any services set out in Sections A and B or Annex | to the Directive 2014/65/EU of
the European Parliament and of the Council, other than services listed under points 1, 3, 4 or 5 above, or received compensation for such services from the company.
7 The authoring analyst or any individual involved in the preparation of this investment research have purchased/received shares in the company prior to a public offering of
those shares; and the price at which they were acquired along with the date of acquisition are disclosed above.
8 The authoring analyst or any individual involved in the preparation of this investment research has a direct ownership position in securities issued by the company.
9 A partner, director, officer, employee or agent of WOOD&Co and its affiliates, or a member of his/her household, is an officer, or director, or serves as an advisor or board
member of the company.
10 WOOD&Co or its affiliates hold a net long or short position exceeding the threshold of 0,5% of the total issued share capital of the company, calculated in accordance with
Artcle3 of Regulation (EU) No 236/2012 and with Chapters Il and IV of Commission Delegated Regulation (EU) No 918/2012.
11 The company owns more than 5% of the total issued share capital in WOOD&Co or any of its affiliates.

The authoring analysts who are responsible for the preparation of this investment research have received (or will receive) compensation based upon (among
other factors) the overall profits of WOOD&Co, which includes corporate finance/investment banking, sales and trading and principal trading revenues.
However, such authoring analysts have not received, and will not receive, compensation that is directly based upon or linked to one or more specific activities,
or to recommendations contained in the investment research. One factor in equity research analyst compensation is arranging corporate access
events/meetings between institutional clients and the management teams of covered companies (with the company management being more likely to
participate when the analyst has a positive view of the company).

WOOD&Co and its affiliates may have a corporate finance/investment banking or other relationship with the company that is the subject of this investment
research and may trade in any of the designated investments mentioned herein either for their own account or the accounts of their clients, in good faith or
in the normal course of market making. Accordingly, WOOD&Co or their affiliates, principals or employees (other than the authoring analyst(s) who prepared
this investment research) may at any time have a long or short position in any such designated investments, related designated investments or in options,
futures or other derivative instruments based thereon.

WOOD&Co manages conflicts of interest arising as a result of preparation and publication of research through its use of internal databases, notifications by
the relevant employees and Chinese Walls as monitored by Compliance. For further details, please see our website at https://www.wood.cz/mifid-
information/.

The information contained in this investment research has been compiled by WOOD&Co from sources believed to be reliable, but (with the exception of the
information about WOODG&Co0) no representation or warranty, express or implied, is made by WOOD&Co, its affiliates or any other person as to its fairness,
accuracy, completeness or correctness. WOOD&Co has not independently verified the facts, assumptions, and estimates contained herein. All estimates,
opinions and other information contained in this investment research constitute WOOD&Co’ judgement as of the date of this investment research, are subject
to change without notice and are provided in good faith but without legal responsibility or liability.

WOOD&Co salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and our
proprietary trading desk that reflect opinions that are contrary to the opinions expressed in this investment research. WOOD&Co’s affiliates, proprietary trading
desk and investing businesses may make investment decisions that are inconsistent with the recommendations or views expressed in this investment
research.

This investment research is provided for information purposes only and does not constitute or form part of an offer or invitation or solicitation to engage in
investment activity or to buy or sell any designated investments discussed herein in any jurisdiction. As a result, the designated investments discussed in this
investment research may not be eligible for offer or sale in some jurisdictions. This investment research is not, and under no circumstances should be
construed as, a solicitation to act as a securities broker or dealer in any jurisdiction by any person or company that is not legally permitted to carry on the
business of a securities broker or dealer in that jurisdiction.

This investment research does not have regard to the investment objectives, financial situation or particular needs of any particular person. Investors should
consider this report as only a single factor in making their investment decision and obtain advice based on their own individual circumstances before making
an investment decision. To the fullest extent permitted by law, none of WOOD&Co, its affiliates or any other person accepts any liability whatsoever for any
direct or consequential loss arising from or in connection with the use of this investment research.

For United Kingdom or EU Residents:

This investment research is for persons who are eligible counterparties or professional clients within the meaning of Directive 2014/65/EU of the European
Parliament and of the Council of 15 May 2014 on markets in financial instruments and amending Directive 2002/92/EC and Directive 2011/61/EU and is
exempt from the general restrictions in section 21 of the Financial Services and Markets Act 2000 (or any analogous legislation) on the communication of
invitations or inducements to engage in investment activity on the grounds that it is being distributed in the United Kingdom only to persons of a kind described
in Article 19(5) (Investment Professionals) and 49(2) (High Net Worth companies, unincorporated associations etc) of the Financial Services and Markets Act
2000 (Financial Promotion) Order 2005 (as amended).

For United States Residents:

This investment research distributed in the United States by WOOD&Co, and in certain instances by Brasil Plural Securities LLC (“Brasil Plural”), a U.S.
registered broker dealer, only to “major U.S. institutional investors”, as defined under Rule 15a-6 promulgated under the U.S. Securities Exchange Act of
1934, as amended, and as interpreted by the staff of the U.S. Securities and Exchange Commission (“SEC”). This investment research is not intended for
use by any person or entity that is not a major U.S. institutional investor. If you have received a copy of this research and are not a major U.S. institutional
investor, you are instructed not to read, rely on or reproduce the contents hereof, and to destroy this research or return it to WOOD&Co or to Brasil Plural.
Analyst(s) preparing this report are employees of WOOD&Co who are resident outside the United States and are not associated persons or employees of
any U.S. registered broker-dealer. Therefore the analyst(s) are not be subject to Rule 2711 of the Financial Industry Regulatory Authority (“FINRA”) or to
Regulation AC adopted by SEC which, among other things, restrict communications with a subject company, public appearances and personal trading in
securities by a research analyst. Any major U.S. Institutional investor wishing to effect transactions in any securities referred to herein or options thereon
should do so by contacting a representative of Brasil Plural. Brasil Plural is a broker-dealer registered with the SEC and a member of FINRA and the Securities
Investor Protection Corporation. Its address is 545 Madison Avenue, 8th Floor, New York, NY 10022 and its telephone number is 212-388-5613. WOOD&Co
is not affiliated with Brasil Plural or any other U.S. registered broker-dealer.
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The views and sentiments expressed in this investment research and any findings thereof accurately reflect the analyst’s truthful views about the subject
securities and or issuers discussed herein.
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Date Company/Sector
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16/10/20 Ulker

15/10/20 Turk Telekom
14/10/20 Aygaz

07/10/20 Georgian Banks
06/10/20 Polish Financials

02/10/20 The Rear-View Mirror — EME markets

02/10/20 EME Macro/Strategy
02/10/20 Petrol Group

29/09/20 LiveChat Software
24/09/20 Polish Oil & Gas
24/09/20 Titan Cement
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23/09/20 Bucharest Stock Exchange
22/09/20 AD Plastik

17/09/20 Alkaloid AD Skopje
17/09/20 Warsaw Stock Exchange
15/09/20 Terna Energy

Money needs to be put to work

More resilient to FX headwinds, reiterate BUY

Still complicated, but worth it
Relying on a smooth ride
Will they finally take the plunge?
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Marta Jezewska-Wasilewska, David Lojkasek

Turkish ISE30 rebounds, advances 2.9% in EUR terms Research Team

Shift of focus — from cycle to trend
Slovenia’s fuel deregulation is here
Growth deceleration ahead

Holding out for a Hero

Too cheap to ignore

Leaner, stronger, and with a large cash pile

Central counterparty front and centre
Ready for the rebound, when it comes
A rising money spinner, Skopje-style

Volumes are strong, IPOs are coming

Long term only
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Although the information contained in this report comes from sources WOOD & Company believes to be reliable, we do not guarantee its accuracy, and such information may be incomplete or condensed. All
opinions and estimates included in this report constitute our judgment as of this date and are subject to change without notice. This report is for information purposes only and is not intended as an offer or
solicitation with respect to the purchase or sale of any security.





