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We initiate coverage of TeraPlast with a BUY rating and a price target
(PT) of RON 0.437/share, implying 42.4% upside. TeraPlast Group is the
largest Romanian construction materials manufacturer, and it has been
listed on the Bucharest Stock Exchange since 2008. We like its growth
profile, at 13% p.a., on our estimates, over 2019-22E, taking into account
a potential slowdown in the construction market in 2021E. The growth
should come with some improvement in margins: we forecast the
EBITDA margin to reach 10.4% in the medium term, from 9.2% in 2019,
driven by improvements in the profitability of its metal tiles business, and
dilution of non-raw materials costs. An active dealmaker, we believe that
TeraPlast is well-positioned for an acquisition, given its strengthening
balance sheet. The company is focused on sub-segments of the
construction market with attractive long-term development
opportunities, but also some level of protection in the COVID-19
economic slowdown. On our 2020E numbers, TeraPlast is trading at a
P/E of 6.4x and an EV/EBITDA of 4.5x, discounts of 69.2% and 40% vs. its
peers. We believe it is attractively valued at these multiples.

Revenues to continue growing, despite a slowdown in the overall
construction market. Over the next three years, we expect an annual
revenue growth rate of 13%. TeraPlast's RON 230m investment programme
over the past three years has set it up for its next stage of growth, in our view.
We believe its three main segments should show some resilience during the
slowdown in the construction market and, combined with TeraPlast’s profile,
allowing it to grab market share, we expect its growth to continue.

We see some scope to improve profitability. In the medium term, we expect
the EBITDA margin to reach 10.4%, from 9.2% in 2019, growing by 20% p.a.
over the next three years. In our view, this should be driven by: i) the improving

Expected events

1H20 results 27 July
1H20 results call 28 July
Free shares capital

increase ex-date 17 August
9M20 results 26 October
9M20 results call 27 October
Key data

Market cap USD 96.1m
Free float 53.2%
3M ADTV USD 70k
Shares outstanding (m) 1,337.8

Major shareholder Mr. Dorel Goia (46.8%)

Bloomberg code TRP RO
BET Index 8,668.1
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52-w range 0.226-0.343
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performance of Wetterbest; ii) neutralising operating losses at its joinery 030

profiles business line; iii) lower wage growth; and iv) the dilution of central fixed 0.250

costs, such as utilities, third parties, and other costs. 0200

Focused on attractive market segments. Water, sewage and gas

infrastructure connectivity in Romania is well below the EU average, and is a 0150 2992922999228 9

key pillar of the government's EUR 100bn stimulus plan. Logistics and 53 33?8 58588 ggg

industrial penetration is lagging its CEE peers as well, but is fast growing,

boosted by the dynamic e-commerce sector. Residential developments and,

more importantly, refurbishments, have an attractive long-term demand

dynamic, with increasing GDP/capita and half the housing stock dating back

to the 1970s.

Discount vs. peers. On our 2020E numbers, TeraPlast is trading at a P/E of

6.4x and an EV/EBITDA of 4.5, discounts of 69.2% and 40% to its peers, and

24% and 15% vs. its three-years historic average, implying an attractive

valuation, in our view.

Key risks: macro; raw materials prices; dependency on state infrastructure

investments; the sustainability of PVC; leverage; and low liquidity.

Year Sales EBITDA Net profit EPS EPS P/E EV/EBITDA ROE DPS Dividend
(RONm) (RONm)  (RONm) (RON) growth (x) (x) (%) (RON) yield

2018 806 65 22 0.025 -2.8% 15.0 77 9.5% 0.001 0.3%

2019 975 88 38 0.034 33.1% 109 6.7 14.7% 0.000 0.0%

2020E 1,118 123 64 0.048 415% 6.4 45 20.6% 0.000 0.0%

2021E 1,206 122 65 0.049 2.5% 6.3 40 17.4% 0.000 0.0%

2022E 1,424 153 94 0.070 43.5% 4.4 3.1 20.5% 0.018 5.7%

Analysts: Stefan Lungu, CFA; Alex Boulougouris, CFA
E-mail: stefan.lungu@wood.com; alex.boulougouris@wood.cz

London: +44 20 3530 0694
Website: www.wood.com



Contents

Company snapshot — BUY, PT RON 0.437 ......uuuiiiiieiiiiiiiiieieie e e s e siteeeesse e e s sssataaaeaaeessssssstasesasesssanssnsesseasesannns 3
TNV cE] 0y g =] g A o1 LT PP PP PP PRTTRPOP 4
RV 2= 1TV o Yo PP PSP PURPPRRRRN 7
PEET MUITIPIES <.ttt ekt e oottt e e okttt e s bbbt e a4 bbbt e e e bbbt e e s st b e e e e anbbe e e s annneeas 8
(O70Y 1] o F= 10} VAo L=1Y o1 T o) 410 o SRR 9
= 1= O O TP PP PP PTPRPO 12
FINANCIAI FOTECASTS .. .eeiiiiiiiiiii ittt s e e s e e e s e e e s e e e e s en e e e e an e e e e e nnes 14
1] G T OO PP PP PTPRRON 17
FINMBINCIAIS ...t s e e st e o et e e e e e e e e e e e e e e e s n e e e e nrr e e e e nnes 18
IMPOTTANT QISCIOSUIES ...ttt e ettt e skttt e s bbbt e e s bbbt e e s bt e e e e s et b e e e s bbn e e e s nnnneeas 21

Closing Prices as of 03 July 2020

© 2020 by WOOD & Company Financial Services, a.s.

All rights reserved. No part of this report may be reproduced or transmitted in any form or by any means electronic or mechanical without written
permission from WOOD & Company Financial Services, a.s. This report may not be lent, resold, hired out or otherwise disposed of by way of
trade in any form of binding or cover other than that in which it is published without written permission from WOOD & Company Financial
Services, a.s.

Requests for permission to make copies of any part of this report should be mailed to:

WOOD & Company Financial Services a.s.
Palladium, Namesti Republiky 1079/1a,
110 00 Prague 1 — Czech Republic

tel.: +420 222 096 111

fax: +420 222 096 222

http//:www.wood.cz

TeraPlast 2 WOOD & Company



Company snapshot — BUY, PT RON 0.437

BUY SHARE PRICE PERFORMANCE COMPANY DESCRIPTION
Bloomberg ticker TRP RO 0400 TeraPlast Group is the largest Romanian construction materials
Closing price (RON) 0.307 manufacturer. The company has been listed on the Bucharest Stock

) 0.350 Exchange since 2008. The company's two main business segments are steel
Price target (RON) 0437 0.300 products (60% of revenues in 2019), such as sandwich panels and metal
Upside to PT 42.4% 0250 tiles, and PVC/plastics products (40% of revenues in 2019), such as plastic
Shares outstanding (m) 1,337.8 pipes, PVC windows and doors, and plastic compounds and granules. Its
MCAP (RON m) a11 0.200 core markgtis Rgmania, while 23% of itsv 20}9 revenues were driven by its

0.150 export business in over 25 countries, mainlyin the EU. In 2018, the company
Free float 53.2% 2233323288838 %8 . : . . ¥
ADTV (USDK) 70 civa % s i3 3 LL acquired the controlling stake in Wetterbest, a leading metal tiles
ST 2a0zas k=<3 manufacturer. TeraPlast reported revenues of RON 975m in 2019, having
52 Week Range (RON) 0.226 -0.343 TRP RO Equiy BET Index rebased grown ata rate of 25% per year since 2015 (16% p.a. growth excluding
Wetterbest).
RATIOS
PER SHARE RATIOS 2018 2019 2020E  2021E 2022E VALUATION RATIOS 2018 2019 2020E  2021E 2022E
EPS 0.025 0.034 0.048 0.049 0.070 PIE 15.0 10.9 6.4 6.3 4.4
BVPS 0.276 0.246 0.256 0.306 0.378 P/FCF -11.6 -35.8 9.1 6.2 26.4
DPS 0.001 0.000 0.000 0.000 0.018 P/BV 1.1 12 1.2 1.0 0.8
EV/EBITDA 7.7 6.7 4.5 4.0 3.1

FINANCIAL RATIOS 2018 2019 2020E 2021E 2022E EV/Sales 0.6 0.6 0.5 0.4 0.3
Capex/depreciation 192% 303% 79% 54%  219% EVIEBIT 14.4 10.8 6.5 5.7 4.1
Capexnet fixed asstes 20% 29% 9% 6% 22% Cash flow from ops, RON m 8 76 75 86 96
Op. cash flow/capex 331 0.17 0.13 0.76 251 EV,RON m 501 596 552 488 475
EBITDAmargin 8.0% 9.2% 11.0% 10.1% 10.7% FCF,RON m -28 -11 45 66 16
EBIT margin 4.3% 5.6% 7.6% 7.1% 8.2% FCFyield -86% -28% 11.0% 16.2% 3.8%
Net margin 2.7% 3.9% 5.7% 5.4% 6.6% Dividend yield 0.3% 0.0% 0.0% 0.0% 5.7%
ROE 95% 14.7% 20.6% 17.4% 20.5% Dividend payout 4% 0% 0% 0% 25%
ROA 4.0% 5.7% 8.6% 8.3% 11.1% Netdebt/EBITDA 2.6 21 1.1 0.6 0.4
ROIC 6.3% 89% 12.7% 12.4% 144%
Net debt/(cash) to equity+minorities 715% 66.2% 402% 17.4% 11.0%
Net debt/adj. EBITDA 2.60 2.09 112 0.58 0.36
WC/Sales 22% 16% 16% 17% 17%

COMPANY FNIANCIALS

INCOME STATEMENT (RONm) 2018 2019 2020E 2021E 2022E BALANCE SHEET (RONm) 2018 2019 2020E 2021E 2022E
Revenues 806 975 1,118 1206 1424 Fixed Assets 294 342 334 316 360

Steel segment 484 580 659 686 825 Inventories 194 182 195 224 281

Plastics segment 322 394 459 521 599 Trade and other receivables 127 139 184 192 215

Other revenues 2 2 0 0 0 Cash and bank balances 23 29 75 51 52
Raw materials -605 -698 -790 -860 -1,025 Current Assets 346 352 455 469 549
Gross profit 201 277 328 347 399 Total Assets 642 693 789 785 909
Employee benefit expenses -68 -86 -96 -106 -114
Depreciation -31 -33 -38 -37 -36 Equity 238 276 342 409 506
Other expenses -67 -103 -109 -118 -132 LT Loans 71 62.93 62.93 22.93 17.93
EBITDA 65 88 123 122 153 LT Liabilities 134 96 96 56 51
Operating result 35 55 85 85 116 Trade and other payables 145 166 195 212 253
Financial result -9 -10 -9 -7 -3 ST Loans 122 149 149 99 89
Profit before tax 26 45 76 78 113 ST Liabilities 270 321 351 320 352
Income tax expense -4 -6 -10 -11 -16 Total Equity and Liabilities 642 693 789 785 909
Non-controlling interests 1 1 2 2 3
Profit for equity holders 22 38 64 65 94 Net debt 170 183 138 71 56

Net working capital -73 23 -30 -20 -39

EBITDA breakdown 2018 2019 2020E 2021E 2022E
EBITDA 64.9 89.2 123.0 1225 1529 CASH FLOW STATEMENT (RON 2018 2019 2020E 2021E 2022E
Steel segment 41.0 51.0 64.7 62.2 81.0 Net profit 26 45 76 78 113

Heat insulated joinery / Sandw ich panels 26.4 36.8 39.9 35.2 429 Depreciation 31 33 38 37 36

Metal tiles 14.6 14.2 24.8 27.0 38.0 Working capital change and othi -73 23 -30 -20 -39
Plastics segment 239 38.2 58.2 60.3 72.0 Other adjustments 24 -25 -9 -9 -15

Installations and fittings 9.9 25.1 42.0 46.5 58.6 Operating Cash Flow 8 76 75 86 96

Joinery profiles 35 4.1 7.4 6.8 7.1 Investment Cash Flow -36 -87 -30 -20 -80

Granules (Compounds) 7.3 7.6 8.0 6.5 6.0 Free Cash Flow -28 =11 45 66 16

PVC Window s and doors 3.2 14 0.9 0.4 0.4 Dividends paid -11 -1 0 0 0

Increase in debt 59 19 0 -90 -15

Margins Financing Cash Flow 39 18 0 -90 -15
Steel segment 8.5% 8.8% 9.8% 9.1% 9.8% Change in Cash balance 11 7 45 -24 1
Plastics segment 7.4% 9.7% 12.7% 11.6% 12.0%
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Investment case

We initiate coverage of TeraPlast with a BUY rating and a price target (PT) of RON 0.437/share,
implying 42.4% upside. TeraPlast Group is the largest Romanian construction materials
manufacturer, and it has been listed on the Bucharest Stock Exchange since 2008. We like
TeraPlast for its focus on growth, both organically and through acquisitions. Over 2015-19, the
company grew by 25% p.a. (16% excluding the Wetterbest acquisition), to achieve revenues of
RON 975m. After three years of an intensive investment programme, totalling RON 230m, we
believe the company is set to continue its dynamic expansion. We expect revenues growth of
13% p.a. over 2019-22E, taking into account a potential slowdown in the construction market in
2021E. With FCF generation of around RON 45-65m over the next two years, driven by low capex,
we expect it to achieve a net debt/EBITDA of 0.6x in 2021E, a comfortable level for pursuing
acquisitions. The growth should come with some improvement in margins: we forecast the
EBITDA margin to reach 10.4% in the medium term, from 9.2% in 2019, driven by improvements
in the profitability of its metal tiles business, and dilution of its non-raw-materials costs. This
drives our EBITDA forecast of 20% annual growth over the next three years.

The company is focused on sub-segments of the construction market with attractive
development opportunities. Romania’s water, gas and sewage connectivity, as well as logistics
and industrial real estate penetration, trail the other European countries significantly, but they
are catching up fast. The government’s EUR 100bn stimulus plan should act as a development
tailwind, in our view. The residential market, with half of the country’s dwellings built before 1970,
is facing increased demand for both new developments and refurbishments. We also believe that
these three segments should be less affected by a slowdown in the construction market due to
the COVID-19 pandemic, particularly infrastructure, where we see the fast growth continuing. On
our 2020E numbers, TeraPlast is trading at a P/E of 6.4x and an EV/EBITDA of 4.5x, discounts of
69.2% and 40% vs. its peers, and below its three-year averages by 24% and 15%, respectively.
We believe the company is attractively valued at these multiples.

Revenues to continue growing, despite a slowdown in the overall construction market. Despite
expanding by 25% p.a. over the past four years, and a slowdown in the construction market due to the
pandemic, we believe TeraPlast is likely to continue posting decent growth. We expect revenues to
improve by 15% in 2020E, while we pencil in a slowdown to 8% in 2021E, driven by the impact of the
COVID-19 pandemic on the construction market, factoring in a delay (assuming that the ongoing projects
in 2020E will still be completed). We forecast revenues of RON 1.1bn in 2020E, RON 1.2bn in 2021E
and RON 1.4bn in 2022E, when growth should reaccelerate, in our view. Over the next three years, we
expect an annual growth rate of 13%. The company’s RON 230m investment programme, over the past
three years, has set it up for its next stage of expansion, in our view. We believe that TeraPlast’s three
main segments should show some resilience during the slowdown in the construction market and,
combined with TeraPlast’s size, balance sheet and diversified business, allowing it to grab market share,
we expect its growth to continue.

Revenue dynamics (RON m)
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Source: Company data, WOOD Research

We see some scope to improve profitability. We expect EBITDA to reach RON 123m in 2020E, a
37.9% yoy increase, at a margin of 11% and a 180bps improvement vs. the previous year. This is driven
mainly by the higher profitability than normal that we expect in 2020E, on the back of falling prices for
raw materials. In the medium term, we expect the EBITDA margin to reach 10.4%, from 9.2% in 2019,
growing 20% p.a. over the next three years. In our view, this should be driven by: i) the improving
performance of its metal tiles (Wetterbest) business line, driven by supply chain and production

TeraPlast
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efficiencies; ii) neutralising operating losses at its joinery profiles business line; iii) lower wage growth,
with employee costs as a percentage of revenues reaching 8.3-8.4% in the medium term, from 8.8% in
2019; and iv) the dilution of central fixed costs, such as utilities, third parties, and other costs.

EBITDA dynamics (RON m)
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Source: Company data, WOOD Research

Focused on attractive market segments... The company’s three main business lines (84% of
revenues in 2019) — sandwich panels, metal tiles, and installations — targeting mainly the industrial and
logistics, residential, and infrastructure segments, respectively. While Romania has developed its water,
sewage, and gas infrastructure networks extensively over the past five years, there is still a lot of room
to grow. In 2018, 26% of Romanian households did not have access to either water or sewage, compared
to the 2% EU-27 average. Meanwhile, in 2017, 39% of Romanian households’ final energy consumption
came from renewables and waste, with the large majority of it being wood, compared to 20% for the EU-
27 average. We see this as a proxy for gas connectivity, with the Romanian PM recently quoting that
less than one-third of households are connected to gas in Romania.

Looking at logistics space penetration compared to other countries in the region, Romania still has
significant potential, with its low e-commerce penetration being one of the drivers. Both these segments
should be supported by the EUR 100bn economic stimulus plan.

The Romanian residential real estate market grew at an annual rate of 8.7% over 2015-19, driven by an
increase in GDP/capita, and a high ratio of dwellings built before 1970. The need for new developments
is there in the long term, while repairs, particularly roofs (in 2018, 29.4% of households reported leaks
through roofs, walls and floors), should show resilience in the short term, as well.

Logistics spaces (sqm/1000people) Water, sewage, and gas connectivity proxies
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...and attractively valued. TeraPlast is trading currently at a trailing P/E of 10.5x, 24% below its three-
year average, and close to 1 standard deviation below its average. On trailing EV/EBITDA, it trades at
7.2x, 15% below its three-year average. We expect growth of 69% in net income in 2020E and growth
of 38% in EBITDA in 2020E, implying 2020E multiples of 6.4x P/E and 4.5x EV/EBITDA, on our numbers.

TeraPlast trades at steep discounts to its global peers on both our 2020E P/E of 6.4x and EV/EBITDA
of 4.5x, at 69.2% and 40%, respectively. At the same time, the company’s 2019 EBITDA margin is
lagging its global peer group. In terms of revenues, the Bloomberg consensus expects a fall in revenues
across 2019-21E, which we attribute largely to the effects of the pandemic. We believe that one of the

reasons TeraPlast stands out is its exposure to sub-segments of the construction market that are more
resilient to a general slowdown in construction.

Trailing P/E Trailing EV/EBITDA
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Valuation

Our valuation for TeraPlast is based solely on our DCF calculations. As the company is not a traditional
dividend payer, and we have not identified any close relevant peers, we believe a DCF is the most
relevant method. We arrive at a 12-month valuation of RON 585m, resulting in a PT of RON 0.437/share,
implying 42.4% upside. We rate TeraPlast a BUY.

Valuation summary

Equity value (RON m)

Per share (RON)

DCF 12-month valuation 585 0.437
Current price 0.307
Upside 42.4%

Source: WOOD Research

DCF

We base our DCF valuation on the following assumptions:

v A WACC of 9.7% over our forecast period, taking into account a 56.5% equity/43.5% debt capital
structure. Our WACC inputs are:
a) Arisk free rate (RFR) of 5%.
b)  An equity risk premium (ERP) of 5%.
c) An unlevered beta of 1.0x and a levered beta of 1.6x.
d) A pre-tax cost of debt of 6% and a tax rate of 16%.
v' Aterminal growth rate of 2.0%.

DCF valuation

RONm 2019 2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E 2028E 2029E

EBIT 55 85 85 116 124 128 130 134 137 130 126

Corporate Tax Rate [T] 13.1% 13.5% 14.0% 14.5% 15.0% 16.0% 16.0% 16.0% 16.0% 16.0% 16.0%

EBIT*(1-T)=NOPAT 48 74 73 100 105 108 109 113 115 109 106

Depreciation & amortisation 33 38 37 36 42 46 50 54 59 65 70

Cash from working capital 23 -30 -20 -39 -28 -22 -19 -16 -12 -9 -9

CAPEX [1] -99 -30 -20 -80 -65 -75 -80 -90 -95 -100 -105

Unleveraged free cash flow [FCF] 4 52 71 17 54 57 60 61 68 65 61

Discount factor 0.96 0.87 0.79 0.72 0.66 0.60 0.55 0.50 0.46 0.42

Present Value of FCFs [PV:FCF] 50 62 13 39 38 36 34 34 30 26

Sum of [PV:FCF] 360

Long term FCF growth rate 2.0%

Residual value at horizon 814

PV of residual value 339

Net debt 183

Equity value 517

12M Equity Value 585

Number of shares 1,338

12M price target 0.437

Source: WOOD Research
WACC calculations
WACC 2020-29E
Unlevered beta 1.0
Levered beta 1.6
Risk free rate 5.00%
Market premium 5.00%
Cost of equity 13.2%
Cost of debt pre tax 6.0%
Marg. tax rate 16.0%
Cost of debt after tax 5.0%
Weight k(e) 56.5%
Weight k(d) 43.5%
WACC % 9.7%
Source: WOOD Research
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Peer multiples

We have not identified any close peers for TeraPlast in our region, but we show a comparison to a range
of global peers from both the emerging and developed markets below. TeraPlast trades at steep
discounts on both our 2020E P/E of 6.4x and EV/EBITDA of 4.5x, at 69.2% and 40%, respectively. At
the same time, the company’s 2019 EBITDA margin is lagging its global peer group. In terms of
revenues, the Bloomberg consensus expects a fall in revenues across 2019-21E, which we attribute
largely to the effects of the pandemic. We believe that one of the reasons TeraPlast stands out is its
exposure to sub-segments of the construction market that are more resilient to a general slowdown in
construction. The company’s recent 1H20E growth guidance of ¢.15% highlights this, despite the
lockdown affecting construction directly through social distancing measures. We believe the comparison
to its peers highlights TeraPlast as attractively valued at current market prices.

Peer multiples

Market cap P/E EV/EBITDA EBITDA Revenues
margin  growth
Ticker Company Country  (EURm) 2019 2020E 2021E 2019 2020E 2021E 2019 2019-21E
KSP ID KINGSPAN GROUP PLC IR 10,574 27.8 36.6 31.2 18.9 23.1 20.2 26% 15%
OoCc us OWENS CORNING us 5,192 11.8 21.0 14.4 n.a. n.a. n.a. 20% 16%
SSD US SIMPSON MANUFACTURING uUs 3,167 28.0 34.8 29.3 n.a. n.a. n.a. 12% n.a.
FBU Nz FLETCHER BUILDING LTD NZ 1,682 8.2 20.9 17.9 6.5 8.0 7.6 18% -5%
CSR AU CSRLTD AU 1,109 10.1 15.4 14.9 55 6.9 6.7 16% -1%
300715 CH JIANGSU CANLON BUILDING CH 858 49.5 28.1 18.0 n.a. 20.0 13.2 17% 60%
4212 JP SEKISUI JUSHI CORP JIN 834 14.1 n.a. n.a. n.a. n.a. n.a. 17% -3%
002108 CH CANGZHOU MINGZHU PLASTIC CH 650 24.3 n.a. n.a. 11.4 n.a. n.a. 20% -2%
GWN IN GRINDWELL NORTON LTD IN 643 315 28.8 317 17.2 18.0 19.8 13% -1%
TRKCM Tl TRAKYA CAM SANAYII AS TU 604 6.0 4.0 3.4 1.5 1.4 1.1 19% -3%
ANACMTI ANADOLU CAM SANAYII AS TU 476 7.0 9.8 7.1 2.6 2.4 2.0 12% -7%
VGC VN VIGLACERA CORP JSC VN 352 14.3 14.3 13.1 6.0 6.1 7.2 17% n.a.
RAKCEC UH RAS AL KHAIMAH CERAMICS UA 316 7.7 -32.8 14.6 n.a. n.a. n.a. 8% -9%
Median 14.1 20.9 14.9 6.2 7.5 7.4 17% -2%
TRP RO TeraPlast RO 85 10.9 6.4 6.3 6.7 4.5 4.0 9% 11%
discount/premium to all peers -23.0% -69.2% -57.9% 6.9% -40.0% -46.4% -7.8% 13.1%
Source: Bloomberg, WOOD Research
TeraPlast 8 WOOD & Company



Company description

TeraPlast Group is the largest Romanian construction materials manufacturer, and it has been listed on
the Bucharest Stock Exchange since 2008. The company’s two main business segments are steel
products (60% of revenues in 2019), such as sandwich panels and metal tiles; and PVC/plastics products
(40% of revenues in 2019), such as plastic pipes, PVC windows and doors, and plastic compounds and
granules. Its core market is Romania, while 23% of its 2019 revenues were driven by its export business
to over 25 countries, mainly in the EU. The company’s production sites span 330k sqm, mainly in
Romania, and it opened its first manufacturing point abroad in 2017, TeraSteel Serbia, producing
sandwich panels. The company has been acquiring businesses actively throughout its history, and it
gained a controlling stake in Wetterbest in 2018, a leading metal tiles manufacturer in Romania, fully
consolidating the stake this year, and representing 28% of revenues in 2019. TeraPlast reported
revenues of RON 975m in 2019, having grown at a rate of 25% p.a. since 2015 (16% p.a. excluding
Wetterbest), and reported an EBITDA margin of 9.2% last year.

History. TeraPlast Group has over 120 years of history and, since its beginnings, it has developed to
become the leading construction materials manufacturer in Romania.

1896 — the first ceramic tiles workshop is set up in Bistrita.

1978 — commissioning of the first extrusion line for PVC pipes.

1979 — commissioning of the granules line.

1990 - TeraPlast is established, spinning off from Materiale de Constructii Bistrita.
1992 — TeraPlast signs an agreement with GemencPlast in Hungary, in order to start exporting.
1996 — Commissioning of the first polyethylene pipes for water and gas in Romania.
2004 — TeraPlast starts producing insulating glass windows and five-chamber profiles.
2007 — TeraPlast acquires 70.4% of Plastsistem, producing isolating panels.

2008 — TeraPlast lists a 20% stake on the Bucharest Stock Exchange.

2009 — Commissioning of the polyolefin factory.

2011 - relocation to the TeraPlast Industrial Park, Bistrita.

2013 — commissioning of galvanised steel purlins production.

2016 — TeraPlast Hungary is set up as a distribution centre in order to boost exports.
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2017 — TeraSteel Serbia is inaugurated, doubling the production capacity of sandwich panels. The
company acquires a majority stake in Wetterbest and 50% of Politub, reaching a 99.99% stake.

v 2019-20 — TeraPlast achieves a 100% stake in Wetterbest, and invests over EUR 20m in
expanding production capacity.

Business lines. TeraPlast’s activity is diversified across different segments of the construction market,
with its three main business lines (c.84% of revenues), sandwich panels, metal tiles, and installations,
targeting mainly the industrial and logistics, residential and infrastructure segments, respectively.

Teraplast: lines of activity

Division Company Business Addressable Products 2019 % of sales/% of Comment
line segments EBITDA/yoy growth
) Industrial/ ) Producing in Romania and Serbia
Steel TeraSteel Sandwich logistics/ Sandwich panels 31.8%/41.3%/18.0% Selling in 25 countries, exports 58% of
panels . Turnkey halls
commercial revenues
Steel Wetterbest  Metal tiles Residential Metallic roof tiles 27.7%/15.9%/22.1% 1n0dm sgm production capacity
profiles 2"%-largest player in Romanian market
External and interior
sewerage ; nd i
Plastics  TeraPlast Installations Infrastructure Water and gas 24.6%/28.1%/38.2% !_eader in external sewage, 2 player in
installations
transport and
distribution systems
Plastics  TeraPlast Jomlery Manufacturing Window profiles 6.3%/4.6%/8.5% 8% market share in Romania
profiles systems
Plastics  TeraPlast ~ Compounds  Manufacturing Used i_n th_e 6.6%/8.5%/1.6% Leader in Romania, with 34% market share
moulding industry ’ ) ’ !
] ) . Windows and Doors
0,
Plastics  TeraGlass PVC windows Re3|dent|all . made of PVC and 3.0%/1.6%/-0.1% Largest exporter of the group, exports 80% of
and doors non-residential i revenues
Aluminium
. TeraPlast I ) . Largest in Romania and Top-10 in Europe for
Plastics recycling Recycling Manufacturing PVC recycling rigid PVC recycling, with 12kt capacity

Source: Teraplast, WOOD Research
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Geographical footprint. TeraPlast’s production facilities are concentrated in Romania; although, since
2017, it has expanded into Serbia as well, through its TeraSteel unit. Steel and plastics final products
have high transportation costs, relative to the value of one shipment; therefore, proximity is a very
important factor in attaining a competitive advantage. Based on our understanding, a range of
approximately 400km from the production plant is optimal for a large proportion of its products, which
gives TeraPlast a strong presence in Romania and Serbia, and across broader CEE.

TeraPlast’s geographical footprint
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Revenues and cost dynamics. TeraPlast has shown impressive growth in the past four years, both
organically and through acquisitions. In 2019, it reported revenues of RON 975m, 2.5x higher than in
2015, increasing at a 25% growth rate p.a. This includes the acquisition of Wetterbest, which represented
28% of revenues in 2019: if we exclude that, the annual growth over the past four years stands at 16%.
The fast growth and expansion that the company has embarked on, in the recent past, has also come
with pressure on margins, with its EBITDA margin falling from 15.1% in 2015, to 8% in 2018 and 9.2%
in 2019. The cost structure in its industry is tilted heavily towards raw materials, which represented 67-
75% of its revenues over the past four years. If we add transport costs to raw materials, the total variable
costs as a percentage of revenues have averaged 76% over the past four years, with an average
operating profit margin of 7%. This implies a low level of c.15% of fixed costs. Therefore, supply chain
management efficiency is a key part of the business and, given its diversification across several business
lines that use the same raw materials, it is well-positioned compared to its competitors, in our view.
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Revenue dynamics (RON m) Cost structure (%)
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Management and board

The company has a five-member board, with one independent non-executive director, and only the CEO
as both a board member and part of its management team.

Mr. Dorel Goia, Chairman of the Board. Mr. Goia has been the Chairman of the Board since 2008,
and is the largest shareholder of the company, with a 46.8% stake.

Mr. Razvan Lefter, Non-executive Director. Mr. Lefter has been a board member since 2014,
supported by the KJK Capital Investment fund, a shareholder with a 10% stake. Mr. Lefter holds board
positions in Sphera Franchise Group (Romania), Mundus Services (Bulgaria), and Eurohold (Bulgaria),
and has extensive experience in the capital markets. Mr. Lefter is a CFA Charterholder.

Ms. Magda Palfi, Non-executive Director. Ms Palfi has been a board member since 2008, and has 29
years of experience in banking. She is currently a regional director at Raiffeisen Romania.

Mr. Liviu Ciupe, Independent Non-executive Director. Mr. Ciupe has been a board member since
2019, with over 30 years’ experience in the industrial field. He is currently Chairman of Rematinvest SRL.

Mr. Alexandru Stanean, CEO and Executive Director. Mr. Stanean has been in his current position
since July 2018, and his mandate was renewed for four years starting in July 2020. He joined TeraPlast
in 2007, and was part of the team responsible for the IPO of the company.

Ms. loana Birta, CFO. Ms. Birta has been in her current position since June 2017, has over 10 years’
experience in the audit part of The Big 4, and is an ACCA member.

Shareholder structure

Shareholders. Mr. Dorel Goia, the Chairman, owns 46.8% of the company. We consider the remaining
53.2% as free float and, if we exclude all shareholders above 10%, 32.1% of the shares remain owned
by other shareholders.

Teraplast: shareholder structure

Others, 32.1%

Mr. Dorel Goia, 46.8%

KFK Balkan Holding,
10.1%

NN Pensions
Romania, 11.0%

Source: Bucharest Stock Exchange, WOOD Research
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Market

With a diversified product offering, TeraPlast is present in various different sub-categories of the
construction market. Its three main business lines — sandwich panels, metals tiles, and installations —
target the industrial and logistics, residential and infrastructure segments, respectively, and we focus on
these in this section of the report, although the company is exposed to the entire construction market.

The Romanian construction market, as a whole, has been dynamic over the past few years, reaching
EUR 20.7bn in 2019, having grown 4.7% p.a. over the past four years. Looking at the sub-segments, the
residential market grew by 8.7% over the same period, to 4.7%, while the non-residential market
expanded 10.4% to EUR 7.7bn, with a significant slowdown in infrastructure and civil engineering over
the period. Going forward, we expect 2021E to be the year when the effects of the pandemic are most
visible in the construction market, as 2020E includes planned projects that are still ongoing. We believe
the dynamics should be mixed across sub-segments, however. Offices, residential and commercial real
estate development are likely to be the most affected, in our view, while the industrial, logistics, and
infrastructure spaces should show resilience, and potentially even positive dynamics, driven by the
extensive government programme of EUR 100bn, as a stimulus to restart the economy post
the pandemic.

Economic stimulus plan of EUR 100bn over the next 10 years. At the beginning of July, the
Romanian government announced an extensive plan aimed at stimulating and relaunching the economy
in the context of the COVID-19 pandemic lockdown. The plan does carry a high degree of uncertainty in
terms of execution, given that historical efforts have disappointed, but the financial stimulus coming from
the EU could act as a tailwind. While not in its final form, Romania could benefit from EUR 33bn of EU
funds attributed to relaunching the economy, and EUR 80bn allocated for the 2021-27E budget period.
The investment grants that should become available, to the tune of EUR 7bn, could stimulate industrial
development. One of the government’s proposals, in terms of direct investments, would have a positive
impact on the segments to which TeraPlast is exposed:

v Local development (roads, water, sewage and gas access) — EUR 8.2bn.

Infrastructure. Through its installations and fittings division (25% of 2019 revenues), TeraPlast is one
of the largest players in the Romanian plastic pipes for the infrastructure market, used for water, sewage,
and gas connectivity, which was estimated at c.EUR 240m in 2018 by InterBiz. In 2015, the percentage
of the population connected to the public sewage system was 47.8%, while connection to the public
water system stood at 63.7%, according to the National Statistics Institute. While Romania has
developed these three infrastructure networks extensively in the past five years, increasing its network
length by 18% for water, 45% for sewage, and 11% for gas, there is still a lot of room to grow. Recent
comparable data across the EU on infrastructure connectivity are not available; therefore, we use proxies
to understand the gap. In 2018, 26% of Romanian households did not have access to either water or
sewage, compared to the 2% EU-27 average. Moreover, in 2017, 39% of Romanian households’ final
energy consumption came from renewables and waste, with the large majority being wood, compared
to 20% for the EU-27 average. This supports recent statements from the Romanian PM, Mr. Ludovic
Orban, saying that only 33% of Romanian households are connected to the gas network, compared to
90% in Hungary.

Infrastructure length (km) Water, sewage, and gas connectivity proxies
90,000 45%
39%
80,000 40% °
70,000 35%
60,000 30% 26%
25%
50,000 ? 20%
40,000 20%
30,000 15%
20,000 10%
9 2%
10,000 % °
0% I
° % of households not having % renewables and Wastes
Water Sewage Gas access to either water or  usage in final household energy
sewage (2018) consumption (2017)
®2013 =2018 ® EU average Romania

Source: INS, Electrica, Enel, E.ON, CEZ, Eurostat, WOOD Research

Residential real estate. The company’s metal tiles division, operating under the Wetterbest brand, is
exposed mainly to the residential market and represented 28% of TeraPlast's sales in 2019. The
Romanian residential development market has been growing rapidly in the past few years, with
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construction volumes up 28.5% at 11M19. Apart from an increase in GDP/capita, the high ratio of
dwellings built before 1970, at 49% (one of the highest in the EU), according to the Romanian National
Statistics Institute, is one of the drivers for new buildings. We do expect a slowdown in residential
development over 2021-22E, driven by a combination of the pandemic’s hit on the economy, and the
high stock delivered in the past few years. According to TeraPlast's management, however, a large
portion of the revenues from metal tiles is actually derived from repairs, rather than new builds, in a ratio
of ¢.2:1. While statistics on repairs are difficult to find, due to the large number of repair types that do not
need construction authorisation in Romania, we believe there is still room for growth. The Romanian
National Statistics Institute data indicates that, in 2018, 29.4% of households reported leaks through
roofs, walls and floors, down only slightly from 31.2% in 2015. Over the same period, Neomar Consulting
estimated that the Romanian roofing market had grown by 9.2%, to EUR 214m in 2018, and metal tiles
represented 66% of the market. We believe that, even in a scenario of a sharp slowdown in new
developments, the market for roof replacement should show some resilience.

Wetterbest is the second-largest player in the market, with an 11% market share in 1H19, less than half
the size of the market leader, Bilka, with a 26% share. The market is consolidated, to an extent, with the
Top-3 players claiming a 44% market share in 1H19, and the Top-10 at 74%. Wetterbest does have
room to grab market share from smaller players, while it is trailing the market leader significantly in terms
of profitability, with an EBITDA margin of 4.6% vs. 10.9%, respectively, despite similar price levels.

Problems affecting households, roof/walls/floor leaks  Wetterbest comparison to its closest local peer
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Source: INS,Company data, EMIS, WOOD Research

Logistics and industrial real estate. TeraSteel, the company’s subsidiary, which produces sandwich
panels and turnkey halls, is exposed directly to this segment of the real estate market; and, in 2019, this
was the largest contributor to the group’s turnover, at 32%. According to Cushman & Wakefield Echinox,
the stock of modern logistics and industrial real estate in Romania stood at 4.3-4.6m sgm at the end of
last year, with close to half of this in Bucharest. The firm estimates that this should grow to 5m sgm by
the middle of 2021E, while 200k sgm were delivered in 1H20E. Looking at logistics space penetration
compared to other countries in the region, Romania still has significant potential. e-commerce
penetration is one of the drivers, particularly as Romania lags behind its peers, at 23% in 2019, albeit
growing faster than the EU average, increasing by 7% over the past two years.

Logistics spaces (sqm/1,000people) e-commerce penetration (%)
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Financial forecasts

Revenues. We expect TeraPlast’s business to continue to post a decent growth rate in 2020E, at 15%
for the group. We take into account the company’s latest guidance of RON 478m for 1H20E, which
implies 15% yoy growth compared to 1H19, despite lockdown measures directly affecting some
construction through social distancing measures, and assume some weakness in the 2H20E results. We
pencil in a slowdown to 8% in 2021E, driven by the impact of the COVID-19 pandemic on the construction
market, factoring in a delay (assuming ongoing projects still to be completed). For 2020E, we expect
revenues of RON 1.1bn, followed by RON 1.2bn in 2021E and RON 1.4bn in 2022E, when we see a
return to faster growth, following the weaker 2021E. Over the next three years, we forecast revenue
expansion of 13% p.a. We believe TeraPlast’s diversified business is more resilient to a sharp slowdown
in the overall construction market, as its three core business lines (84% of revenues) all have some form
of protection: i) the metal tiles business is focused on refurbishment, rather than new development; ii)
installations and fittings should benefit from the increase in infrastructure spending by the government;
and iii) TeraSteel’s sandwich panel business, focused on industrial and logistics real estate, should see
some resilience, driven by investment grants from the government for new industrial developments, and
e-commerce stimulating further logistics development.

Growth by business line 2017-22E growth dynamics (RON m)
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Raw materials. This is the single-biggest cost item for the business, at 71.9% in 2019, varying across
the company’s business lines. We expect to see an improvement to 70.7% in 2020E, driven mainly by
the prices of raw materials falling sharply, between 5-15% ytd. The prices of final products adjust with a
time lag, however, if we use the 2008-09 period as a benchmark, so TeraPlast could boost its profitability
this year. In the medium term, we expect a stable gross margin, with raw materials cost as a percentage
of revenues climbing only slightly, to 72.2% in 2023E. We also anticipate that the metal tiles business
should improve its margin, on the back of post-consolidation cost efficiencies with TeraSteel, and due to
the finalisation of its new metal tiles production plant, at the beginning of this year. On the other hand,
we pencil in some margin erosion in its installation business, towards 70% in the medium term, from
65.5% in 2019, taking a conservative view on its development, given the higher profitability than normal
last year.

Raw materials as a % of revenues
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Employee costs. These represent the second-largest cost item for TeraPlast, at 8.8% of revenues in
2019. We expect no growth in wages in 2020E, following the company’s decision to abandon its layoff
plan, then some moderate growth in the medium term, but not to the extent experienced in the past. We
base our assumption on the shifting dynamics, from a very low unemployment labour market, to higher
unemployment, combined with Romanian workers having returned from abroad during the pandemic
(c.1.3m, according to the Prime Minister). We expect employee costs as a percentage of revenues to
move towards 8.3-8.4% in the medium term, with the average sales per employee ratio climbing to
RON 1.05m, from RON 0.9m in 2019.

Employee cost dynamics (RON m)
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EBITDA. We assume that transport costs grow in line with sales, with a neutral impact on margins; and
some slight margin improvements due to economies of scale on utilities, third parties and other costs.
This drives our EBITDA expectation of RON 123m in 2020E, a 37.9% yoy increase, at a margin of 11%,
a 180bps improvement vs. the previous year. In 1Q20, the company was already seeing margins
improvements, reporting an 80bps increase in its EBITDA margin, to 8.3%, compared to 1Q19, while its
latest guidance (end-June) indicated a 10% margin for 1H20. We do, however, forecast a small drop in
the EBITDA in 2021E, to RON 122.5m and a margin of 10.1%, once the gain from lower raw materials
costs fades, and we estimate a slowdown in growth. In terms of business lines, the company’s three
main segments accounted for 85% of its EBITDA in 2019, and we expect this share to improve, given
their faster growth. We see an improvement in the metal tiles unit, to 9.5% in 2023E, from 5.3% in 2019,
trending closer towards the market leader, Bilka, at 10.9%, driven by supply chain efficiency gains and
production efficiency at its new plant. We also anticipate an improvement in profitability at its joinery
profiles unit, which has reported operating losses, albeit small ones, in the past two years. This drives
our medium-term expectations for the EBITDA margin trending at 10.4-10.7%. Over 2019-23E, we
expect EBITDA growth of 17% per annum.

EBITDA dynamics (RON m) EBITDA by segment (RON m)
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Net income. Below the EBITDA level, we expect positive effects from the lower depreciation relative to
revenues, as the company’s heavy capex plan in the past few years starts to contribute to growth, while
capex is declining in the next two years. We assume an average asset life of 7.1-7.4 years over our
forecast period, compared to 7.6 in 2019. We also expect a positive impact from lower finance costs, as
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the company reduces its net debt balance. On the other hand, we expect an increase in the effective tax
rate. This has been c.13% for the past three years and, in our model, we assume a gradual increase to
16% by 2024E, the current corporate tax rate in Romania. This drives our net income forecasts of
RON 64m in 2020E (a 69% increase), RON 65m in 2021E, RON 94m in 2022E and RON 100m in
2023E, at an annual growth rate of 28% over 2019-23E.

Net income dynamics (RON m)
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Free cash flow and leverage. After three years of an intensive capex programme, totalling RON 230m
over 2017-19 and resulting in negative free cash flow, we expect the company to turn cash positive. We
forecast free cash flow of RON 45m for 2020E, driven mainly by a decline in capex to RON 30m, in a bid
to conserve cash in the uncertain context of the pandemic. We expect the capex to start increasing from
2022E-onwards, and forecast RON 65-80m per annum in the medium term, given that the company’s
business model requires the continuous development of capacity to sustain growth. In the medium- to
long-term, we expect a capex/sales ratio of ¢.5%. We also highlight that TeraPlast has been successful
in accessing EU funds and state aid for its investments in the past; and, in the context of grants offered
for investments to stimulate the economy, this could have a positive effect on capex if accessed again.

We take a neutral view on the working capital, as we believe that any gains from extending payable days
are likely to be mitigated by potential delays on the receivables side throughout the COVID-19 crisis. We
forecast a working capital to sales ratio of 16-17% across our horizon, in line with the 2019 level of 16%.
As a result, we expect continuous deleveraging for Teraplast, from a net debt/EBITDA ratio of 2.6x in
2018 and 2.1x in 2019, to 1.1x in 2020E and 0.6x in 2021E. We believe that, at these levels, the company
is in a comfortable position to pursue acquisitions and investments for growth. While not a dividend payer
historically, if there is a lack of opportunities, which we do not see as likely, the company could become
an attractive dividend payer, in our view. A payout of 25% in 2022E would imply a dividend yield of 6%
at current prices, on our estimates.
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Risks

Macro risk. As a construction materials manufacturer, TeraPlast is heavily exposed to the construction
sector, which is highly cyclical. We expect the COVID-19 pandemic to cause a sharp GDP contraction
of 5.9% in 2020E, followed by a rebound of 5.2% in 2021E. In our numbers, we expect a slowdown in
construction, with a lag, mainly in 2021E. We anticipate TeraPlast’s business to show resilience in this
period, as its exposure is to segments of the construction market that are more defensive in the current
context. There is downside risk for our estimates, however, if the macro hit is larger than we expect
currently, or the slowdown in the construction steeper and more widespread, and we view this as the
biggest risk for our forecasts, in the near term.

Prices of raw materials. TeraPlast’s single largest cost item is raw materials, ranging at 71-74% of
sales in the past three years. Its supply chain strategy plays a key role in maintaining and improving
margins. While we believe that TeraPlast is well-positioned, given its diversified business model and
experience in the market, it could be wrong-footed by volatility in the prices of raw materials, particularly
in the current context, where supply and demand are rebalancing. We take a conservative view, and
expect largely similar gross margins in the medium term.

Dependency on state infrastructure spending. A significant part of the company’s revenues (a large
part of its installations and fittings business line, which generated about one-quarter of its 2019 revenues)
is derived from pipes for water, gas and sewage infrastructure, projects that are developed by the state.
While we believe that such projects should gain increasing political backing in the future, a change in the
government’s strategy could affect the company’s performance.

Sustainability of PVC. There have been active debates at the EU level since 2000 on PVC’s impact on
the environment, when the European Commission published its Green Paper on Environmental Issues
on PVC. Debates continue to this day on the impact and the measures to be taken, while we note that,
in 2000, most of the PVC waste was being stored in waste landfills. Recycling has become more of a
common trend in the industry, and debates will intensify in the medium- to long-term in light of the green
initiatives undertaken by the EU. We note, however, that we believe that TeraPlast is one of the leaders
in recycling in the industry, with its 12kt capacity rigid PVC recycling plant being the largest in Romania,
and one of the top-10 in Europe.

Leverage. At the end of 2019, the company had a net debt/EBITDA ratio of 2.1x and a gross
debt/EBITDA ratio of 2.4x, while its covenants are assessed on the latter, with a 3.5x limit. While we
believe the company has sufficient headroom to weather a severe change in the business environment,
we view it as on the more indebted side in the Romanian listed companies universe.

Low market liquidity. Its average traded volumes over the past 12 months have been as low as
EUR 70k/day, which creates the risk of higher price fluctuations.

TeraPlast
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Financials

Income statement

RON m 2018 2019 2020E 2021E 2022E 2023E
Revenues 805 973 1,118 1,206 1,424 1,591
Steel segment 484 580 659 686 825 921
Heat insulated joinery / Sandwich panels 263 310 335 352 408 449
Metal tiles 221 270 324 334 418 472
Plastics segment 322 394 459 521 599 670
Installations and fittings 174 240 300 360 432 497
Joinery profiles 56 61 64 65 69 72
Granules (Compounds) 63 64 65 66 68 70
PVC Windows and doors 29 29 29 29 30 31
Other revenues 2 2 0 0 0 0
Total revenues 806 975 1,118 1,206 1,424 1,591
Raw materials -605 -698 -790 -860 -1,025 -1,148
Gross profit 201 277 328 347 399 442
Employee benefit expenses -68 -86 -96 -106 -114 -132
Depreciation -31 -33 -38 -37 -36 -42
Other expenses -67 -103 -109 -118 -132 -145
Transport costs -29 -40 -46 -50 -59 -65
Utilities -9 -13 -16 -17 -18 -20
3rd party -14 -18 -21 -23 -24 -26
Marketing -5 -6 -7 -8 -9 -11
Other -9 -25 -19 -20 -21 -23
Operating costs -166 -222 -243 -261 -283 -318
EBITDA 64.9 88 123 122 153 166
Operating result 35 55 85 85 116 124
Financial result -9 -10 -9 -7 -3 -3
Share of the result of JVs 0 0 0 0 0 0
Profit before tax 26 45 76 78 113 121
Income tax expense -4 -6 -10 -11 -16 -18
Non-controlling interests 1 1 2 2 3 3
Profit for equity holders 22 38 64 65 94 100
Dividends 1 0 0 0 23 25
Source: Company data, WOOD Research
Operational data
RONm 2018 2019 2020E 2021E 2022E 2023E
EBITDA breakdown
Steel segment 41.0 51 65 62 81 90
Heat insulated joinery / Sandwich panels 26.4 37 40 35 43 45
Metal tiles 14.6 14 25 27 38 45
Plastics segment 239 38 58 60 72 76
Installations and fittings 9.9 25 42 a7 59 64
Joinery profiles 35 7 7 8
Granules (Compounds) 7.3 8
PVC Windows and doors 3.2 1 0
Growth 89.3% 20.9% 14.7% 7.9% 18.1% 11.7%
Steel segment 179.7% 19.9% 13.6% 4.0% 20.4% 11.5%
Heat insulated joinery / Sandwich panels 51.8% 18.0% 8.0% 5.0% 16.0% 10.0%
Metal tiles n.a. 22.1% 20.0% 3.0% 25.0% 13.0%
Plastics segment 27.4% 22.4% 16.3% 13.5% 15.0% 11.9%
Installations and fittings 44.2% 38.2% 25.0% 20.0% 20.0% 15.0%
Joinery profiles 1.8% 8.5% 5.0% 2.0% 5.0% 5.0%
Granules (Compounds) 16.6% 1.6% 2.0% 1.0% 3.0% 3.0%
PVC Windows and doors 25.9% -0.1% 0.0% 0.0% 3.0% 3.0%
Gross profit margin 24.9% 28.4% 29.3% 28.7% 28.0% 27.8%
Operating margin 4.3% 5.6% 7.6% 7.1% 8.2% 7.8%
EBITDA margin 8.0% 9.2% 11.0% 10.1% 10.7% 10.4%
Net income margin 2.7% 3.9% 5.7% 5.4% 6.6% 6.3%
Source: Company data, WOOD Research
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Balance sheet

RONm 2018 2019 2020E 2021E 2022E 2023E
PPE 214 281 273 255 299 322
Intangible assets 71 44 44 44 44 44
Other Fixed assets 9 17 17 17 17 17
Non-current assets 294 342 334 316 360 383
Inventories 194 182 195 224 281 315
Receivables 127 139 184 192 215 240
Cash 23 29 75 51 52 77
Other current assets 1 2 2 2 2 2
Current assets 346 352 455 469 549 633
TOTAL ASSETS 642 693 789 785 909 1,016
Share capital 107 134 134 134 134 134
Retained earnings 69 79 143 208 302 379
Other equity 61 61 61 61 61 61
Non-controlling interests 2 2 4 6 9 12
Total equity 238 276 342 409 506 585
LT Loans 71 63 63 23 18 18
Lease liabilities 1 6 6 6 6 6
Other LT liabilities 62 27 27 27 27 27
Total non-current liabilities 134 96 96 56 51 51
ST Loans 122 149 149 99 89 84
Payables 145 166 195 212 253 283
Lease liabilities 1 3 3
Provisions 1 2 8
Other ST liabilities 1 2 2
Total current liabilities 270 321 351 320 352 380
Total liabilities 404 417 447 376 403 431
TOTAL EQUITY AND LIABILITIES 642 693 789 785 909 1,016
Source: Company data, WOOD Research

Cash flow statement

RON m 2018 2019 2020E 2021E 2022E 2023E
Pre-tax Income 26 45 76 78 113 121
Tax -4 -6 -10 -11 -16 -18
Depreciation & amortisation 31 33 38 37 36 42
Changes in working capital -73 23 -30 -20 -39 -28
Other adjustments 27 -19 1 1 2 2
Operating cash flow 8 76 75 86 96 119
CAPEX -59 -99 -30 -20 -80 -65
Other 23 12 0 0 0 0
Investing cash flow -36 -87 -30 -20 -80 -65
Dividends -11 -1 0 0 0 -23
Change in loans 59 19 0 -90 -15 -5
Other -9 0 0 0 0 0
Financing cash flow 39 18 0 -90 -15 -28
Free cash flow -28 -11 45 66 16 54
Beginning cash 12 23 29 75 51 52
- other adjustments 0 0 0 0 0
- change in cash flow 11 45 -24 25
Ending cash 23 29 75 51 52 7
Source: Company data, WOOD Research
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Ratios

2018 2019 2020E 2021E 2022E 2023E
Number of shares (m, eop) 1,070.2 1,337.8 1,337.8 1,337.8 1,337.8 1,337.8
Number of shares (m, waop) 863.9 1,120.8 1,337.8 1,337.8 1,337.8 1,337.8
Price 0.3 0.3 0.3 0.3 0.3 0.3
Net debt 170 183 138 71 56 25
Net debt / EBITDA (x) 2.6 21 11 0.6 0.4 0.2
EPS (RON) 0.03 0.03 0.05 0.05 0.07 0.07
- EPS growth -2.8% 33.1% 41.5% 2.5% 43.5% 6.6%
Dividend (RON m) 0.8 0.0 0.0 0.0 234 50.0
DPS (RON) 0.00 0.00 0.00 0.00 0.02 0.02
- Payout Ratio 4% 0% 0% 0% 25% 25%
Dividend yield 0.3% 0.0% 0.0% 0.0% 5.7% 6.1%
FCF yield -9% -3% 11% 16% 4% 13%
BVPS (RON) 0.3 0.2 0.3 0.3 0.4 0.4
ROA 4.0% 5.7% 8.6% 8.3% 11.1% 10.4%
ROE 9.5% 14.7% 20.6% 17.4% 20.5% 18.3%
ROIC 6.3% 8.9% 12.7% 12.4% 14.4% 13.9%
PE (x) 15.0 10.9 6.4 6.3 4.4 4.1
EV/EBITDA (x) 7.7 6.7 4.5 4.0 31 2.7
P/BV 11 12 12 1.0 0.8 0.7
Source: Company data, WOOD Research
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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 07/07/2020 at 22:15 CET and disseminated on 08/07/2020 at 07:30 CET.

WOOD&Co’s rating and price target history for TeraPlast in the preceding 12-month period:
[ Date | Rating | Date [ PT |
|_08/07/2020 | BUY —initiation of coverage | 08/07/2020 | RON0.437 |

A history of all WOOD&COo'’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&Co’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 50% 44% 5% 1% n.a. 1%
IB Clients 1% 1% n.a. n.a. 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&Co’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 8 July 2020)
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Philip Morris CR 5
PKN Orlen 5
PKO BP 4,5
Purcari Wineries 12,3, 4
PZU 4,5
Romgaz 5
Santander Bank Polska 5
Siauliu Bankas 1,2, 4
Tauron 5
Transelectrica 5
Transgaz 5
Warsaw Stock Exchange 5
# 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 WOOD&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 is prepared for general circulation to WOOD&Co0’s clients and 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 European Residents:

This investment research is only for persons who are eligible counterparties or professional clients within the meaning of Directive 2014/65/EU of the European
Parliament and of the Cpinsil 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). It is not intended to be distributed or passed on, directly or indirectly, to any other class of persons.
This material is not for distribution in the United Kingdom or Europe to retail clients, as defined under the rules of the Financial Conduct Authority.

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
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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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