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MFO

# Q3'22 outlook and outlook for subsequent quarters. HDGC prices averaged PLN 4150/t in Q3'22 ( PLN -1700 q/q

and PLN -1720 y/y), but prices fell from PLN 4650/t to PLN 4100/t between the beginning and end of the quarter. We

estimate that the drop in steel prices that began as early as May had a negative impact on earnings (more expensive

inventory, with falling spot prices for finished goods, caused a negative FIFO effect, in our view). The slowdown in industry

and construction will, in our opinion, leave its mark on sales volumes. Given the time lag between profile production,

window production, window distribution and purchase by the end customer, we expect that sales in this range will not yet

feel the slowdown by the end of the year. The production of profiles for PV farms may prove to be a mitigating factor, but

this will depend on gaining sales competence in Western European markets due to problems in obtaining new connections

in the domestic market. Falling steel prices translate into lower demand for working capital, which in turn heralds strong

OCF in H2'22 (net working capital after H1'22 was PLN 182m). We expect higher capex next year due to the planned

construction of a new plant on land purchased from Boryszew.

# Steel market. In recent months, there have been a number of steel production shutdowns or announcements of

shutdowns at blast furnace mills in Europe, which in turn affects higher transport costs due to the need to import goods

from blast furnace mills located further away from Poland. The main supplier of steel to MFO is ArcelorMittal, which has

announced production shutdowns at its plants in Dabrowa Górnicza, Eissenhuttenstadt, Bremen and Dunkirk, among

others. With such a large scale of production cutbacks on the steel mills' side, the company's advantage becomes access

to the railway siding, which was purchased last year (lower transport costs and greater, more flexible availability). It is also

worth noting that a large part of MFO's Polish competitors used to supply steel from eastern directions (Severstal,

Metinvest), but due to the duties introduced, these entities will be losing their market share. Despite this, the decline in

demand is affecting an increasingly wide range of steel profile customers in Europe, which leads us to lower our

expectations for realised volumes in the coming quarters.

# Revision of forecasts and valuation assumptions. We raise the rfr from 6% to 6.5%, while maintaining the market

premium at 6% (sWIG80 index), given the high volatility of steel prices and the uncertainty of future price developments

(currently leaning in plus in the cycle) we assume an unleveraged beta of 1.1x. We lower our volume assumptions for

2022-2023 from 167,000 tonnes and 177,000 tonnes to 156 and 169,000 tonnes. We assume unit EBITDA margin from

2023 onwards at an average of >PLN350/t. vs. PLN 290/t in 2017-2020 (effect of price inflation and reduced competitive

pressures due to disrupted supply chains and diversion of material purchases). We maintain steel price assumptions at

PLN 3,500/t in subsequent years.
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P/E 12M EV/EBITDA 12M

mPLN 3Q20 4Q20 1Q21 2Q21 3Q21 4Q21 1Q22 2Q22 3Q22 y/y q/q mPLN 2019 2020 2021 2022E 2023E 2024E
Sales 104 120 176 234 324 257 295 295 241 -26% -18% Sales 439 428 990 1 047 806 871

EBITDA 7,7 14,7 25,0 44,1 78,8 24,0 23,4 37,0 17,7 -78% -52% EBITDA 38 36 172 95 60 64

EBIT 6,5 13,4 23,7 42,8 77,5 22,6 21,8 35,4 16,0 -79% -55% EBIT 34 31 167 88 53 55

Net profit 5,7 11,3 19,0 34,1 62,0 17,9 16,8 28,5 11,9 -81% -58% Net profit 25 27 133 69 41 46

P/E12M trailing 10,6 8,0 5,7 3,1 1,7 1,6 1,6 1,7 - EPS (PLN) 3,85 4,1 20,1 10,4 6,2 6,9

EV/EBITDA 12M trailing 6,9 6,4 4,5 2,7 1,4 1,7 1,5 1,9 - DPS (PLN) 0,8 0,0 1,0 4,0 3,1 3,1

sales growth y/y -7% 19% 49% 169% 213% 114% 67% 26% -26% P/E (x) 8,5 8,0 1,6 3,1 5,3 4,7

EBITDA margin 7,5% 12,3% 14,2% 18,9% 24,3% 9,4% 7,9% 12,5% 7,3% EV/EBITDA (x) 6,8 6,4 1,5 2,1 3,7 4,1

EBIT margin 6,2% 11,2% 13,5% 18,3% 23,9% 8,8% 7,4% 12,0% 6,7% P/BV (x) 1,3 1,1 0,7 0,6 0,6 0,6

Net margin 5,5% 9,5% 10,8% 14,6% 19,1% 7,0% 5,7% 9,6% 4,9% DY (% ) 2,6% 0,0% 3,1% 12,4% 9,6% 9,5%
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Disclaimer

General information

The Document has been prepared by Trigon Dom Maklerski S.A. (the “Brokerage House”), which is supervised by the Polish Financial Supervision Authority.

In the first place, the Document is addressed to selected clients of the Brokerage House who use its services in the area of research and recommendations. It may, however, be distributed to a wider public from the date specified therein (by posting it on the Brokerage House website,

providing it to entities that may quote it in media, in whole or in parts as they see fit, or otherwise) as a recommendation within the meaning of the Regulation (EU) No 596/2014 of the European Parliament and of the Council of 16 April 2014 on market abuse (market abuse regulation) and

repealing Directive 2003/6/EC of the European Parliament and of the Council and Commission Directives 2003/124/EC, 2003/125/EC and 2004/72/EC Text with EEA relevance (“Regulation”).

Definitions

capitalisation – market price multiplied by the number of a company’s shares

free float (%) – a percentage of a company’s shares held by shareholders with less than 5% shareholding reduced by treasury shares held by the company

min/max 52 wks – minimum/maximum share price within the last 52 weeks

average turnover – average volume of share trading within the last month

EBIT – operating profit

EBITDA – operating profit increased by depreciation and amortisation

adjusted profit – net profit adjusted for one-off items

CF – cash flow

capex – sum of investment expenditures on fixed assets

OCF – cash generated through the operational activities of the company

FCF – cash generated by the company after taking into account outflows to support operations and retained capital

ROA – rate of return on assets

ROE – rate of return on equity

NWC – net working capital

Cash conversion cycle –period from the moment of expenditure of cash for the purchase of production factors until the moment of receipt of cash revenues from the sale of manufactured goods or services.

Gross profit margin – a ratio of gross profit to net revenue

EBITDA margin – a ratio of sum of operating profit and depreciation/amortisation to net revenue

EBIT margin – a ratio of operating profit to net revenue

net margin – a ratio of net profit to net revenue

EPS – earnings per share

DPS – dividends per share

P/E – a ratio of market price to earnings per share

P/BV – a ratio of market price to book value per share

EV/EBITDA – a company’s EV to EBITDA ratio

EV – sum of a company’s current capitalisation and net debt

DY – dividend yield, dividend paid to share price ratio

RFR - risk-free rate

WACC - weighted average cost of capital

Recommendations of the Brokerage House

BUY – we expect that the rate of return on an investment will be at least 10%

NEUTRAL – we expect the price of an investment to be relatively stable, optionally it will increase no greater than 10%

SELL – we expect that an investment will make a loss greater than 0%

Recommendation prepared by: Grzegorz Kujawski, Maciej Marcinowski, David Sharma,Dominik Niszcz, Michał Kozak, Kacper Koproń, Katarzyna Kosiorek, Łukasz Rudnik, Piotr Rychlicki, Piotr Chodyra

Recommendations are valid for a period of 12 months from the date of issuance (the date specified at the beginning of the document) or until the price target of the financial instrument is achieved.

The Brokerage House may update its recommendation at any time, depending on current market conditions or assessment of persons preparing the recommendation.

Short-term recommendations (particularly those designated as speculative) may be valid for a shorter period of time. Short-term recommendations designated as speculative involve a higher investment risk.

Valuation methods used

The Brokerage House customarily applies two methods – discounted cash flow (DCF) and multiples methods (a comparison of a company’s trading multiples with the metrics of comparable companies). Alternatively, a discounted dividend model may also be used. The key disadvantage of

methods based on discounted cash flows is high sensitivity to adopted assumptions, whereas their advantage is a lack of relation to a company’s current market price. On the other hand, the main disadvantage of the multiples method is a risk that at a given point in time the market prices of

comparable companies might not reflect their true value, whereas its advantage lies in the fact that it shows a company’s market value obtained based on the market values of comparable companies.
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Legal disclaimers, disclaimers related to risks

In the opinion of the Brokerage House, the Document has been prepared with due care and attention and with the avoidance of potential conflicts of interest. The Brokerage House bears no responsibility for any inaccuracies, incompleteness or inconsistency with the facts in the Document. In particular, the Brokerage House bears no responsibility for

any damage suffered as a result of investment decisions made on the basis of information contained in the Document.

The Document does not take into account the individual needs and circumstances of any investor nor is it an indication that any investment is suitable for a given investor. Accordingly, the conclusions drawn based on the Document may prove inappropriate for a given investor.

The Brokerage House bears no responsibility for the way in which the information contained in the Document is used. Historical data presented in the Document relate to the past and past performance is no guarantee of similar results in the future. The information relating to the future may prove wrong, as it expresses opinions of persons representing

the entity described or represents independent assessment of the Brokerage House.

The information and opinions contained in the Document are not intended to be the sole basis upon which decisions are made. It is therefore advisable for the recipient(s) to make its/their own judgment and assessment of the information, consider information other than that presented in the Document, verify the presented information themselves, asses

the risks related to decision-making based on the Document, and consider consulting an independent analyst, investment advisor or other persons with relevant expertise.

Unless specifically stated, the information contained in the Document should not be treated as authorized or approved by the entity described therein. The conclusions and opinions expressed in the Document are conclusions and opinions of the Brokerage House.

Gross profit margin – a ratio of gross profit to net revenue

EBITDA margin – a ratio of sum of operating profit and depreciation/amortisation to net revenue

EBIT margin – a ratio of operating profit to net revenue

net margin – a ratio of net profit to net revenue

EPS – earnings per share

DPS – dividends per share

P/E – a ratio of market price to earnings per share

P/BV – a ratio of market price to book value per share

EV/EBITDA – a company’s EV to EBITDA ratio

EV – sum of a company’s current capitalisation and net debt

DY – dividend yield, dividend paid to share price ratio

RFR - risk-free rate

WACC - weighted average cost of capital

Recommendations of the Brokerage House

BUY – we expect that the rate of return on an investment will be at least 10%

NEUTRAL – we expect the price of an investment to be relatively stable, optionally it will increase no greater than 10%

SELL – we expect that an investment will make a loss greater than 0%

Recommendation prepared by: Grzegorz Kujawski, Maciej Marcinowski, David Sharma,Dominik Niszcz, Michał Kozak, Kacper Koproń, Katarzyna Kosiorek, Łukasz Rudnik, Piotr Rychlicki, Piotr Chodyra

Recommendations are valid for a period of 12 months from the date of issuance (the date specified at the beginning of the document) or until the price target of the financial instrument is achieved.

The Brokerage House may update its recommendation at any time, depending on current market conditions or assessment of persons preparing the recommendation.

Short-term recommendations (particularly those designated as speculative) may be valid for a shorter period of time. Short-term recommendations designated as speculative involve a higher investment risk.

Valuation methods used

The Brokerage House customarily applies two methods – discounted cash flow (DCF) and multiples methods (a comparison of a company’s trading multiples with the metrics of comparable companies). Alternatively, a discounted dividend model may also be used. The key disadvantage of methods based on discounted cash flows is high sensitivity to

adopted assumptions, whereas their advantage is a lack of relation to a company’s current market price. On the other hand, the main disadvantage of the multiples method is a risk that at a given point in time the market prices of comparable companies might not reflect their true value, whereas its advantage lies in the fact that it shows a company’s

market value obtained based on the market values of comparable companies.

Between The Brokerage House and / or participating in the preparation of this Document or having access to the Document prior to its publication: employees, contractors and other services related parties and the Issuer there is no conflict of interest. At the date of preparation of the Document The Brokerage House holds shares of the Issuer. . The

Brokerage House acts as a market maker. Remuneration for persons participating in drawing up this Document is not directly based on financial results achieved by the Brokerage House in connection with transactions in Issuer financial instruments performed by the Brokerage House. Among those who participated in preparation of this Document, as 

well as those who did not participate in its preparation, but had or could have had access to the Document, there are not people who hold shares of the Issuer in the amount of at least 5% of the share capital or hold other financial instruments whose value is essentially linked to the value of financial instruments issued by the Issuer. The Brokerage 

House in the past 12 months has not received from the Issuer dividend. Directors of the Issuer or their relatives are not directors of The Brokerage House. None of the persons involved in the preparation of this Document, does not take a management position or is close to the members of governing bodies of Issuer and none of these persons, as well 

as their relatives are not part of any agreement with the Issuer, which would be concluded on different terms than other agreements entered into by the Issuer and consumers. The Brokerage House is not a party to the agreement with the Issuer regarding the preparation of recommendations. There are no other circumstances as regards potential

conflict of interest which could be the subject to disclosure on the ground of the regulation on the recommendation.

In relation to selected Issuers, the Brokerage House provides, a brokerage service for purchasing or selling financial instruments for its own account in order to perform tasks related to the organization of a regulated market (it acts as market maker for the Issuer's financial instruments under the terms of the Warsaw Stock Exchange Regulations), current 

a list of entities for which the Brokerage House provides brokerage services for the purchase or disposal of financial instruments on its own account in order to carry out tasks related to the organization of the regulated market is available at https://www.gpw.pl/animatorzy_emitenta

https://www.gpw.pl/animatorzy_emitenta
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Additionally, at any time The Brokerage House can perform a function of mandator or mandatary in relation to more than one party, perform long or short stock, perform transactions on its own account or on the client’s account regarding financial instruments issued by the Issuer. In the future

The Brokerage House is likely to have investment connections within the framework of fiduciary activity as well as other connections with the parties other than the Issuer or Issuer’s shareholders. The Brokerage House does not exclude the possibility of acquisition by one of the investment

funds managed by Lartiq TFI S.A. during the term of this recommendation of shares or other financial instruments of the Issuer causing joint control at the general meeting of the Issuer to a greater than 5%..

The Brokerage House manages its actual and potential conflicts of interest by means of measures provided for in the Regulation on Recommendations and by implementing the Brokerage House’s general policy for the management of conflicts of interest. In the Brokerage House’s opinion,

the Document has been prepared in a manner eliminating the effect of any potential conflicts of interest.

The Brokerage House pays careful attention to numerous risks related to investments in financial instruments. Investing in financial instruments carries a high degree of risk of losing some or all funds invested.

The date presented on the first page of the Document is a date of its preparation and delivery to the recipients. Trigon Dom Maklerski S.A. is the owner of the trademarks, service marks and logo presented in the Document. The Brokerage House owns copyrights to the Document and the

content of the Document. Any publication, dissemination, copying, use or provision of the Document (or any part thereof) to any third party in any manner other than its legally sanctioned use, requires the consent of the Brokerage House.

Due to certain legal limitations, the Document may not be directly or indirectly presented, made available or issued in jurisdictions where its dissemination may be subject to local legal limitations. Persons presenting or disseminating the Document are obligated to be familiar with and

observe such limitations. It is assumed that each person (organisational entity) who receives, accepts or consents to receive the Document, by doing so:

- accepts every reservation mentioned above;

- confirms that he/she has read the Trigon Dom Maklerski S.A. Terms and Conditions of research and recommendations (available on websites: www.doakcji.trigon.pl, www.trigon.pl, referred to as the “Terms & Conditions”) and accepts them;

- gives his/her consent to be provided with a one-time service of research and recommendation provision by the Brokerage House through receiving access to the Document. The provision is covered by the Terms & Conditions together with reservations contained in and related to the

Document. Additionally, (1) the service is limited to free of charge provision of the Document and use of the Document by the addressee, (2) the service is valid only for the time of using the Document by the addressee.

The Document is not an offer within the meaning of Art. 66 of the Polish Civil Code, nor is the basis for entering into any other agreement or creating any other obligation.

Reservations regarding financial instruments referred to in this Document for which no recommendation has been issued.

This document has a promotional character and was prepared by the research team of Trigon Dom Maklerski S.A. for informational purposes only and does not constitute a recommendation within the meaning of the "Ordinance of the Minister of Finance of October 19, 2005 on information

being recommendations regarding financial instruments, or their issuers or issuers (Journal of Laws from 2005 No. 206, item. 1715).

In the opinion of the Brokerage House, the Document was prepared with due diligence and excluding the impact of a potential conflict of interest. There is no conflict of interest between the Brokerage House and / or those involved in the preparation of the Document or having access to the

Document prior to its publication: employees, service contractors and other related persons and the Issuer companies indicated in the Document. Among the persons who participated in the preparation of the Document, as well as those who did not participate in its preparation but had or

could have access to it, there are no persons who hold shares of companies ("Issuers") listed in the Document in the number constituting at least 5% of the share capital or financial instruments whose value is materially related to the value of financial instruments issued by the Issuer's

companies. The members of the Issuer's governing bodies or their close relatives are not members of the Trigon Dom Maklerski S.A. None of the persons involved in the report preparation is member of in the bodies of the Issuer's companies, does not hold a managerial position or is close

to members of the Issuer's governing bodies and none of them, as well as their relatives, are parties to any agreements with Issuer's companies, which it would be concluded on terms different from other agreements to which the Issuer and consumers are party. The historical data presented

refers to the past.

The historical data presented in the Document refers to the past, and the results achieved in the past do not guarantee their achievement in the future. The presented data referring to the future may turn out to be wrong, they are the expression of the opinions of persons speaking on behalf

of the entity to which the report relates or the result of the Brokerage House's own assessment. Before making an investment decision, an investor should become familiar with the risk related to the Issuer's business profile and the characteristics of the market on which the Issuer operates.

Unless the Document states otherwise, the information contained therein should not be treated as authorized or approved by the subject to which it relates, and the conclusions and opinions contained therein are solely the opinions and motions of the Brokerage House.

The Brokerage House in relation to selected Issuer's companies indicated in the Document in the past and as at the date of the document has provided or provides paid financial advisory services and investment banking services and other brokerage services, receiving remuneration in this

respect, the amount of which may depend on the rate of financial instruments described in the Document. The Brokerage House manages current or potential conflicts of interest by taking measures provided for in the policy of managing conflicts of interest of the Brokerage House. The

remuneration of persons taking part in the preparation of the Document is not dependent on the financial results obtained by the Brokerage House when providing services to the Issuer's companies. In the opinion of the Brokerage House, the Document was prepared excluding the impact of

any conflict of interest.

The document does not take into account the individual needs and circumstances of a given investor, nor is it an indication that any investment is appropriate in the individual situation of a given investor, therefore the conclusions of the Document may prove to be inappropriate for a given

investor. The Brokerage House is not responsible for investment decisions taken on the basis of this Document nor for damages incurred as a result of these investment decisions, nor does it guarantee the accuracy or completeness of the Document, nor does it provide any assurance that

the statements regarding the future provided in the study will work.

Investing in financial instruments involves a high risk of losing part or all of the funds invested. Trademarks, service markings and logos contained in this Document are trademarks, service markings and the Trigon logo of Dom Maklerski S.A. The copyrights to the Document and the contents

contained therein are entitled to the Brokerage House. Publishing, distributing, copying, using or making available to third parties in any other way the Document (or any part thereof) outside of the permitted use rights requires the consent of the Brokerage House.

Date of preparation: 24 October 2022

Date of first distribution: 24 October 2022 15:30

http://www.trigon.pl/
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