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Issuance Rating

KESZ Holding Zrt. 26 October 2021
Senior unsecured bonds 2021/31 Issuance rating

Issue ISIN Issue Amount Coupon Term Amortisation
KESZ 2031 HU0000360466 HUF 22bn 2.80% fix 17/06/21 — 17/06/31  partially
KESZ 2031 II HU0000360870 HUF 10bn 3.80% fix 17/11/21 - 17/11/31  partially

CREDITOR PROTECTION

reasonable
BB (Notching)

>50%

Slightly increased business risks due to inherent exposure = Partially amortising bond structure
to cyclical and competitive construction industry = Reasonable, market standard terms esp. with view to
= Moderate financial risks due to stable earnings, moderately termination rights, covenants and negative clauses

strong credit metrics and prudent financial policies
= No modification for operational risks or external influence

Robust senior ranking = Hypothetical default scenario based
= Joint and several payment guarantee provided on assumed liquidation of assets
by three main group companies = Expected recovery rate: > 50%

= Bond proceeds to be utilized for working capital
refinancing and business development investments
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Rating rationale

Scope Hamburg affirms the BB issuance rating of the first series of senior unsecured bonds (KESZ 2031; HUF
22bn) issued by KESZ Holding. At the same time Scope Hamburg assigns a BB issuance rating to the upcoming
second issue of senior unsecured bonds (KESZ 2031 Il; HUF 10bn). The ratings were derived from KESZ’ current
issuer credit rating (BB), the bond's structural ranking, reasonable creditor rights and adequate recovery expec-
tations of > 50% in a hypothetical bond default scenario.

Robust senior ranking
within post issuance
capital structure

Reasonable creditor
protection rights

Expected recovery > 50%
based on hypothetical
default scenario

Rating History

KESZ Holding’s senior unsecured bonds are governed by Hungarian law and structured as
partially amortising balloon notes with a term of 10 years. Overall, we assess the bonds to
be subject to a robust senior ranking, as parts of the net proceeds from the offerings shall
be used to replace parts of existing senior debt financing. Nevertheless, a smaller amount
of effectively higher-ranking secured debt remains post issuance.

As outlined above, KESZ Group’s assets remain pledged as collateral to the existing port-
folio of (secured) bank loans/guarantees or trade credit. For holders of unsecured debt it is
important to mitigate the risk of becoming significantly disadvantaged in the event of addi-
tional debt issues, when permitted. For private businesses we generally expect higher risks,
as they are usually forced to raise new debt against any unencumbered assets should their
credit quality deteriorate for some structural reasons. Nevertheless, a set of reasonable
creditor protection clauses has been included into the final bond terms. In our view, the
applied clauses such as pari passu, negative pledge (bond market securities), rating dete-
rioration, dividend policy, group-level net debt/EBITDA or cross default will keep the issuers
capital structure under control while ensuring equal rights of payment and equal seniority
with any new debt issues. We also acknowledge the joint and several payment guarantees
issued by the three main group companies KESZ Epité ZRt., KESZ Ipari Gyarté Kft. and
Matech Magyar Technolégiai Kft. as an additional element to enhance creditor rights.

Our recovery expectation for KESZ’ senior unsecured bonds follows a hypothetical default
scenario based on an assumed liquidation of assets. At present, KESZ Group’s overall
creditworthiness is driven by an only slightly increased probability of default mainly as a
result of its operations in the construction sector which we assess as highly competitive and
inherently exposed to economic cycles on the one hand, but KESZ’ robust financial profile
on the other hand (cp. BB issuer rating). In a hypothetical default scenario, however, we
assume a further deterioration of the issuer's overall creditworthiness as a cause of
prolonged market stress leading up to depressed long-term profit prospects, overcapacities
(e.g. real estate, production sites, workforce) and stressed net asset values (e.g. shrinking
valuation multiples). We also assume that ranking and size of debt claims could change
prior to default, and that the issuer could be forced to pledge more assets to raise debt as
its credit quality deteriorates. As a consequence, loss given default usually rises dispropor-
tionately the higher the probability of default is. This is especially true for unsecured debt.
Nevertheless, we still expect adequate recovery rates of at least 50% for the holders of
KESZ' senior unsecured bonds, as the bonds shall remain the primary source of external
long-term funding. KESZ Group is expanding into new and modern production facilities or
real estate projects, which we expect to maintain higher values in distressed situations while
being exempt from any unfavorable pledge agreements via reasonable credit protections
(pari passu/negative pledge). Our assessment leads to the equalization of the senior bond’s
issuance rating with the current issuer credit rating of KESZ Group (BB).

BB BB BB

Issuer rating

Outlook stable stable stable
Issuance rating — KESZ 2031 preBB BB BB
Issuance rating — KESZ 2031 I BB
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Upgrade / Downgrade Factors

Factors that could lead
to an Upgrade

Factors that could lead
to a Downgrade

Issuance

2021/31 series of senior
unsecured bonds to fund
refinancing and expansion

Non-public auctions
June and November 2021

Issuance
rating assigned

© Scope Hamburg GmbH 2021

m  Upgrade of KESZ Group’s issuer credit rating

Lasting improvement of the bond’s expected recovery rate

®m  Downgrade of KESZ Group’s issuer credit rating

Lasting deterioration of the bond’s expected recovery rate

KESZ Holding’s 2021/31 series of senior unsecured bonds are governed by Hungarian law
and are structured as partially amortising balloon notes with a term of 10 years. Repayment
begins from 2026 with a rate 10% annually. The balloon payment (50%) is due at maturity in
2031. According to the corporate plans the net proceeds from the 2021 offerings KESZ2031
(June: HUF 22bn) and KESZ2031 Il (November: HUF 10bn) shall be used to refinance parts
of the existing bank liabilities (e.g. working capital financing) and to fund the group’s business
development and expansion projects. More precisely KESZ Group plans to modernise and
expand its construction capacities, develop/realise commercial & residential real estate pro-
jects and to modernise its corporate infrastructure. As of 31 Dec 2020 the group’s consoli-
dated capital structure contained long- and short-term bank liabilities in a total amount of
HUF 15.6bn. After successfully issuing the first series of bonds in June 2021 (HUF 22bn)
reported bank liabilities as of 30 June 2021 stood still at HUF 14.3bn. Following the second
issue of bonds in November 2021 (HUF 10bn), and depending on the final utilization of funds
according to the corporate financial plan, we expect total (secured) bank liabilities to remain
at c. HUF 6.0bn at the end of the year 2021.

KESZ Holding Zrt. (issuer) applied for MNB’s “Bond Funding for Growth Scheme” (BGS) and
initiated a non-public placement process under the advice of OTP Bank (issuing agent) in
Q2 2021 (KESZ2031) and Q4 2021 (KESZ2031 Il). Besides the Central Bank of Hungary
(MNB) a further 15 institutional investors are invited to place their purchase orders. Allocation
of the first series of senior unsecured bonds (HUF 22bn) and settlement with the paying
agent took place on 17 Jun 2021. Allocation and settlement of the second series of senior
unsecured bonds (HUF 10bn) will take place on 17 Nov 2021. At a later stage (90 days post
issuance) a secondary market listing of the notes at the Budapest Stock Exchange is oblig-
atory (BET Xbond).

The issuance rating is linked to KESZ Group's current issuer credit rating (BB; rating report
17 Mar 2021). The issuer rating is subject to an ongoing monitoring process and already
takes account of the capital structure post issuance (rating affirmation 26 October 2021).
Furthermore, the issuance rating is assigned based on the final bond documentation as of
8 June 2021 (KESZ 2031 /1) and the final bond documentation as of 26 October 2021 (KESZ
2031 /1).
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Appendix 1: Execution

This report represents a supplement to the issuer rating report of 17 Mar 2021 and the rating affirmation of 26 Oct 2021. The issuance
rating is derived from the current issuer rating. The full rationale for the issuer rating notation can be found in the issuer rating report.

Analysts Rating committee (Chairperson)

= Matthias Peetz, Lead analyst = Dorte Mahlmann

Contact:

Tel.: +49 (0) 40/60 77 81 200
info@scopehamburg.com

Rating, Solicitation, Principal Sources of Information

® This credit rating has been issued in accordance with the CRA Regulation.

Solicited Rating |:| Unsolicited Rating

|:| No participation of the rated entity or related third party
|:| With participation of the rated entity or related third party
|:| Access to internal documents

|:| Access to management

= Prior to its publication the rating was disclosed to the rated entity. During this period, the rated entity had the opportunity to review
the rating and to verify the underlying assumptions. Following this review, the rating was not amended.

= Principal sources of information:

- Final bond documentation KESZ 2031 (3 Jun 2021) and KESZ 2031 Il (26 Oct 2021)
= Business plan provided by the issuer
= Management interviews

Rating methodologies and definitions

" Scope Hamburg GmbH Issue Rating Methodology as of December 2014
= Basic Principles for Assigning Credit Ratings and Other Services as of October 2021
" Guidance Regarding the Consideration of ESG Factors in Scope Hamburg Credit Ratings as of March 2020

Scope Ratings GmbH and Scope Ratings UK Limited apply the same methodologies/models and key rating assumptions for their credit
rating services, while Scope Hamburg GmbH's methodologies/models and key rating assumptions are different from those of Scope
Ratings GmbH and Scope Ratings UK Limited.

Scope Hamburg GmbH

FerdinandstraRe 29-33
20095 Hamburg
Tel.: +49 (0) 40/60 77 81 200

info@scopehamburg.com
scopehamburg.com

IN
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https://scopehamburg.com/seiten/Methodology_Issue_Rating_2017EN.pdf
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Appendix 2: Rating categories’

Category Explanation

In the opinion of Scope Hamburg, AAA rated obligations demonstrate an excellent credit quality and the lowest

AAA
default risk.
AA In the opinion of Scope Hamburg, AA rated obligations demonstrate a very high credit quality with a very low default
risk.
A In the opinion of Scope Hamburg, A rated obligations demonstrate a high credit quality with a low default risk.
BBB In the opinion of Scope Hamburg, BBB rated obligations demonstrate a medium credit quality with a moderate default
risk.
BB In the opinion of Scope Hamburg, BB rated obligations demonstrate a medium-low credit quality with a slightly in-
creased default risk.
B In the opinion of Scope Hamburg, B rated obligations demonstrate a low credit quality with an increased default risk.
cce In the opinion of Scope Hamburg, CCC rated obligations demonstrate a very low credit quality with a high default
risk.
cc In the opinion of Scope Hamburg, CC rated obligations demonstrate a very low credit quality, an event of default is
very likely.
c In the opinion of Scope Hamburg, C rated obligations demonstrate a very low credit quality, an event of default is
imminent.
D/SD D rated obligations have defaulted, as defined by the rating agency. The rated obligation is assigned an SD rating

(Selective Default) if the issuer only defaulted on certain debt obligations.

PLUS (+) Rating categories from AA to CCC are modified by a PLUS (+) or MINUS (-), where required, in order to show their
MINUS (-) relative position within the rating category.

* For more explanations and definitions please refer to:
Basic Principles for Assigning Credit Ratings and Other Services as of October 2021
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Disclaimer

© 2021 Scope Hamburg GmbH and/or its licensors and affiliates. All rights reserved.

CREDIT RATINGS ISSUED BY SCOPE HAMBURG GMBH ARE SCOPE HAMBURG GMBH’S CURRENT OPINIONS OF THE RELA-
TIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND SCOPE HAM-
BURG GMBH’S PUBLICATIONS MAY INCLUDE SCOPE HAMBURG GMBH’S CURRENT OPINIONS OF THE RELATIVE FUTURE
CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES. SCOPE HAMBURG GMBH DE-
FINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY
COME DUE AND, IN THE CASE OF ISSUANCE-LEVEL CREDIT RATINGS, ANY ESTIMATED FINANCIAL LOSS IN THE EVENT OF
DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MAR-
KET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS AND SCOPE HAMBURG GMBH’S OPINIONS INCLUDED IN SCOPE
HAMBURG GMBH’S PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS AND
SCOPE HAMBURG GMBH’S PUBLICATIONS ARE NEITHER A PROSPECTUS NOR A SUBSTITUTE FOR INFORMATION ASSEM-
BLED AND PRESENTED BY COMPANIES OR ISSUERS FOR INVESTORS REGARDING THE PURCHASE OF A SECURITY OR
FOR ASSESSING THE CREDITWORTHINESS OF A RATED ENTITY. CREDIT RATINGS AND SCOPE HAMBURG GMBH'’S PUBLI-
CATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND DO NOT PROVIDE RECOMMENDA-
TIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT RATINGS NOR SCOPE HAMBURG
GMBH’S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. SCOPE
HAMBURG GMBH ISSUES ITS CREDIT RATINGS AND PUBLISHES ITS PUBLICATIONS WITH THE EXPECTATION AND UNDER-
STANDING THAT EACH INVESTOR WILL, WITH DUE CARE, CONDUCT ITS OWN INDEPENDENT ANALYSES, CREDIT ASSESS-
MENTS AND OTHER VERIFICATIONS AND EVALUATIONS OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR PUR-
CHASE, HOLDING, OR SALE.

SCOPE HAMBURG GMBH’S CREDIT RATINGS AND SCOPE HAMBURG GMBH’S PUBLICATIONS ARE NOT INTENDED FOR USE
BY RETAIL INVESTORS AND IT WOULD BE RECKLESS AND INAPPROPRIATE FOR RETAIL INVESTORS TO USE SCOPE HAM-
BURG GMBH'S CREDIT RATINGS OR SCOPE HAMBURG GMBH’S PUBLICATIONS WHEN MAKING AN INVESTMENT DECISION.
IF IN DOUBT YOU SHOULD CONTACT YOUR FINANCIAL OR OTHER PROFESSIONAL ADVISER.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT LAW,
AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMIT-
TED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH
PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT
SCOPE HAMBURG GMBH’S PRIOR WRITTEN CONSENT.

All information contained herein is obtained by Scope Hamburg GmbH from sources believed by it to be accurate and reliable. Because
of the possibility of human or mechanical error as well as other factors, however, all information contained herein is provided “AS IS”
without warranty of any kind. Scope Hamburg GmbH adopts all necessary measures so that the information it uses in assigning a credit
rating is of sufficient quality and from sources Scope Hamburg GmbH considers to be reliable including, when appropriate, independent third-
party sources. However, Scope Hamburg GmbH is not an auditor and cannot in every instance independently verify or validate information
received in the rating process or in preparing the Scope Hamburg GmbH publications.

Please note that summaries of contracts, laws and other documents contained in any Scope Hamburg GmbH publication, rating report or
other materials cannot replace careful study of the relevant complete texts.

Scope Hamburg GmbH and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability to any
person or entity for any indirect, special, consequential, or incidental losses or damages whatsoever arising from or in connection with
the information contained herein or the use of or inability to use any such information, even if Scope Hamburg GmbH or any of its directors,
officers, employees, agents, representatives, licensors or suppliers is advised in advance of the possibility of such losses or damages,
including but not limited to: (a) any loss of present or prospective profits or (b) any loss or damage arising where the relevant financial
instrument is not the subject of a particular credit rating assigned by Scope Hamburg GmbH. The limitations do not apply to the extent
that fraud, intent or any other type of liability cannot be excluded or limited (as applicable) under applicable law.

Scope Hamburg GmbH and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability for any
direct or compensatory losses or damages caused to any person or entity, on the part of, or any contingency within or beyond the control
of, Scope Hamburg GmbH or any of its directors, officers, employees, agents, representatives, licensors or suppliers, arising from or in
connection with the information contained herein or the use of or inability to use any such information. The limitations do not apply to the
extent that fraud, intent or any other type of liability cannot be excluded or limited (as applicable) under applicable law.

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FIT-
NESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE
BY SCOPE HAMBURG GMBH IN ANY FORM OR MANNER WHATSOEVER.

The dissemination and use of a Scope Hamburg GmbH rating report may be prohibited by law in certain jurisdictions. Any persons who

come into the possession of such information should inquire about and comply with any prohibitions that may be in place. Scope
Hamburg GmbH assumes no liability of any kind with respect to such dissemination and use of any rating in any jurisdiction whatsoever.

Scope Hamburg GmbH

Hamburg, 26 October 2021
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