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Key metrics

Scope estimates

Scope credit ratios m

Scope-adjusted EBITDA interest cover 4.4x 3.9x

4.5x 3.1x

Scope-adjusted debt/EBITDA 5.6x 8.4x 6.9x 9.8x

Scope-adjusted loan/value ratio 31% 26% 27% 24%

Rating rationale

SunDell has developed more than HUF 40bn (EUR 100m+) in residential projects in the
past five years in Hungary and has eight ongoing housing developments with a value of
HUF 72bn. The company has grown significantly while keeping leverage moderate, with
a Scope-adjusted debt/EBITDA ratio at about 8x and a Scope-adjusted loan/value (LTV)
at around 30%, as well as minimal secured debt.

The issuer has a high exposure to the cyclicality of the Budapest residential real estate
market, with most of its revenues directly dependent on its development activities, i.e. the
sales of units. The company is planning a gradual build-up of recurring revenues from its
rental portfolio. This will smooth out future cash flows, albeit rather slowly as rental
revenues are still only HUF 0.6bn a year.

SunDell's small size and low pre-sale rates lead to more volatile cash flows and limited
economies of scale. The development pipeline with eight active projects is rather
concentrated and has some cluster risk within Budapest.

Increasing construction prices and interest rates have been putting pressure on
development margins and demand. Pre-sale ratios have fallen behind historical values
for speculative developments, especially luxury apartments.

Outlook and rating-change drivers

The Outlook for SunDell is Stable and factors in a slowdown in sales given the drastic
change in affordability in the issuer’s core market of Budapest, with increasing
uncertainty beyond 2024. However, the successful delivery of the company’s backlog in
2023 and 2024 will help to keep Scope-adjusted debt/EBITDA at around 8x and Scope-
adjusted interest cover at around 3x.

A positive rating action is seen as remote and would require increased visibility on sales
to beyond one year, especially for luxury housing, or a substantial share of recurring
EBITDA while credit metrics remain in line with Scope’s rating case.

Factors that could individually or collectively lead to a negative rating action are: i) a
deterioration in Scope-adjusted interest cover towards 1.0x; ii) an increase in Scope-
adjusted debt/EBITDA towards 15x; or ii) a weakening of liquidity. This could be caused
by underperformance of development projects due to increasing input prices or demand
shocks from mid-2023 due to soaring inflation rates or the inability to dispose of
speculative housing developments.

We note that SunDell’s two senior unsecured bonds issued under the Hungarian Central
Bank’s bond scheme have accelerated repayment clauses. The clauses require SunDell
to repay the nominal amount (HUF 5.5bn and HUF 11.0bn respectively) in case of a
rating deterioration (2-year cure period for a B/B- rating, immediate repayment after the
bond rating falls below B-, which could have default implications).
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Rating history

_ Rating action/monitoring review Issuer rating & Outlook

17 Oct 2023 Affirmation B/Stable
25 Oct 2022 Affirmation B/Stable
22 Jun 2022 Affirmation B/Stable

Rating and rating-change drivers

Positive rating drivers Negative rating drivers
e Solid track record: more than HUF 40bn in completed ¢ Small company in a fragmented market, leading to more
residential projects in Hungary since 2015; eight active volatile cash flows and limited economies of scale

CIOVEIBEITENS 28 WD (I e 0 IMEmE VIS Concentrated development pipeline (eight active projects

e Moderate leverage with Scope-adjusted LTV at about 30% and six under planning) with geographical cluster risk on
and Scope-adjusted debt/EBITDA at around 8x Budapest

e Gradual build-up of recurring revenues from rental portfolio High exposure to the cyclicality of the Budapest residential
to smooth out future cash flows real estate market, with most revenues directly dependent

« Landbank available for future developments, purchased on the company’s development activities, i.e. sales of units

from proceeds of capital increase (MFB Invest and e Increasing construction prices and high interest rates
Hiventures) putting pressure on development margins and on demand
Positive rating-change drivers Negative rating-change drivers

e Increased visibility of sales to beyond one year (likely
expressed by a backlog of above 1x) or a substantial
share of recurring EBITDA while keeping credit metrics in
line with rating case o Weakening liquidity

Scope-adjusted EBITDA/interest cover moving towards 1x

Scope-adjusted debt/EBITDA moving towards 15x

Corporate profile

SunDell is a Budapest-focused residential real estate company that develops medium- and premium-priced properties for sale or
leasing. During 2015-2019, SunDell developed two large projects encompassing 274 apartments in Budapest's Zuglé district
(Levendula Park and Nerium Park). In 2018-2022, SunDell continued to develop projects in this district, completing more than 150
flats for the Paskal Rose project and starting a development in Budapest District Xlll in Csata utca (168 flats completed).

With proceeds from two bonds issued under the Hungarian central bank’s scheme, the company started ambitious developments
in Zuglo with over 450 flats in Paskal Garden (over 85% completion rate) and 141 flats in Paskal Rose Il (start of development).

The company has started developments across Budapest in both the affordable and the premium housing segments (e.g. Zuglé,
Kodaly Korénd and Harshegy), has building permits for other locations in Budapest and will opportunistically expand across
Hungary.

Furthermore, SunDell acquired and has leased out Mystery Hotel, a five-star hotel with 82 rooms, and started commercial real
estate leasing through its subsidiary Dessewffy Investments Kft. and the Fogarasi Business Center office leased building.

SunDell is an exchange-listed real estate investment trust. The company’s largest shareholder is the Piukovics family through
several holding companies (around 46%). MFB Invest and Hiventures (two investor entities of the Hungarian Development Bank)
invested HUF 9bn in 2022 in SunDell to boost its development, gaining stakes of 11.48% and 4.97% respectively.

Strategic partners of SunDell belonging to the Piukovics family’s holding companies are GOPD Nyrt (main shareholder of SunDell
developing plots for development projects until permitting and then selling to SunDell), Phoen Architect Ltd (design) and Dakota
Epité Kft (general contractor).
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Financial overview

Scope estimates

4.4x

Scope credit ratios

Scope-adjusted EBITDA/interest cover 3.9x 4.5x 3.1x 2.9x
Scope-adjusted debt/EBITDA 5.6x 8.4x 6.9x 9.8x 8.5x
Scope-adjusted loan/value ratio 31% 26% 27% 24% 26%
S A I R
EBITDA 2,553 1,957 2,485 1,750 1,642
Scope-adjusted EBITDA' 2,553 1,957 2,485 1,750 1,642
e N O
Scope-adjusted EBITDA 2,553 1,957 2,485 1,750 1,642
less: (net) cash interest paid -576 -501 -558 -558 -558
less: cash tax paid per cash flow statement? 0 0 0 0 0
Funds from operations (FFO) 1,977 1,456 1,927 1,192 1,084
T A O R
Funds from operations 1,977 1,456 1,927 1,192 1,084
Change in working capital -15,718 4,788 3,767 5,217 1,739
Non-operating cash flow® 12,207 -792 0 0 0
less: capital expenditure (net) -834 -17,476 -500 -500 -500
Free operating cash flow (FOCF) -2,368 -12,024 5,194 5,910 2,323
seovesasevoimas i || |||
Total assets (reported) 48,676 60,669 58,522 56,709 51,488
less: cash and cash equivalents -2,502 -710 -1,773 -4,682 -705
Scope-adjusted total assets 46,174 59,958 56,750 52,028 50,784
o merspsaniorn |
Net cash interest per cash flow statement -576 -501 -558 -558 -558
Net cash interest paid -576 -501 -558 -558 -558
T I N A A R
Reported gross financial debt 16,716 17,193 17,193 17,193 13,893
less: cash and cash equivalents* -2,502 -710 -1,773 -4,682 -705
add: non-accessible cash 0 0 1,773 4,682 705
Scope-adjusted debt 14,214 16,482 17,193 17,193 13,893

! Changes in fair value excluded

2 Tax exempt due to status as real estate investment trust

3 Includes variations in advance payments received on residential development projects
4 No cash netting applied in the forecast
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Environmental, social and governance (ESG) profile

Environment Social

Resource management ) Management and
(e.g. raw materials ; supervision (supervisory
consumption, carbon boards and key person
emissions, fuel efficiency) risk)

Labour management

Clarity and transparency
L . Health and safety (clarity, quality and
Efﬁc'?gg:isﬁéi?' in (e.g. staff and timeliness of financial ’
p customers) disclosures, ability to
communicate)

Product innovation (e.g.
transition costs,
substitution of products
and services, green
buildings, clean
technology, renewables)

Clients and supply chain
(geographical/product
diversification)

Corporate structure
(complexity)

Physical risks (e.g. ) Stakeholder management
business/asset ; Regulatory and (shareholder payouts and
vulnerability, reputational risks respect for creditor
diversification) interests)
Legend

Green leaf (ESG factor: credit positive)
Red leaf (ESG factor: credit negative)
Grey leaf (ESG factor: credit neutral)

In Hungary, the government is incentivising energy-efficient housing by offering
preferential interest rates on mortgages financing such properties. The last green
mortgage programme (Zdld Otthon Program) closed in Q2 2022, which offered a 2.5%
fixed interest rate for up to 25 years. No new programmes are planned but the market
expects more will come.

SunDell was one of the first in the market to develop environmentally conscious and
sustainable residential buildings with low energy and water use and a high share of green
areas. SunDell's new buildings are guaranteed to have an energy performance
certification of at least ‘BB’ under Hungarian law, which is considered a nearly zero-
energy building (nZEB).

The company obtained a green bond second party opinion from Scope ESG Analysis for
its latest issued bond.
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Business risk profile: B

The business risk profile is driven by the small size of the company and weak
diversification in terms of geographies and activities (development of homes) coupled
with volatile and rather weak operating profitability. Moderate asset quality due to location
and age of buildings support the rating.

As a residential real estate developer (homebuilder), SunDell is exposed to the highly cyclical
real estate industry with its medium barriers to entry and low substitution risk. Revenue and
EBITDA from letting out properties are limited to below 10% of SunDell’s activities.

We view development as the riskiest real estate sub-segment but assign an industry risk
of BB for homebuilder companies, giving credit for housing being a basic need.

Significant inflation in Hungary (14.5% in 2022; 17.6% expected in 2023 by the Hungarian
central bank) and interest rates hikes have had a significant impact on the residential
housing market of Budapest, where SunDell operates. Prices of newly built residences
fell 15%-25% in real terms over the last 12-18 months owing to minimal nominal price
growth. The potential increase in demand due to soaring household wages has been
nullified by increases in retail mortgage rates and monthly instalments.

Therefore, the affordability index in Budapest is now similar to Warsaw’s and Ljubljana’s
price-to-income ratios but higher than Bucharest’s. In addition, mortgage financing has
come to a halt, resulting in demand shocks with fewer transactions. High interest rates in
western Europe have also caused international investors to shun the market, while
Russian investors, major buyers in the luxury segment, are no longer present.

Even so, SunDell did not cancel existing projects. SunDell’s financing is mainly non-
amortising and fixed rate, which has been an advantage in the current macroeconomic
situation. SunDell managed to buy new plots, raise equity to grow the project pipeline and
finish the planning of new projects.

Figure 1: Nominal and real MNB house price index by Figure 2: Number of new homes sold in Budapest, and
settlement type (2010 = 100 per cent) ratio of repricing within the advertised new homes
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Source: Hungarian Central Bank’s housing market report, May 2023 Source: Hungarian Central Bank’s housing market report, May 2023

With total assets increasing to HUF 60.0bn (circa EUR 160m) by YE 2022 from
HUF 21.3bn (EUR 61m) at 2019, SunDell is an emerging real estate developer in a highly
fragmented market. Large developments in Zuglo led to significant growth in the
residential portfolio, followed by the expansion to several areas of Budapest. The
company has a good track record in affordable housing. It sold EUR 130m of apartments
in the past five years, a large improvement from EUR 35m in 2015-2019. The first luxury
apartment developments will be completed in 2023. However, the company remains
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small in a European context. Cluster risk is also still excessive with only a handful of new
projects, many still in the initial phase.

SunDell's focus remains on medium-priced flats in Budapest and opportunistic premium
housing such as the Kodaly Kérénd and Harshegy developments, to be complemented
by a residential development at Lake Balaton.

Figure 3: Disbursement of housing loans by loan purpose Figure 4: Scope-adjusted assets of SunDell (EUR m)
and share of home purchase on credit
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Sources: Hungarian Central Bank’s housing market report, May 2023 Sources: SunDell, Scope estimates

Geographical distribution of revenues remains weak given the focus on the Budapest
residential market. However, it has improved in the past two years.

SunDell has expanded its activity from affordable housing to medium- and premium-
priced segments and added more locations within Budapest. Expansion to other locations
has started opportunistically.

Historically, pre-sales were high for privately owned residential units, boosted by cheap
retail financing in early 2022. In general, pre-sales are limited in the early phase of
construction before ramping up. This entails some risk for SunDell as its new
developments will be more speculative than previous projects. This risk is mitigated by
SunDell’s ability to price the new units based on actual costs, but the current volatility in
construction prices is making costs hard to predict. The luxury apartments are being
developed without pre-sales and hence are highly speculative. Our rating case has
therefore applied large discounts to management'’s revenue forecasts.

Large projects include more than 1,000 units undergoing development in the affordable
and luxury segments (see table below).

Affordable housing developments Completion rate m

Paskal Garden A Completed

Paskal Garden B Completed 455

Paskal Garden C Above 90%

Paskal Rose I ca. 50% 140

Hun utca ca. 15% 161

Erzsébet kiralnyé atja ca. 30% 203

(U]][6] ca. 50% 28

[ Cusary housing devalopments | —Completion rate | _Units |

Kodaly Kérénd Above 90% 15

Harshegy Above 90% 8

Sources: Scope, Sundell
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Five further projects are in permitting status.

SunDell therefore has a good project pipeline for the next 3-4 years, with a market value
of more than HUF 70bn. The contracted backlog will support the top line for the next 1-2
years.

Profitability has historically been around 20% in terms of the Scope-adjusted EBITDA
margin without one-off items, which we expect to be maintained, coupled with an internal
rate of return of above 10%.

The backlog and related handover plan of apartments paid or contracted with a deposit of
at least 20% of the purchase price will account for HUF 23.5bn of revenue in 2023-2024
and HUF 4.5bn in 2025. Half of the backlog consists of the handover of Paskal Garden
Phase C from November 2023. Revenue recognition is planned for 2023 but some is
likely to happen only in 2024.

Less than half of the pre-sales are contracted with a cash deposit, which entails high risk.
This is especially the case for SunDell’s luxury projects: projects are almost finalised but
pre-sales remain below 10%. This can lead to high volatility in revenues and profitability
metrics.

The decline in Scope-adjusted EBITDA (down 23% YoY) led to a decrease in the margin
to 19.9% for 2022 from 22.9% in 2021. We expect the levered internal rate of return to
remain above 12% in 2023 (2022: 14%), supported by SunDell’s pricing policy. We
expect somewhat higher volatility due to the prices of construction materials, which we
assume will remain volatile over the next two years. Nevertheless, double-digit internal
rates of return support the profitability assessment.

The lease portfolio (a hotel, offices and retail space within residential developments) was
HUF 24.6bn at end-2022 and we expect this to decrease to HUF 14bn once the
commercial spaces related to the luxury developments are sold. SunDell intends to keep
150 apartments from future projects as assets to let out from 2025.

The economic age of the lease portfolio is very good as the hotel underwent a full
reconstruction a few years ago. The hotel is leased for five years with an extension
option. The only aged asset is the office (Fogarasi Business Centre), purchased in 2022.
The lease portfolio is small and will need a few years to be better diversified.
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Figure 5: Scope-adjusted debt/EBITDA ratio

10.0x

Financial risk profile: BB-

The financial risk profile is driven by the moderate leverage and interest cover of SunDell
both historically and until YE 2025.

At end-2022, the company’s Scope-adjusted loan/value ratio (LTV) was 26% (up 1 pp
YoY) while the Scope-adjusted debt/EBITDA was 8.4x (up from 5.6x). We forecast the
LTV to stay around 30% and Scope-adjusted debt/EBITDA to increase up to 10x in a
stressed version without netting of cash. An LTV of around 30% leaves headroom for
leasing properties at sufficient capitalisation rates to cover financing costs or tap external
financing to cover construction costs if needed, or for tackling a moderate downturn of
property fair values.

Figure 6: Scope-adjusted loan/value ratio

35%

30%

1.0x
2020

Figure 7: Scope-adjusted EBITDA/interest cover
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25%

20%

15%

10%

5%

0%

2023E 2024E 2025E 2020 2021 2022 2023E 2024E 2025E

Sources: SunDell, Scope estimates Sources: SunDell, Scope estimates

Scope-adjusted EBITDA interest cover is moderate at 3.9x at YE 2022 (4.4x at YE 2021).
We expect it to stay around 3x due to strong cash generation driven by the handover of
flats in flagship projects in late 2023 to early 2024. The contracted fixed-rate debt is
protecting cash flows against the very high interest rates in Hungary.

Figure 8: Cash flows (HUF m)

mmmmm Scope-adjusted EBITDA
8- Scope-adjusted funds from operations

5.0x Cash flow from operations
45 -8 Free operating cash flow

-9X 10,000
4.0x
3.5x 5,000
3.0x .—
2.5x 0
2.0x -5,000
1.5x
1.0x -10,000
0.5x
0.0x -15,000
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Sources: SunDell, Scope estimates Sources: SunDell, Scope estimates

Liquidity is adequate as SunDell has minimal short-term debt. This is despite a low cash
balance at H1 2023 as most apartments will be handed over from November 2023.

Liquidity could come under pressure if all planned projects were to commence and cause
a significant amount of work in progress and a build-up of finished inventory while cash
generation lags due to slower-than-expected sales on luxury apartments in the two
projects. This liquidity risk dampened by some planning flexibility on when construction
can commence.
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After the handovers in Q4 2023, liquidity should significantly improve.

The liquidity assessment is also supported by SunDell's good access to capital markets
for both debt and equity, as proven historically.

Unrestricted cash (t-1) 710 1,773

Open committed credit lines (t-1) - -

Free operating cash flow 5,194 5,910
Short-term debt (t-1) 245 245
Coverage >200% >200%

Supplementary rating drivers: +/- 0 notches

No notching was applied. There is no explicit parent support from SunDell’s parent,
GOPD.

SunDell Estate Nyrt is considered a strategic subsidiary of GOPD Nyrt., which holds
54.77% of shares in SunDell as of 30 June 2023. In this regard, we note the significant
interlinking between these companies, as the parent has very limited cash flow
generation besides SunDell and sells incubated plots to SunDell for residential housing
developments.

Long-term debt ratings

In November 2020, SunDell issued a HUF 11.0bn senior unsecured bond (ISIN:
HU0000360078) through the Hungarian Central Bank’s Bond Funding for Growth
Scheme. The bond has a tenor of 10 years and a fixed coupon of 3.25%. Bond
repayment is in three tranches: 30% in 2025, 30% in 2027 and a 40% balloon payment at
maturity.

In July 2021, SunDell issued a HUF 5.5bn senior unsecured bond (ISIN: HU0O000360649)
under the same bond scheme. The bond has a tenor of 10 years and a fixed coupon of
3.65%. Bond repayment is in five tranches starting from 2026, with 10% of the face value
payable yearly and a 50% balloon payment at maturity.

The bond proceeds were used for developing residential housing projects and acquiring a
landbank. In addition to the rating deterioration covenant, bond covenants include a list of
the other soft covenants.

The issuer has issued two senior unsecured bonds totalling HUF 16.5bn. It has minimal
senior secured outstanding bank debt. We have assumed a hypothetical default at
YE 2025 and applied reasonable discounts on assets, resulting in an ‘above-average’
recovery expectation.

This translates into a B+ debt class rating for senior unsecured debt, one notch above the
issuer rating, with up-notching limited by the volatility of the capital structure on a
hypothetical path to default (possible introduction of secured debt).
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Appendix: Peer comparison

CORDIA
SunDell Estate GOPD Wingholding Kopaszi Gat International
Nyrt. Nyrt. Zrt. Kft. Ingatlanfejleszt6
Zrt.
B/Stable B/Negative B+/Stable B/Stable BB/Negative
Last reporting date 30 June 2023 30 June 23 31 December 22 | 31 December 22 | 31 December 22
Business risk profile B B BB B+ BB-
Property type Development Development Commercial Development Development
Scope-adjusted total assets (EUR bn) 0.2 0.2 2.2 0.2 0.6
GLA (sg m ‘000s) 390 845
. . More than three . More than three
One region, One region, . One region, .
. ) h regions, : regions,
Geographies national national . . national . .
international international
presence presence presence
presence presence
. ‘B’and ‘C’ ‘B’and ‘C’ ‘A’ and ‘B’ Mainly ‘B’ Mainly ‘B’
Locations - - : ! !
locations locations locations locations locations
Financial risk profile BB- B B+ B+ BB
Scope-adjusted EBITDA/interest cover 3.9x -5.1x 1.5x 0.2x 5.6x
Scope-adjusted debt/EBITDA 8.4x -9.1x 8.0x 242x 7.8x
Scope-adjusted loan/value ratio 26% 28% 62% 82% 31%

Sources: Public information, Scope
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data. Scope’s ratings, rating reports, rating opinions, or related research and credit opinions are provided ‘as is’ without any
representation or warranty of any kind. In no circumstance shall Scope or its directors, officers, employees and other
representatives be liable to any party for any direct, indirect, incidental or other damages, expenses of any kind, or losses arising
from any use of Scope’s ratings, rating reports, rating opinions, related research or credit opinions. Ratings and other related
credit opinions issued by Scope are, and have to be viewed by any party as, opinions on relative credit risk and not a statement
of fact or recommendation to purchase, hold or sell securities. Past performance does not necessarily predict future results. Any
report issued by Scope is not a prospectus or similar document related to a debt security or issuing entity. Scope issues credit
ratings and related research and opinions with the understanding and expectation that parties using them will assess
independently the suitability of each security for investment or transaction purposes. Scope’s credit ratings address relative credit
risk, they do not address other risks such as market, liquidity, legal, or volatility. The information and data included herein is
protected by copyright and other laws. To reproduce, transmit, transfer, disseminate, translate, resell, or store for subsequent use
for any such purpose the information and data contained herein, contact Scope Ratings GmbH at Lennéstrae 5 D-10785 Berlin.
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