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Honkarakenne tapping into construction boom in Finland

1H17 report was clearly better than we expected in terms of sales, profitability
and order backlog. The turnaround was due to increasing sales in Finland, which
was driven by log houses for day cares, care homes for elderly and residential
homes. The new main owner (AKR-Invest, Mr. Arimo Ristola) gave new equity
worth of € 1.5m to the company and changed the company strategy to include
more construction services into Honkarakenne’s offering in Finland.

1H17 sales was € 17.9m vs. our estimate of € 16.1m. As Russia and Global
divisions’ sales were as we expected, the positive sales deviation came from
almost € 2m higher than expected 1H17 sales in Finland. The sales surprise
resulted in a proportionate EBIT surprise of € 1m.

The earlier references for day care log houses yielded new orders: March
16t Honkarakenne announced 34 log day care centers worth of € 6.9m,
June 29" Honkarakenne announced care home for elderly worth of € 3.3m,
and August 22 first of five day cares worth of € 2.6m. We estimate these
orders to generate sales of € 2m in 2017, € 11m in 2018 and € 5m in 2019.

Order backlog at the end of 1H17 was € 22.5m (growth of 29% yoy and 25%
goq), which clearly is higher than the typical € 16-18m during the recent three
years. During the last six years only 2Q13 had higher order backlog of

€ 23.3m. The order backlog grew 7% yoy without the above mentioned
Finnish non-residential projects indicating good residential house demand.

Tight financing situation was resolved by the € 1.5m directed equity offering
to AKR-Invest in March (1m new shares at € 1.5 per share). At the end of
1H17 equity ratio stood at 38% and net gearing at 54%, which are clearly
better than 31% and 86% in 1H16. Focus is back on the business outlook.

The new board has only 4 members, one of which, Timo Kohtamaki, has
been CEO for Lemminké&inen. We think the new owner, and the new board,
is focusing in tapping the potential in Finland: low interest rates has resulted
a boom in the Finnish construction sector. We also think Honkarakenne has
a good position in the non-residential projects (less competition than in
residential houses) due to Honkarakenne’s recent innovations of “modular
design”, “zero corner” and “non-settling log”, which enable Honkarakenne to
design, manufacture and construct large very demanding non-residential
projects. The main argument for log are aesthetics and air quality (no mold).

The outlook outside Finland remains as previously: Russian economy is
growing and offers good business opportunities for Honkarakenne. China
potential is there and Honkarakenne now has own sales employees in China.
The short term potential is, however, in the hot Finnish construction sector.

In this update we have particularly changed our estimates for the Finnish
division amid the success in mold free log construction, which so far has
attracted three big orders for day cares and care homes for elderly.

Figures in €m 2013 2014 2015 2016  2017e  2018e  2019e
Sales 48,2 455 39,1 36,1 45,1 57,8 60,6
Sales growth 43% -56% -141% -7,7% 250% 281% 4,7 %
EBITDA 0,8 0,0 10 1,0 35 6,7 73
EBITDAmargin 1,7% 0,1% 2,4 % 2,7% 77% 115% 120%
EBIT -1,7 -2,2 -1,1 -0,8 1,9 5,0 54
EBIT margin 35%  47%  -27%  -22% 42 % 8,6 % 8,9 %
PTP -1,7 -2,5 -1,6 -1,2 1,9 5,0 55
EPS -0,25 -0,32 -0,16 -0,24 0,24 0,64 0,70
DPS 0,00 0,00 0,00 0,00 0,05 0,25 0,35
Yield 0,0% 0,0% 0,0 % 0,0 % 18% 89% 125%
PIE -10,9 -6,2 -9,7 -7,7 11,8 4,4 4,0
EVIEBIT -13,3 -9,4 -15,5 -20,1 10,3 35 2,9
EV/EBITDA 28,3 597,3 17,2 16,4 55 2,6 2,1
EV/Sales 05 0,4 0,4 0,4 0,4 0,3 0,3
P/B 15 14 12 1,7 1,9 13 11
ROE -13% -20 % -12% -20 % 18 % 35% 30 %
ROCE -6 % -9 % -5% -4 % 12 % 27 % 25%
Net Gearing 56 % 92 % 81 % 75 % 22% 1% -11%
FCF/share -0,18 -0,28 0,28 -0,01 0,29 0,34 0,51

Source: Bloomberg, S-Bank (FIM)
Note:

S-Bank has made an agreement with the company this study concerns according to

which it receives compensation for the research service provided. S-Bank does not
provide any investment recommendation for the share.
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Deviation table

Deviation 1H17 1H17e Actual vs. 2017e 2017e
Actual FIM FIMe FIM Guidance
. Sales 17,9 16,1 11% 45,1 2017 sales willincrease
Sales exceeded our expectation
. EBITDA 0,7 -0,4 n.m. 35

by € 1.8m due to strong sales in
Finland EBITDA-% 39% -22% 6,1ppt 7.7%

EBIT excl. one-off items -0,2 -1,1 82 % 1,8
EBIT was € 1.0m better than we EBIT-% excl. one-off items ~ -1,1%  -6,9% 5,7ppt 39%
expected, which is in line with the PTP 01 13 89 % 1.9 2017 pre-tax-profit
strong sales and ca. 50% gross EPS -0,08 -0,30 74 % 024  willincrease
margin. DPS 0,00 0,00 n.m. 0,05

Source: S-Bank (FIM) estimates

Estimate changes after the 1H17 report

Estimate revisions 2017e 2017e Chg. 2018e 2018e Chg.
m€ Old New % Old New %
After a positive surprise from Sales 394 451 15% 5.0 578 3%
p . p . EBITDA 2,0 35 76 % 3,1 6,7 118 %

1H17 and the increase in order
: EBITDA-% 5,0 % 7,7% 2,7ppt 71 % 11,5% 4,4ppt
baCKIOg' we have raised our EBIT | ff it 0,4 1,8 375 % 1,4 5,0 265 %
estimates as follows: €xcl. one-oft ftems ; ' ° d . °
EBIT-% excl. one-off items 0,9% 3,9% 3ppt 3.2% 8,6 % 5,4ppt
PTP 0,1 19 2133 % AL, 5,0 347 %
EPS 0,01 0,24 1660 % 0,18 0,64 252 %
DPS 0,00 0,05 n.m. 0,05 0,25 400 %

Source: S-Bank (FIM) estimates

Guidance for 2017

1H17: Honkarakenne sees 2017 net sales higher than in 2016 and pretax profit
better than in 2016.

4Q16: Honkarakenne sees 2017 net sales higher than in 2016 and pretax profit
better than in 2016.

1-2-3Q16: Honkarakenne sees 2016 net sales below the level of 2015 (€ 39.1m)
and pretax profit excluding one-off items is also seen to be below the level in
2015 (i.e. pretax profit 2016 will be below € -0.8m).

4Q15: Honkarakenne sees 2016 net sales at the same level as in 2015 and
pretax profit is seen to improve from 2015 due to the measures taken last year.

Guidance for 2017 is:

sales will be higher and pretax
profit will be better than in 2016.

Source: S-Bank (FIM)

Note:  S-Bank has made an agreement with the company this study concerns according to
which it receives compensation for the research service provided. S-Bank does not
provide any investment recommendation for the share.



4.9.2017, 3

Honkarakenne FIM

Result Comment — 4 September 2017

GROUP (EURmM) 2015 1Q16 20Q16 3Q16 4Q16 2016 1Q17e 2Q17e 3Q17e 4Q17e 2017e 2018e
Net sales 39,1 4,6 9,9 11,3 10,3 36,1 4.7 13,2 14,6 12,6 45,1 57,8
Growth, yly -141% -20,7 % -16,1 % -2,6 % 4,0 % 7.7 % 22 % 33,3% 29,6 % 22,2 % 25,0 % 28,1 %
Growth, g/q 0,0 % -53,5 % 115,2 % 14,1 % -8,8 % 0,0 % -54,4 % 180,9 % 11,0 % -14,1 % 0,0 % 0,0 %
Depreciation -2,0 -0,5 -0,5 -0,4 -0,4 -1,8 -0,4 -0,4 -0,4 -0,4 -1,6 -1,7
EBIT -11 -1,8 -0,3 1,0 0,3 -0,8 -15 1,4 1,6 0,4 1,9 5,0
EBIT margin 27% -39,1 % -3,0% 8,8 % 29% -22% -31,9% 10,6 % 10,6 % 3,4% 42 % 8,6 %
Net financials -0,5 -0,1 -0,3 -0,1 -0,1 -0,5 0,0 0,0 0,0 0,0 -0,1 -0,1
Associates profit -0,1 0,0 0,0 0,0 0,2 0,2 0,0 0,0 0,0 0,1 0,1 0,2
PTP -1,6 -1,9 -0,6 0,9 0,4 -1,2 -1,5 1,4 15 0,5 1,9 5,0
Taxes 0,6 0,0 0,0 -0,2 0,0 -0,3 0,0 -0,3 -0,3 -0,1 -0,4 -1,1
Minority interest 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Net profit -1,0 -1,9 -0,7 0,7 0,4 -1,4 -15 1,0 1,2 0,4 1,5 3,9
EPS Adjusted -0,2 -0,3 -0,1 0,1 0,1 -0,2 -0,2 0,2 0,2 0,1 0,2 0,6
BALANCE SHEET (EURm)

Intangibles 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Goodw ill 0,1 0,1 0,1 0,1 0,1 0,1 0,1 0,1 0,1 0,1 0,1 0,1
Tangibles 11,4 11,0 10,4 10,0 9,6 9,6 9,2 9,0 8,8 8,5 8,5 8,8
Inventory 4,2 4,9 51 4,7 4,0 4,0 5,0 51 6,0 5,0 5,0 6,4
Receivables 3,7 4,0 4,6 53 2,8 2,8 4,0 4,1 6,9 3,5 3,5 4,5
Cash 1,1 0,5 0,6 0,6 0,4 0,4 0,6 2,6 2,3 2,1 2,0 3,9
Assets 24,9 24,7 24,0 23,7 19,9 19,9 21,9 23,9 27,0 22,1 22,1 26,7
Equity 8,0 6,1 57 6,4 6,7 6,7 51 7,7 8,8 9,2 9,2 12,8
Pension liabilities 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Long non-ib debt 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0 0,0
Long ib debt 45 4,8 2,4 2,2 45 45 4,0 3,0 3,0 3,0 3,0 3,0
Short ib debt 3,1 3,6 2,9 3,4 0,9 0,9 2,5 3,7 1,0 1,0 1,0 1,0
Short non-ib debt 4,9 4.4 5,6 52 45 45 45 4,3 6,7 55 55 6,0
Advances received 4,0 52 6,7 6,0 3,0 3,0 54 4,8 7,0 3,0 3,0 3,5
Equity and liabilities 24,9 24,7 24,0 23,7 19,9 19,9 21,9 23,9 27,0 22,1 22,1 26,7
Equity Ratio 31,9% 24,7 % 23,8 % 27,0 % 33,4 % 334 % 23,4 % 32,0 % 32,7 % 41,7 % 41,8 % 48,1 %
Net Gearing 81,4 % 130,8 % 83,3 % 78,1 % 75,0 % 75,0 % 115,6 % 54,1 % 19,4 % 21,2 % 21,7 % 0,7 %
Net debt 6,5 8,0 4,8 5,0 5,0 5,0 59 4,1 1,7 2,0 2,0 0,1
ROE -12,0% -19,9 % 18,4 % 35,5 %
ROCE -52% -3,7% 12,3 % 274 %

Source: S-Bank (FIM)
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DIVISIONS (EURm) 2015 1Q16 2Q16 3Q16 4Q16 2016 1Q17e 2Q17e 3Q17e 4Q17e 2017e 2018e
Finland & Baltics
Net sales 16,3 2,4 6,2 59 3,8 18,3 2,3 9,0 8,5 52 25,0 35,0
Grow th, yly -25,3 % 4,3% 6,9 % 11,5% 28,4 % 119% -4.2% 452 % 44,1 % 36,8 % 36,6 % 40,2 %
Grow th, g/q 0,0% -18,9 % 158,3 % -4,8% -35,6 % 0,0% -39,5% 291,3% -5,6 % -38,8 % 0,0% 0,0%
EBIT (estimate) -0,8 -1,0 0,3 0,5 0,1 -0,1 -0,9 1,5 1,0 0,0 15 4,0
% of sales -4,9% -41,7 % 4,8 % 8,5 % 2,8% -0,5% -39,1 % 16,1 % 11,8 % -1,0% 6,0 % 11,4 %
Russia & CIS
Net sales 12,0 0,9 1,2 3,6 4,6 10,2 0,9 1,3 3,9 4,9 11,0 11,8
Grow th, yly -16,1 % -52,6 % -52,0 % 38,4 % -9,0% -14,6 % 0,0% 8,3% 75 % 8,8% 75 % 75 %
Grow th, g/q 0,0% -82,0 % 33,3 % 199,9 % 26,4 % 0,0% -80,2 % 44,4 % 197,6 % 27,9 % 0,0% 0,0%
EBIT (estimate) 0,6 -0,5 -0,4 0,4 0,3 -0,2 -0,4 -0,3 0,4 0,3 0,0 0,3
% of sales 4,8 % -55,6 % -33,3% 11,1 % 77 % -1,5% -44,4 % -23,1% 10,3 % 6,1% 0,0 % 25%
Global Markets
Net sales 10,8 1,3 2,5 1,9 1,9 7,6 1,5 2,9 2,3 2,4 9,1 10,9
Grow th, yly 16,8 % -18,8 % -28,6 % -48,8 % -21% -29,3 % 15,4 % 16,0 % 20,0 % 28,4 % 20,0 % 20,0 %
Grow th, g/q 0,0 % -33,0% 92,3 % -24,0 % 0,0 % 0,0 % 21,1 % 93,3 % -21,4% 7,0 % 0,0% 0,0 %
EBIT (estimate) 0,0 -0,3 0,0 0,1 0,0 -0,2 -0,2 0,2 0,2 0,2 0,3 0,7
% of sales 0,0% -23,1% 0,0% 53% -0,2% -2,6 % -13,3 % 52% 6,6 % 71% 3,0% 6,0 %

Source: S-Bank (FIM)
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Peer group valuation

FIM

EV/EBITDA EV/EBIT P/IE EV/Sales P/B
Peer 2016 2017e 2018e 2019e  Peer 2016 2017e 2018e 2019e Peer 2016 2017e 2018e 2019e Peer 2017e Latest
YIT 448x 132x 104x 9,7x YIT 851x 144x 11,3x 105x YIT nm 144x 11,0x 99x YIT 0,8x 1,8 x
Lehto Group 18,1x 12,7x 11,0x 10,3x Lehto Group 19,0x 13,3x 11,5x 10,7x Lehto Group 246x 172x 149x 13,8x Lehto Group 1,4x 6,5 X
Lemminkainen 75x 94x 79x 76X Lemminkainen 114x 151x 119x 11,0x Lemminkainen 158x 22,2x 152x 14,0x Lemminkainen 0,4 x 2,0x
SRV 215x 205x 125x 8,6x SRV 285x 205x 13,7x 9,2x SRV 195x 33,7x 120x 6,8x SRV 0,6 x 1,0 x
JM 85x 70x 71x 73X JM 86x 70x 71x 73X JM 123x 93x 105x 10,8x JIM 1,0 x 3,5x
Peab 108x 9,7x 96x 93x Peab 149x 13,1x 13,0x 12,6x Peab 155x 14,1x 145x 142x Peab 0,6 x 2,9x
NCC 104x 7,7x 79x 76X NCC 15,8x 10,3x 10,8x 10,2x NCC 28x 140x 143x 134x NCC 0,4 x 4,4 X
Martela 52x 58x 60x 6,1x Martela 76x 90x 92x 93x Martela 113x 10,2x 95x 94x Martela 0,4 x 1,7 x
Nibe 179x 144x 135x 12,8x Nibe 23,1x 18,0x 16,7x 157x Nibe 26,8x 21,4x 19,7x 184x Nibe 2,3Xx 3,1x
Nobia 85x 82x 76x 74x Nobia 105x 10,0x 92x 8,9x Nobia 29,6 x 13,4x 12,4x 11,9x Nobia 1,0 x 3,8x
Upper quartile 18,0x 13,1x 109x 9,6x Upper quartile 22,1x 149x 12,7x 10,9x  Upper quartile 246x 204x 14,8x 139x  Upper quartile 1,0 x 3,7x
Median 106x 96x 88x 81x Median 153x 13,2x 11,4x 10,3x Median 158x 14,3x 13,3x 12,7x Median 0,7 x 3,0x
Low er quartile 85x 79x 7, 7x 74x Low er quartile 10,7x 10,A1x 9,6x 92x Low er quartile 12,3x 135x 11,2x 10,1x Lower quartile 0,5 x 1,8x
Honkarakenne 16,4x 55x 26x 21x Honkarakenne nm 10,3x 35x 29X Honkarakenne n.m. n.a. 44x 4,0x Honkarakenne 0,4 x 1,9x
% to median 55% -42% -70% -74% % to median nm -22% -69% -72% % to median n.m. na. -67% -68% % to median -40 % -37 %

Source: S-Bank (FIM), Bloomberg, FactSet
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DISCLAIMER

This report has been made by S-Bank Ltd (S-Bank). The information in this report is based on publicly available data and information from various sources deemed
reliable, but has not been independently verified by S-Bank and/or its affiliate(s), (herein referred collectively to as S-Bank), which therefore does not guarantee that
the information is comprehensive and accurate.

All views expressed herein are those of the author(s) at the time of writing and may change without notice. S-Bank holds no obligation to update, modify or amend
this publication or to otherwise notify a reader or recipient of this publication in the event that any matter, opinion, projection, forecast or estimate contained herein
changes or subsequently becomes inaccurate.

The research material produced by S-Bank is informative in nature, and should not be interpreted as a recommendation to take, or not to take, any particular
investment action. This research does not represent an offer or an invitation to buy, sell or subscribe for shares in the company(-ies) under analysis.

This report does not take into regard the specific investment objectives, financial situation or the knowledge or experience of any specific person who may receive
this report. Before making an investment decision, recipients are urged to seek expert advice and get well acquainted with the investment market and different
investment alternatives. Any loss arising from the use of the information or opinions expressed in this report shall be the sole and exclusive responsibility of the
investor. S-Bank accepts no liability for any possible losses or other consequences arising from decisions based on information or opinions expressed in this report or
on information acquired from the S-Bank websites.

There are always financial risks related to investment activities, such as the risk of no yield or the risk of losing the capital invested. Past performance does not
indicate nor guarantee future performance of an investment. Some investments discussed by S-Bank have high volatility and may therefore experience sudden and
large changes in value that may cause losses. It should further be noted that international investing includes risks related to political and economic uncertainties as
well as currency risk.

S-Bank is organized with procedures to prevent and avoid any conflict of interest. This includes inter alia routines regarding the secure handling of insider information.
In addition Chinese Wall procedures are in place between the research analysts and employees involved in securities trading for the account of S-Bank or clients to
ensure that price sensitive information is handled according to applicable laws and regulations.

The research reports and other information received from S-Bank are meant for private use only. The materials may not be copied, quoted or distributed, in part or in
whole, without written permission from S-Bank.

The author of this report may be compensated with a bonus based on his/her personal performance and the overall financial performance of S-Bank.
This report is a brief summary and does not purport to contain all available information on the subjects covered.

Regulators:

S-Bank: The Financial Supervisory Authority of Finland (www.finanssivalvonta.fi)

UNITED STATES

This report or copies of it must not be distributed in the United States or to recipients who are citizens of the United States against restrictions stated in the United
States legislation. Distributing the report in the United States might be seen as a breach of these laws.

CANADA

The information provided in this publication is not intended to be distributed or circulated in any manner in Canada and therefore should not be construed as any kind
of financial recommendation or advice provided within the meaning of Canadian securities laws.

OTHER COUNTRIES
Laws and regulations of other countries may also restrict the distribution of this report.

For further information relating to research recommendations and conflict of interest management see: www.s-pankki.fi and www.fim.com.
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