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Kruk: buy (reiterated)
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Quick Return to the Right Track

We expect that the rebound in the debt management sector will be
V-shaped, much unlike that in the banking sector. Extensive fiscal
and aid programmes should, on the one hand, translate into smaller
growth in non-performing loans than was expected back in March
2020, but on the other hand, they will significantly support
consumers, and consequently, Kruk’'s portfolio recoveries. This
means that the scenario envisaged for Kruk before the pandemic
needs to be adjusted for lower recoveries and portfolio outlays in
2020, but at the same time, the expected availability of portfolios in
the coming years needs to be increased. The coronavirus crisis has
dealt a painful blow to Kruk's earnings this year, but we believe the
Company can quickly regain lost ground, as confirmed by the results
for the second quarter. In FY2021, the first stage of the expected
rebound, operating costs will remain low with Ilittle upward
adjustment on portfolios and equally low one-off write-offs, e.g.
goodwill. In the second stage, we expect that, from FY2022
onwards, results will be fuelled by a growing portfolio supply,
resulting from a higher NPL ratio in the banking sector coupled with
cost normalisation. We expect the nominal value of non-performing
loans in Poland (which is Kruk’s main market) to go up by 20% in
2021, which will have a positive impact on the receivables market,
but not earlier than in 2022. Finally, we need to remember about
Kruk's plans for a share buyback at PLN 350 apiece, which also puts
the Company in a better light than the banking sector. We had to
slash our FY2020 net profit estimate for Kruk by 66%, but the
adjustments to FY2021-2022 expectations are much less harsh at as
little as 10-11%. We renew our buy recommendation for KRU.

Ready for new debt purchases

Kruk’s financial standing is excellent. Its net debt-to-equity ratio is only 1.1x
against covenants at 2.5x. The Company has available credit lines of
PLN 910m, and it has a KNF-approved bond prospectus ready worth
PLN 700m. We expect a growing supply of NPL portfolios in Kruk’s main
markets. In Poland, a 2pp rise in the NPL ratio would boost nominal NPLs by
PLN 30bn (delta 2022/2019) to make a market worth >PLN 15bn annually.
The Romanian market is worth about PLN 3bn. Kruk's portfolio outlays are
set to drop to PLN 298m in 2020, PLN 874m in 2021 and PLN 1,036m in
2022. Our 2020 outlook for Kruk might be a tad conservative, but this is due
to competitive price pressures anticipated in Poland in H2 2020.

Market sentiment toward debt collectors is improving

Investors have been looking more keenly at debt collectors, as reflected in
share price gains (e.g. B2H +6%, Intrum -7% vs EURO Stoxx banks 600
-20% over 12M) and decreasing short betting, down from 10% in early
March to 8.8% today for Intrum; from 2% to zero for B2H, and from 6% to
1% for Arrow Global. Kruk is currently trading at discounts of 8% and 2% to
FY2021 and 2022 P/E ratios, but it is important to remember that the
market sees growth potential in most of the debt management sector,
reflected in constantly reiterated positive stock recommendations.

(PLN m) 2018 2019 2020E 2021E 2022E
Revenue 1,164.8 1,251.1 1,093.0 1,299.0 1,380.4
Gross profit 663.9 665.0 483.1 682.1 739.5
EBIT 478.3 440.3 276.8 446.9 491.2
Net profit 330.4 277.1 107.5 294.3 327.1
ROE (%) 20.7 15.0 5.4 13.6 13.6
EPS (PLN) 17.5 14.6 5.7 15.8 17.6
BVPS (PLN) 91.7 103.7 109.5 123.4 135.7
P/E (X) 8.9 10.7 27.3 9.9 8.9
P/B () 1.7 1.5 1.4 1.3 1.2
DYield 3.2 3.2 0.0 1.2 3.3
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Current Price PLN 156.70
Target Price PLN 183.17
MCap PLN 2.96bn
Free Float PLN 2.96m
ADTV (3M) PLN 12.1m
Ownership

Piotr Krupa 9.79%
Other Officers 0.95%
NN PTE 10.83%
Aviva OFE 9.17%
Others 69.26%

Business Profile

Kruk is a leadier in receivables management

in Poland and Romania, focusing mainly on
retail bank debt. Since 2015, the Company is
also present in Germany and Italy. In the
core markets of Poland, Italy, and Romania,
Kruk’s operations are organised into two
complementary businesses: debt collection

and debt purchases for own account.
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Forecast Update 2020E 2021E 2022E
EBITDA -38.4% -6.7% -8.9%
EBIT -41.8% -8.8% -11.2%
Net Profit -65.5% -10.0% -11.2%
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COVID-19 will stimulate the market, but
only in two years

We believe that the unprecedented scale of fiscal packages
will significantly limit the deterioration of bank assets, which
in turn will affect the debt management sector. Experts from
Raiffeisen Bank International expect non-performing loans
in the CEE region to increase by 4%-9%, which is a small
deviation from the current growth rate. EBA, on the other
hand, forecasts that the NPL ratio in the Euro zone may go
up to 6%-8%, i.e. grow at least twofold compared with the
pre-pandemic figure. The increase in non-performing loans
should be relatively low compared with the 2008/2009
global financial crisis thanks to banks’ more disciplined risk
policy before the pandemic, lower RWA increases, and aid
programmes, including loan repayment holidays. Experts
believe that the growth in non-performing loans will reach
its peak in 2021. We forecast that the NPL ratio in Kruk'’s
core market of Poland will increase from 6.2% in 2019 to
8.2% in 2021, and then it will gradually improve. Despite
the significant hike in the NPL ratio, we predict that the
nominal value of the market will only exceed PLN 15bn in
2022 after its new start in 2021. In Romania, the growth in
the NPL ratio from 6% to 4% will not translate into historic
supply. We must remember that in 2014 the nominal value
of non-performing loans in Romania stood at PLN 57.5bn
against our forecast of PLN 23bn in 2021 (vs. PLN 104bn
forecast in Poland), which shows that the debt purchase
market in Romania will be limited in the future, as was the
case in recent years. We expect that this year the market
will only take off in Q4, which is in line with the predictions
of Kruk’s main market competitors.

Value of Polish bank NPLs (PLN m) and market share
of debt collectors
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Nominal value of NPL market (PLN m) vs. average
portfolio price
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Polish NPLs have started to climb (PLN m)
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Kruk's portfolio spend will increase
eventually

We believe that Kruk’s spending will go up significantly in
two years' time, driven by an increase in the NPL ratio next
year and an overall growth in the loan market. Meanwhile,
its debt purchase expenditure will decrease to PLN 298m in
2020, which is still a quite optimistic assumption considering
that H1 2020 debt purchase expenditure stood at PLN 80m
(PLN 23m in Q2). We find our forecast realistic as in the last
two years the largest debt purchase expenditure was
reported in the second half of the year. On the other hand,
hungry competitors can considerably inflate debt portfolio
prices. Consequently, we think that the normalised Q4
spending will be far from historical highs. What's interesting,
H1 data show that markets have not witnessed a
considerable increase in the NPL ratio so far, which means
that a peak is unlikely to be seen until 2021. Consequently,
a larger volume of non-performing loans will not be put on
the market until 2022, when Kruk’s debt purchase
expenditure is expected to exceed PLN 1.3bn. In geographic
terms, we believe that Poland will again account for half of
Kruk’s spending with a shrinking share of Romania, where
the market has sold historical debt and the supply is now
based on current loan deterioration. In Poland, we expect
spending to exceed PLN 600m from 2022. Our expectations
are based on the assumption that the NPL ratio will increase
to 8% in 2021, after which it will go down, and that loans
will grow by an average of 3% over the next ten years. At
the same time, we assume that the nominal value of non-
performing loans sold in a given year accounts for 15% of
all NPLs from the previous year compared with approx. 19%
historically.

Kruk's portfolio expenditure and average prices
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Kruk’s annual portfolio spend per market (PLN m)
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Historical geographic breakdown of Kruk’s spending
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Uncertain performance of European NPLs

According to ECB estimates, the NPL ratio of the European
banking sector stood at 2.7% at the end of 2019 with NPLs
worth EUR 583bn. Historical data show that the NPL ratio is
set to increase in the quarters to come. However, the
provisions created by European banks due to the COVID-19
pandemic so far are forward-looking, which directly stems
from the application of IFRS 9. As a result, banks have not
witnessed real portfolio deterioration yet and the NPL ratio
has not increased. Some explanation is offered by the EBA's
preliminary assessment of the impact of COVID-19 on the
EU banking sector. In accordance with the sensitivity
analysis presented in the document, which is partly based
on the 2018 stress tests, the NPL ratio is likely to increase
to 6.4%-7.7%, where the lower figure is based on the
adverse scenario of the 2018 stress test, while the upper
limit further extends the shock to sectors and countries
particularly affected by the lockdown and pandemic. The
EBA underlined, however, that wide-ranging support
programmes may compensate for a part of the loan quality
deterioration. What's more, the EBA did not consider the
EUR 750bn recovery fund approved in July, which should
give a boost to the EU economy from 2021. Therefore, we
believe that the analysis offered by the EBA is likely to
constitute the upper limit of the NPL ratio and that the actual
NPL growth (and consequently, the NPL supply) will be
lower. In addition, recession in Poland should be relatively
weaker than in the EU as a whole. This, combined with a
wide-ranging local support package, means that the
increase in the NPL ratio in Poland might be lower than the
figure for the entire EU banking sector.
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NPL ratio of the European banking sector (%)
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A highly concentrated market

The NPL market did not freeze completely in H1 2020.
However, the majority of transactions were beyond the
reach of debt collection companies. According to a report by
Debtwire, NPLs worth EUR 30.4bn were sold in H1 2020
compared with EUR 41.8bn in the same period of 2019. The
concentration and nature of the transactions are interesting.
Italy (60%) and Greece (30%) accounted for 90% of the
value of the transactions. Large transactions were mostly
made by government-linked entities, e.g. AMCO, an Italian
government-controlled bad bank, purchased a EUR 8.1bn
worth past due portfolio from Banca Monte dei Paschi di
Siena, while in Greece the oldest tranche of a EUR 7.5bn
worth securitised portfolio was acquired under the
government’s Hercules scheme. Most transactions are now
expected to take place on the Greek and Italian markets,
mainly under government programmes.

Recoveries supported by aid programmes

The ongoing pandemic had a negative impact on recoveries
from debt portfolios in H1 2020, in particular in March and
April. In April, May, and June, recoveries accounted for 85%,
86%, and 89% of the operational target assumed in this
year’s budget, respectively. The drop in recoveries was
reflected in the negative H1 2020 revaluation of PLN 200m.
The management board does not expect any further
negative revaluations in 2020. In Q2 2020, recoveries fell to
PLN 417m from PLN 477m in Q1 2020, and PLN 447m in Q2
2019. If the government restrictions are not reimposed, we
believe that recoveries have already reached the lowest
possible level this year and should gradually go up in the
upcoming years. Interestingly, on the one hand high-value
fiscal programmes and extensive aid will limit the influx of
new non-performing loans, which negatively affects the debt
collection sector; on the other hand, however, they should
result in a V-shaped rebound of recoveries. At the same
time, please remember that relatively lower purchases,
which began in 2019, will translate into flat recoveries in
2020-2022, which will resume the upward trend from 2023
onward. This is because the highest recoveries are usually
reported within the first three years from the purchase of a
debt portfolio.
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Recovery curves: the highest recoveries are reported
in first three years (%)
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Kruk can afford further purchases

At the end of Q2 2020, Kruk’s net debt-to-equity ratio stood
at 1.1x, which gives the company a lot of room for more
financing. Assuming the threshold value of covenants
(2.5x), Kruk can increase its net debt by PLN 2.8bn, which
- at the average portfolio price of 12% - translates into a
purchase of receivables with a total nominal value of approx.
PLN 23.6bn. Currently, Kruk has PLN 910m in open and
unused credit lines. In 2021/22, Kruk will face a new test,
as this is when significant tranches of bonds worth PLN
540m and PLN 465m, respectively, will mature, reducing the
bond balance to PLN 280m. We believe that, considering the
current cash flows and planned purchases, Kruk should
handle the planned redemption well. Moreover, after the
recession we expect the corporate debt market to rebuild,
especially considering the current rates of return on deposits
and T-bonds. Kruk announced that on 24 August the KNF
approved a prospectus for the issue of bonds with a total
nominal value of PLN 700m. The low interest rate
environment will positively affect the debt cost, which
should fall from PLN 115m in 2019 to PLN 76m in 2020.

Balance of bonds to be redeemed and planned
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Competition fares better as well

Three of Kruk’'s largest competitors (Intrum AB, Hoist
Finance and B2Holding) have already reported their Q2
results. The management boards of these companies
admitted during earnings calls that they expected the NPL
market to return at the end of the year and to normalise in
2021. They also emphasised that the overall approach of the
regulator would favourably affect the supply of portfolios.
Additionally, Hoist believes that some competitors are so
heavily indebted that they will not be able to afford frantic
bidding, which should have a positive - from debt collectors’
point of view — impact on the prices of individual portfolios.
This has so far been reflected in investments of Intrum AB,
which admits that portfolio purchases in H1 2020 were made
at a high expected rate of return. As regards the results later
in the year, two things are worth noting. Firstly, Hoist claims
that further negative revaluations will not be necessary, and
the new curve of expected recoveries from the debt portfolio
should reach the old one’s levels in Q2 2021. Secondly, Q3
2020 results may be seasonally weaker due to lower court
activity in the holiday season, especially in markets where
hybrid and court debt collection processes are the most
effective (e.g. Italy). B2Holding emphasises that the NPL
market will open up in the entire Europe at the end of 2020.
Additionally, the Norwegian debt collector indicates that
although portfolio purchases in Q2 were low, the portfolios
were purchased with a higher IRR, which confirms that
during a recession/crisis, portfolio prices begin to take
higher risk into account.

Dark clouds gather over non-bank lenders

The non-bank lending industry has been strongly affected
by the pandemic, interest rate cuts and changes in the law
introduced by the anti-crisis shields. Due to interest rate
cuts, the maximum interest on loans stands at 7.2%.
However, more attention should be paid to non-interest
costs of consumer loans, which, under a special law, have
been limited to 21% for loans over 30 days and to 5% for
loans under 30 days. As a result, the business model of
some lending companies has been put at risk, and the
profitability of the offered products sharply fell.
Furthermore, sales decreased significantly both during and
after the lockdown. According to the data of the Credit
Information Bureau (BIK), in June sales began to go up
again, but we are still talking about a 50.2% year-on-year
decline. Therefore, the profitability of Wonga, acquired by
Kruk for PLN 97m, remains uncertain. We are thus expecting
a possible revaluation of the acquired assets.

Sales of payday loans by lending companies (PLN m)
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Valuation
Our valuation of Kruk represents a weighted average of four (PLN) weight per share
technqu_les: DCF, DDM, Economic Proﬂts_, and Multiples DCF Model 250, 176.09
Comparison. We analyzed the valuation results for - )
sensitivity to cost of capital (all methods), long-term FCF Dividend Discount Model 25% 175.29
growth (DCF analysis), and the duration of the forecast Economic Profits Model 25% 174.40
period (DDM and Economic Profits). Relative Valuation 259% 157.70
Average Fair Value 170.87
9M Target Price 183.17

Economic Profit Valuation

The Economic Profit-based valuation model uses the sum of
the opening net value of tangible assets (TNAV; Kruk does
not hold intangible assets) and the present value of future
economic profits (return on TNAV less cost of equity,
multiplied by opening NAV). Alongside the gap between cost
of and return on equity, asset growth is the main value
driver. Beyond the explicit period (2020-2029), we factor in
a 20-year fade period over which tangible ROE is linearly
converged towards COE.

Economic Profit Model
(PLN m) 2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E 2028E

Opening equity 1,958.4 2,065.7 2,323.9 2,553.3 2,798.5 3,040.0 3,299.0 3,574.3 3,844.0
Net profit 107.3 293.6 326.3 352.9 357.9 377.1 399.8 401.6 399.7
Dividends paid 0.0 -35.4 -96.9 -107.7 -116.5 -118.1 -124.5 -131.9 -132.5
Closing equity 2,065.7 2,323.9 2,553.3 2,798.5 3,040.0 3,299.0 3,574.3 3,844.0 4,111.2
ROE (%) 5.5 14.2 14.0 13.8 12.8 12.4 12.1 11.2 10.4
Cost of equity 7.7 7.7 7.7 7.8 7.9 7.8 7.8 7.7 7.7
Economic spread (%) -2.2 6.6 6.3 6.1 4.9 4.6 4.3 3.5 2.7
Economic profit -42.7 135.5 147.3 154.9 137.8 139.8 143.4 125.3 102.6
Discount factor 0.93 0.86 0.80 0.74 0.69 0.64 0.59 0.55 0.51
Present value of economic profit -39.7 117.0 118.0 115.1 95.0 89.4 85.1 69.0 52.4
(PLN m) (C)) 15 p---mmmmm oo e e e e r 150
Opening equity 1,958.4 62.5 100
PV of 2020-2029E economic profits 749.5 23.9 50
PV of 2030-2049E economic profits 425.6 13.6
0

Equity value at January 2020 3,133.4 100.0
Adjustment for time value of money 160.5 o %) © o) N 0 ®© — < ~ -0

o [a\] o o~ ™ ™ [se} < < <

o o o o o o o o o o
Current equity value 3,293.9 N N N N N N N N N N
sh tstandi il 18.9 Return on NAV (%, lIs)

ares outstanding (millions) . COE (%, Ihs)

Equity value per share (PLN) 174.4 e P\/ Economic Profits (PLN m, rhs)
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Dividend Discount Model

The dividend discount model uses dividends as declared
under Kruk's corporate dividend policy. Kruk maintains its
net debt-to-equity ratio at or below 1.6x. In the fade period,
DDM is integrated with the economic profit model, with
equity growth guided by the 75% standing dividend payout
ratio assumed in the period. Terminal value calculations are
based on the single-stage Gordon Model.

Dividend Discount Model

2026E 2027E
124.5 131.9

33.0 33.0
0.59 0.55
73.8 72.7

2028E
132.5
33.0

0.51
67.7

(PLN m) 2020E 2021E 2022E 2023E 2024E 2025E

Dividend 0.0 35.4 96.9 107.7 116.5 118.1

Dividend payout ratio (%) 0.0 33.0 33.0 33.0 33.0 33.0

Discount factor (x) 0.93 0.86 0.80 0.74 0.69 0.64

Present value of dividends 0.0 30.5 77.6 80.1 80.3 75.5

(PLN m) (%)

PV of 2020-2029E dividends 620.8 20.2

PV of 2030-2049E dividends 977.2 31.8

Present value of terminal value 1,479.0 48.1

Equity value at September 2020 3,077.0 100.0

Adjustment for time value of money 233.6

Current equity value 3,310.6 o ™ 0 a I LN
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Discounted Cash Flow Model

The discounted cash flow model uses future free cash flow
projections for 2020-2028, discounted using Kruk's
weighted average cost of capital. FCF projections take into
account portfolio purchases and amortization. The terminal
value, calculated using the Gordon model with an assumed
growth rate of 3%, implies a 2028E P/E of 10.3x and 2028E
P/B of 1.1x, both reasonable values in our view given
expected ROE growth by 10% in the final forecast year and
Kruk's assumed ability to maintain the dividend payout ratio
at 33% in the long term.

WACC Calculation

(€] 2020E 2021E
Risk-free rate: Poland 3.5 3.5
Risk-free rate: Romania 3.9 3.9
Risk-free rate: Other 1.5 1.5
Risk premium: Poland 5.0 5.0
Risk premium: Romania 5.5 5.5
Risk premium: Other 4 4
Beta (x) 1.0 1.0
Cost of equity 7.7 7.7
Portfolio spend as a pct. of total: Poland 40.0% 40.8%
Portfolio spend as a pct. of total: Romania 24.6% 23.7%
Portfolio spend as a pct. of total: Other 35.4% 35.4%
Cost of debt 3.2 3.0
Effective tax rate 22.0 10.0
After-tax cost of debt 2.5 2.7
WACC 6.3 6.5
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Cost of Equity, WACC

Cost of equity for Kruk is calculated as an average of the
cost of equity incurred in each of Poland, Romania, and the
other markets, weighted by vyear-end debt purchase
expenditure per country as a percentage of total
expenditure. We applied the following risk metrics to Kruk's
geographic markets: Poland: 3.5% risk-free rate, 5.0%
market risk premium, Romania: 3.9% risk-free rate, 5.5%
risk premium, other: 1.5% risk-free rate, 4.5% risk
premium. Beta is 1 in each case.

2022E 2023E 2024E 2025E 2026E 2027E 2028E
3.5 3.5 3.5 3.5 3.5 3.5 3.5
3.9 3.9 3.9 3.9 3.9 3.9 3.9
1.5 1.5 1.5 1.5 1.5 1.5 1.5
5.0 5.0 5.0 5.0 5.0 5.0 5.0
5.5 5.5 5.5 5.5 5.5 5.5 5.5

4 4 4 4 4 4 4

1.0 1.0 1.0 1.0 1.0 1.0 1.0
7.7 7.8 7.9 7.8 7.8 7.7 7.7

46.1% 50.2% 51.6% 52.6% 51.6% 51.4% 51.9%
21.1% 19.3% 20.9% 18.7% 18.6% 17.6% 17.2%
32.9% 30.6% 27.5% 28.7% 29.8% 31.0% 30.9%

3.1 3.7 4.3 4.3 4.3 4.3 4.3
10.0 10.0 10.0 10.0 10.0 10.0 10.0
2.8 3.3 3.9 3.9 3.9 3.9 3.9
6.4 6.5 6.6 6.5 6.5 6.5 6.5
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DCF Model

(PLN m) 2020E 2021E 2022E 2023E 2024E 2025E 2026E
Revenue 1,093.0 1,299.0 1,380.4 11,4831 11,5857 1,680.4 1,779.0 1,857.5 1,937.6
EBIT 276.8 446.9 491.2 549.6 592.7 634.9 675.9 690.1 698.4
EBIT margin 25.3 34.4 35.6 36.9 37.4 37.8 38.0 37.1 36.0
Tax -60.9 -44.7 -49.1 -55.0 -59.3 -63.5 -67.6 -69.0 -69.8
NOPAT 215.9 402.2 442.1 494.7 533.4 571.4 608.3 621.1 628.6
D&A expenses 45.8 47.7 49.1 50.0 50.6 51.0 51.3 51.5 51.7
Portfolio amortization 892.3 731.6 597.4 644.9 677.5 757.5 932.4 998.5 1,045.8
Portfolio purchases -300.9 -882.2 -1,318.4 -1,341.5 -1,401.2 -1,425.0 -1,469.8 -1,516.0 -1,499.2
CAPEX -52.0 -52.0 -52.0 -52.0 -52.0 -52.0 -52.0 -52.0 -52.0
Change in working capital 139.6 80.1 53.0 -1.0 6.0 1.3 3.9 4.4 -3.9
FCF 940.6 327.4 -228.9 -204.9 -185.7 -95.8 74.2 107.5 171.0
Discount rate (WACC) 6.3 6.5 6.4 6.5 6.6 6.5 6.5 6.5 6.5
Discount factor 0.9 0.9 0.8 0.8 0.7 0.7 0.6 0.6 0.6
PV of FCF 885.0 289.2 -190.1 -159.8 -135.8 -65.7 47.8 65.0 97.2
Total FCF 997

Terminal value 8,862

FCF growth after the forecast period (%) 3.0

Present value of terminal value 4,724

Enterprise value 5,721

Net debt (2019 eop) 2,555

Minority interests 0.7

Equity value at January 2020 3,165

Adjustment for time value of money 161

Current equity value 3,326

Shares outstanding (millions) 18.9

Equity value per share (PLN) 176.1

Multiples Comparison

P/BV ROE

2022E 2020E 2021E 2020E 2021E 2022E
Intrum Ab 12.2 8.2 7.2 1.3 1.1 1.0 8.6 13.2 13.5
Pra Group Inc 15.2 14.5 12.2 1.7 1.5 - 11.0 11.9 13.0
Encore Capital G 5.7 5.2 4.5 1.3 1.1 1.0 18.7 18.8 19.6
Credit Corp Grp 14.7 18.2 15.2 2.1 2.0 1.9 13.9 11.9 13.5
Hoist 29.0 5.9 4.9 0.6 0.6 0.5 0.0 10.8 12.4
Arrow Global - 4.7 3.4 2.2 1.5 0.9 -37.7 31.4 34.9
B2 Holding 11.1 7.2 5.0 0.6 0.5 0.5 5.5 9.2 10.5
Average 12.3 10.1 8.6 1.5 1.3 0.8

Source: Bloomberg, mBank

Relative Valuation Summar
(PLN m) (PLN per share)

P/E 2,778.64 147.24
P/B 3,173.51 168.16
Avg. valuation 157.70
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Income Statement

(PLN m) 2017 2018 2019 2020P 2021P 2022P
Purchased Debt Portfolios 971.7 1,070.0 1,138.3 946.0 1,152.4 1,230.5
Collection Services 59.1 67.4 52.1 53.8 58.7 59.8
Other 24.6 27.4 60.6 93.2 87.9 90.1

Revenue 1,055.5 1,164.8 1,251.1 1,093.0 1,299.0 1,380.4
Purchased Debt Portfolios 412.5 437.3 477.7 463.6 495.5 516.8
Collection Services 44.2 52.6 53.4 69.9 49.3 50.3
Other 9.3 11.0 55.0 76.4 72.1 73.9

Direct and indirect costs 466.0 500.9 586.0 609.9 616.9 640.9
Purchased Debt Portfolios 559.2 632.7 660.7 482.5 656.8 713.7
Collection Services 14.9 14.8 -1.3 -16.1 9.4 9.6
Other 15.3 16.4 5.6 16.8 15.8 16.2

Gross profit 589.4 663.9 665.0 483.1 682.1 739.5

General expenses 147.9 161.0 178.3 164.0 185.1 196.7

Other operating gains/losses -2.1 -4.7 -2.4 3.4 -2.4 -2.5

EBITDA 439.4 498.2 484.4 322.5 494.6 540.2

D&A expenses 18.7 19.9 44.0 45.8 47.7 49.1

EBIT 420.8 478.3 440.3 276.8 446.9 491.2

Financing Activity -85.6 -125.7 -126.1 -138.9 -119.9 -127.8

Pre-tax income 335.2 352.5 314.2 137.8 327.0 363.4

Tax 40.0 22.1 37.2 30.3 32.7 36.3

Net income 295.2 330.4 277.1 107.5 294.3 327.1

Balance Sheet

(PLN m) 2017 2018 2019 2020P 2021P 2022P
Cash and cash equivalents 173.3 147.3 150.3 232.7 242.0 285.9
Trade debtors 16.6 28.1 24.0 21.0 24.9 26.5
Purchased Debt Portfolios 3,169.3 4,157.0 4,446.1 3,605.5 3,756.1 4,477.1
Tangible and intangible assets 109.5 122.2 180.4 186.6 190.9 193.9
Other assets (incl. Novum) 91.4 27.5 39.1 65.8 61.3 67.5
Total assets 3,560.1 4,482.2 4,839.9 4,111.6 4,275.2 5,050.9
Current ad noncurrent loans and borrowings 1,897.2 2,500.0 2,705.7 1,956.6 1,782.0 2,267.4
Trade creditors 143.4 176.1 101.3 39.1 114.7 171.4
Other 58.9 73.3 73.8 78.2 82.1 86.2
Total liabilities 2,099.6 2,749.4 2,880.8 2,073.9 1,978.8 2,525.0
Equity 1,460.4 1,732.4 1,958.4 2,037.7 2,296.3 2,525.9
Total equity and liabilities 3,560.1 4,482.2 4,839.9 4,111.6 4,275.2 5,050.9
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Cash Flow
(PLN m) 2017 2018 2019 2020P 2021P 2022P
Cash flow from operations
Net profit 295.2 330.4 277.1 107.5 294.3 327.1
D&A expenses 18.7 19.9 44.0 45.8 47.7 49.1
Net financing costs 87.8 90.4 115.2 74.1 55.1 63.0
Portfolio purchases -975.9 -1,423.9 -781.0 -300.9 -882.2 -1,318.4
Portfolio amortization = recoveries - revenues 397.2 512.2 644.1 892.3 731.6 597.4
Change in working capital -46.3 68.9 -90.8 153.8 39.9 108.3
Net cash from operations -223.4 -402.1 208.6 972.6 286.4 -173.6

Cash flow from investing activities

Interest received 0.3 0.1 0.2 0.2 0.2 0.3
Change in loans receivable -3.7 -5.8 -302.7 -235.3 40.2 -55.4
Purchase/sale of tangible and intangible assets -27.0 -24.7 -117.0 -52.0 -52.0 -52.0
Other 10.8 4.1 282.5 221.0 0.0 0.0
Net cash from investing activities -19.5 -26.2 -137.0 -66.0 -11.6 -107.1

Cash flow from investing activities

Net proceeds from share issue (buyback) 5.3 6.6 7.1 0.0 0.0 0.0
Dividend -37.5 -94.1 -95.0 -0.7 -35.7 -97.6
Change in borrowings 250.8 602.8 205.7 -749.1 -174.6 485.4
Interest paid -88.1 -90.6 -115.4 -74.3 -55.3 -63.2
Other 18.3 -22.4 -71.0 0.0 0.0 0.0
Net cash from financing activities 148.8 402.3 -68.7 -824.1 -265.5 324.6

Total net cash flow

Cash and cash equivalents at bop 267.4 173.3 147.3 150.3 232.7 242.0
Cash and cash equivalents at eop 173.3 147.3 150.3 232.7 242.0 285.9
Cash flow from operations* 355.3 509.6 345.5 381.3 437.0 547.4

ex. portfolio purchases and amortization
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Key Ratios
2017 2018 2019 2020P 2021P 2022P

Balance-Sheet Ratios

Debt/Equity + Debt (%) 56.5 59.1 58.0 49.0 43.7 47.3
Debt/Equity (%) 129.9 144.3 138.2 96.0 77.6 89.8
Net Debt/Equity (%) (covenant @2.5x) 118.0 135.8 130.5 84.6 67.1 78.4
Net Debt/EBITDA (%) 392.3 472.3 527.6 534.4 311.4 366.8
Debt/Cash EBITDA (%) 226.8 247.4 239.8 161.1 145.3 199.3
Net Debt/Cash EBITDA (%) (covenant @4x) 206.1 232.8 226.4 141.9 125.6 174.2
EBUT/Interest Expenses (%) 477.5 528.2 381.5 372.5 807.6 776.9
Sales/Trade Debtors 63.5 41.4 52.2 52.2 52.2 52.2
Costs/Trade Creditors 3.2 2.8 5.8 15.6 5.4 3.7
Trade Creditors/Debt Purchases 14.7 12.6 13.0 13.0 13.0 13.0

Profitability Ratios
Revenue from

/ Avg. Investment in Purchased Debt 33.2 29.2 26.5 23.5 31.3 29.9
Revenue / Avg. Assets 31.7 29.0 26.8 24.4 31.0 29.6
Operating Costs / Avg. Assets 19.3 17.2 17.6 18.5 20.5 19.3
Gross profit 55.8 57.0 53.2 44.2 52.5 53.6
Purchased Debt 57.5 59.1 58.0 51.0 57.0 58.0
Collection Services 25.2 22.0 -2.4 -30.0 16.0 16.0
Other 62.1 59.9 9.3 18.0 18.0 18.0
EBITDA margin 41.6 42.8 38.7 29.5 38.1 39.1
EBIT margin 39.9 41.1 35.2 25.3 34.4 35.6
Net profit margin 28.0 28.4 22.1 9.8 22.7 23.7
Effective tax rate 11.9 6.3 11.8 22.0 10.0 10.0
ROA 8.9 8.2 5.9 2.4 7.0 7.0
ROE 21.9 20.7 15.0 5.4 13.6 13.6
Trading Multiples
Shares outstanding at eop (millions) 18.9 18.9 18.9 18.6 18.6 18.6
Shares outstanding (avg., millions) 18.7 18.8 18.9 18.8 18.6 18.6
Earnings Per Share (PLN) 15.7 17.5 14.6 5.7 15.8 17.6
P/E (x) 10.0 8.9 10.7 27.3 9.9 8.9
Book Value Per Share (PLN) 77.4 91.7 103.7 109.5 123.4 135.7
P/B (x) 2.0 1.7 1.5 1.4 1.3 1.2
EV/EBITDA 10.7 10.7 11.4 14.4 9.0 9.1
EV/EBITDA (ex. portfolio amortization) 5.6 5.3 4.9 3.8 3.6 4.3
Dividend Per Share (PLN) 2.0 5.0 5.0 0.0 1.9 5.2
Dividend Yield (%) 1.3 3.2 3.2 0.0 1.2 3.3

| | BNl
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List of abbreviations and ratios contained in the report:

EV - net debt + market value

EBIT - Earnings Before Interest and Taxes

EBITDA - EBIT + Depreciation and Amortisation

P/CE - price to earnings with amortisation

MC/S - market capitalisation to sales

EBIT/EV - operating profit to economic value

P/E - (Price/Earnings) - price divided by annual net profit per share
ROE - (Return on Equity) - annual net profit divided by average equity
P/BV - (Price/Book Value) - price divided by book value per share
Net debt - credits + debt papers + interest bearing loans - cash and cash equivalents
EBITDA margin - EBITDA/Sales

OVERWEIGHT (OW) - a rating which indicates that we expect a stock to outperform the broad market
NEUTRAL (N) - a rating which indicates that we expect the stock to perform in line with the broad market
UNDERWEIGHT (UW) - a rating which indicates that we expect the stock to underperform the broad market

Recommendations of Biuro maklerskie mBanku:

A recommendation is valid for a period of 9 months, unless a subsequent recommendation is issued within this period. Expected returns from individual recommendations are as follows:
BUY - we expect that the rate of return from an investment will be at least 15%

ACCUMULATE - we expect that the rate of return from an investment will range from 5% to 15%

HOLD - we expect that the rate of return from an investment will range from -5% to +5%

REDUCE - we expect that the rate of return from an investment will range from -5% to -15%

SELL - we expect that an investment will bear a loss greater than 15%

Recommendations are updated at least once every nine months.

mBank S.A. with its registered office in Warsaw at Senatorska 18 renders brokerage services in the form of derived organisational unit - Brokerage Office which uses name Biuro maklerskie mBanku.

mBank S.A. as part of the Exchange's Analytical Coverage Support Programme (“Programme”, https://www.gpw.pl/eacsp) prepares analytical reports for the following companies: Cognor Holding, Comarch, Sygnity, VRG. These
documents are prepared at the request of Gietda Papierow Wartosciowych w Warszawie S.A. ("WSE’), which is entitled to copyrights to these materials. mBank S.A. receives remuneration from the WSE for the preparation of the
reports. All documents prepared for the Programme are available at: https://www.mdm.pl/ui-pub/site/market_and_analysis/analysis_and_recommendations/analytical_coverage_support_programme

This document has been created and published by Biuro maklerskie mBanku. The present report expresses the knowledge as well as opinions of the authors on day the report was prepared. The opinions and estimates contained
herein constitute our best judgment at this date and time, and are subject to change without notice. The present report was prepared with due care and attention, observing principles of methodological correctness and objectivity,
on the basis of sources available to the public, which Biuro maklerskie mBanku considers reliable, including information published by issuers, shares of which are subject to recommendations. However, Biuro maklerskie mBanku,
in no case, guarantees the accuracy and completeness of the report, in particular should sources on the basis of which the report was prepared prove to be inaccurate, incomplete or not fully consistent with the facts. mBank S.A.
bears no responsibility for investment decisions taken on the basis of the present report or for any damages incurred as a result of investment decisions taken on the basis of the present report.

This document does not constitute an offer or invitation to subscribe for or purchase any financial instruments and neither this document nor anything contained herein shall form the basis of any contract or commitment
whatsoever. It is being furnished to you solely for your information and may not be reproduced or redistributed to any other person This document does not constitute investment, legal, accounting or other advice, and mBank is
not liable for damages resulting from or related to the use of data provided in the documents. This document may not be copied, duplicated and/or be directly or indirectly distributed in the United States, Canada, Australia or
Japan, nor transferred to citizens or residents of a state where its distribution may be legally restricted, which does not limit the possibility of publishing materials prepared for the Programme on Cognor Holding, Comarch,
Sygnity, VRG, mBank or WSE websites. Persons who disseminate this document should be aware of the need to comply with such restrictions.

Recommendations are based on essential data from the entire history of a company being the subject of a recommendation, with particular emphasis on the period since the previous recommendation.

Investing in shares is connected with a number of risks including, but not limited to, the macroeconomic situation of the country, changes in legal regulations as well as changes on commodity markets. Full elimination of these
risks is virtually impossible.

It is possible that mBank S.A. in its brokerage activity renders, will render or in the past has rendered services for companies and other entities mentioned in the present report.

mBank S.A. does not rule out offering brokerage services to an issuer of securities being the subject of a recommendation. Information concerning a conflict of interest arising in connection with issuing a recommendation (should
such a conflict exist) is located below.

The present report was not transferred to the issuer prior to its publication.

mBank S.A. is Lead Manager for the Issuer.
mBank S.A. may have received compensation for services provided to the Issuer in the last 12 months.

The production of this recommendation was completed on September 03, 2020, 08:37 AM
This recommendation was first disseminated on September 03, 2020, 08:37 AM.

mBank S.A., its shareholders and employees may hold long or short positions in the issuer's shares or other financial instruments related to the issuer's shares.
Copying or publishing the present report, in full or in part, or disseminating in any way information contained in the present report requires the prior written consent of mBank S.A.
Recommendations are addressed to all Clients of Biuro maklerskie mBanku.

All investment recommendations and strategies issued by mBank S.A. over the last 12 months are available at:
http://www.mdm.pl/ui-pub/site/market_and_analysis/analysis_and_recommendations/fundamental_analysis/recommendations?recent_filter_active=true&lang=en

The activity of mBank S.A. is subject to the supervision of the Polish Financial Supervision Commission.

Individuals who did not participate in the preparation of recommendations, but had or could have had access to recommendations prior to their publication, are employees of Biuro maklerskie mBanku authorised to access the
premises in which recommendations are prepared and/or individuals having to access to recommendations based on their corporate roles, other than the analysts mentioned as the authors of the present recommendations.

This publication constitutes investment research within the meaning of Art. 36.1 of Commission Delegated Regulation (EU) 2017/565.

The compensation of the research analysts responsible for preparing investment research is determined independently of and without regard to the compensation of or revenue generated by any other employee of the Bank,
including but not limited to any employee whose business interests may reasonably be considered to conflict with the interests of the persons to whom the investment research prepared by the Research Department of Biuro
maklerskie mBanku is disseminated. With that being said, since one of the factors taken into consideration when determining the compensation of research analysts is the degree of fulfillment of annual financial targets by
customer service functions, there is a risk that the adequacy of compensation offered to persons preparing investment research will be questioned by a competent oversight body.

For U.S. persons only: This research report is a product of mBank SA which is the employer of the research analyst(s) who has prepared the research report. The research analyst(s) preparing the research report is/are resident
outside the United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer, and is/are not required to satisfy the
regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public appearances and trading securities held
by a research analyst account.

This report is intended for distribution by mBank SA only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and interpretations thereof by U.S.
Securities and Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified above, then it should not act upon this report and return the same to the
sender. Further, this report may not be copied, duplicated and/or transmitted onward to any U.S. person, which is not the Major Institutional Investor.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain business with Major Institutional Investors, mBank SA has entered
into an agreement with a U.S. registered broker-dealer, Cabrera Capital Markets. ("Cabrera"). Transactions in securities discussed in this research report should be effected through Cabrera or another U.S. registered broker
dealer.

Strong and weak points of valuation methods used in recommendations:

DCF - acknowledged as the most methodologically correct method of valuation; it consists in discounting financial flows generated by a company; its weak point is the significant susceptibility to a change of forecast assumptions
in the model.

Relative - based on a comparison of valuation multipliers of companies from a given sector; simple in construction, reflects the current state of the market better than DCF; weak points include substantial variability (fluctuations
together with market indices) as well as difficulty in the selection of the group of comparable companies.

Economic profits - discounting of future economic profits; the weak point is high sensitivity to changes in the assumptions made in the valuation model.

Discounted Dividends (DDM) - discounting of future dividends; the weak point is high sensitivity to changes in the assumptions as to future dividends made in the valuation model.

NAV - valuation based on equity value, one of the most frequently used method in case of developing companies; the weak point of the method is that it does not factor in future changes in revenue/profits of a company.

mBank issued the ing investment r i for Kruk in the 12 months prior to this publication
Kruk
recommendation buy
issued on 2019-12-05
target price (PLN) 210.31
price at date issued 150.90
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