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KRUK

Good (debt) times, bad (debt) times

Kruk is a leader in the rapidly growing debt collection and debt
purchases markets in Poland and Romania, with sizeable market
shares of around 34% and around 68% respectively. A highly
leveraged business with no severe capital requirements results in a
high return on invested capital (ROE ’11 36%). We initiate coverage
with a BUY recommendation and a FV at PLN 57. We see the
following key drivers supporting our view: (1) purchases of NPL
portfolios in 2011 will deliver robust cash flow in coming quarters
which can be applied to more NPL purchases; (2) we think the
prospects for the debt purchasing market are good; (3) properly
managed business with well-motivated management and (4)
possible dividend from 2013 net profit (DY>9%). Kruk trades on a
PE’12E of 9.7 and PE’13E of 7.7.

We believe that market consensus, too much afraid of the potential
impact of economic slowdown, is underestimating Kruk revenues
(by 8% and 7% for 2012E and 2013E respectively). Consequently we
assume better cash generation and higher portfolio purchases than
consensus which would be supportive to long term KRUK’s earnings.
We believe the prospects for the Polish debt collection market are
good and would put forward both the relatively cheap Kredyt Inkaso
(KRl PW, PLN 14.56, FV PLN 18) and the high quality KRUK as
equally attractive BUY ideas.

Strong NPL portfolios purchases in 2011 to be the key driver

In 201 Kruk purchased bad debt portfolios for more than PLN 0.5bn compared
with some PLN 0.2bn in 2010 and a mere PLN 54m in 2009. According to the
repayment curve, most of the repayments are expected within 3 years after
purchase. We expect in coming quarters Kruk will receive strong cash flow, which
can be used for further NPL purchases. Over 2008-2011 Kruk’s investments in NPL
portfolios in its balance sheet has increased almost sevenfold. We do not expect
Kruk to repeat such heavy portfolio acquisitions in this year, but robust cash
generation will enable either regular purchases of debt portfolios, debt reduction or
dividend payment.

Deterioration in household budgets and unfavorable FX movements are key risks

We see two potential risks for Kruk in the current macro environment: a
deterioration in household budgets related to higher unemployment, which could
lead to lower than assumed repayments, and unfavourable FX movements
(strengthening PLN against RON), causing write-downs of acquired debt portfolios.
We have partially factored the first risk into our model by assuming a lower IRR
obtained on Kruk’s NPL portfolios. A potential supply overhang from the biggest
shareholder is an additional short-term risk.

Kruk is trading on encouraging multiples

We see Kruk’s revenues reaching PLN 383m this year and PLN 459m next year,
which is higher than consensus by 7.8% and 7.1% respectively. We forecast net
profit of PLN 8Im for the current year, in line with Bloomberg consensus and PLN
102m for 2013, 6.3% higher than consensus. It translates into a PE’12E of 9.7 and a
PE13E of 7.7. We think these multiples are attractive. In comparison with its foreign
peers, the stock is trading at discounts of 11% and 26% for PE'12E and PE’13E
respectively. We believe this is unjustified given its profits’ growth, well-motivated
management, proven track record and future dividend. We think that the above
average ROE explains the higher P/BV multiples..
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PLN m Y/E 31-Dec 20MA 2012E 2013E 2014E

Debt portfolios purchases 568.8 3825 4140 4065
Cash repayments 3411 534.0 6945 7729
Revenues 2741 3828 4588 506.0
EBITDA 960 1397 1639 1797
Net Income 66.4 810 1021 n2.3
Reported P/E (x) n.8 9.7 7.7 7.0
P/BV (x) 32 24 1.8 1.7
ROE stated 35.9% 29.0% 27.5% 25.4%
Dividend yield 0.0% 0.0% 0.0% 92%
Reported EPS (PLN) 3.9 4.7 59 6.4
DPS from previous year (PLN) 0.0 0.0 0.0 4.1
BV per share (PLN) 14.1 187 244 264

DPS based on cash flow basis, e.g. DPS of PLN 4.1 in 2014E
column is the dividend from 2013 Net Income, which will be
paid in 2014.
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Figure1 Summary Financial Information

KRUK Valuation Metrics (Year end March) 2009 2010 2011 2012E 2013E 2014E
Rating BUY Reported P/E (x) 33.3 21.7 11.8 9.7 7.7 7.0
Fair Value: 57.0 P/BV 0.7 5.2 3.2 2.4 1.8 1.7
ROE 26.6% 31.0% 35.9% 29.0% 27.5% 25.4%
Share Price (17/08/2012, PLN): 44.64 EV / EBITDA (x) 259 20.8 12.7 8.8 7.5 6.8
Upside / Downside potential 28% Dividend yield 0.0% 0.0% 0.0% 0.0% 0.0% 9.2%
Buy back yield 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Bloomberg KRU PW Key Ratios 2009 2010 2011 2012E 2013E 2014E
EBITDA margin 24.7% 25.9% 35.0% 36.5% 35.7% 35.5%
Shares (m)(diluted) 175 EBIT margin 22.3% 23.5% 33.1% 34.8% 34.2% 34.0%
Market Cap (PLN m) 783 @] 75.3% 74.1% 65.0% 63.6% 64.3% 64.5%
Equity Value (PLN m) 253 Effective tax rate 14.1% -1.4% 3.1% 3.0% 3.0% 3.0%
Net profit margin 18.3% 21.9% 24.2% 21.1% 22.2% 22.2%
Net Debt / EBITDA (x) 1.2 2.4 4.6 4.0 3.6 3.6
Forthcoming Catalysts Net Debt / Equity (%) 39% 7% 185% 176% 141% 141%
2Q12 results publication 31 August 2012
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Cash Flow Summary (PLN m) 2009 2010 2011 2012E 2013E 2014E
Lukasz Janczak

+48 22 347 40 62 Cash repayments 140.4 197.9 341.1 534.0 694.5 772.9
lianczak @esinvestment.pl Operating expenses (46.0) (60.9) (103.1) (158.2) (200.7) (226.5)
Other CFO 13.5 (13.0) (39.7) (55.9) (46.5) (48.8)
Kamil Stolarski Operating Cash Flow 107.9 124.0 198.3 319.9 447.3 497.6
+48 22 347 40 48 Debt portfolios purchases (53.9) (194.0) (568.8) (382.5) (414.0) (406.5)
kstolarski@esinvestment.pl Other CFI 3.7) (7.0) 9.4) (8.0) 8.1) 8.3)
Cash Flow from Investment (57.6) (201.0) (578.2) (390.5) (422.1) (414.8)
Change in debt (40.9) 57.3 352.0 100.5 45.0 60.0
Other CFF (10.7) 16.6 443 (52.7) (59.9) (136.6)
Net Profit Cash Flow from Financing (51.6) 73.9 396.3 47.8 (14.9) (76.6)
Cash Flow Total (1.3) (3.1 16.3 (22.7) 10.4 6.3

112.3 1145

102.1
81.0
66.4
P&L Summary (PLN m, unless stated 2009 2010 2011 2012E 2013E 2014E
36.0

235 Revenues 128.6 164.3 274.1 382.8 458.8 506.0
% change 23.8% 27.8% 66.8% 39.7% 19.9% 10.3%
EBITDA 31.7 42.5 96.0 139.7 163.9 179.7
% change 28.0% 34.0% 125.9% 45.5% 17.3% 9.6%
2009 2010 2011 2012E  2013E  2014E  2015E % margin 247%  25.9%  350%  365%  35.7%  35.5%
Depreciation & Amortisation 3.1 3.9 5.4 6.6 7.0 7.5
EBIT 28.6 38.6 90.6 133.1 156.9 172.2
Revenues % change 29% 35% 135% 47% 18% 10%
% margin 22% 23% 33% 35% 34% 34%
Net Financials (4.4) (7.0 (27.4) (56.3) (58.7) (63.9)
Pre-Tax Profit 27.3 35.5 68.6 83.5 105.2 115.7
Income Tax Expense 3.8 0.5) 2.2 2.5 3.2 3.5
Net Income 235 36.0 66.4 81.0 102.1 112.3
Reported EPS (PLN) 14.9 2.4 3.9 4.7 5.9 6.4
DPS (PLN) 0.00 0.00 0.00 0.00 0.00 4.12
Payout Ratio 0% 0% 0% 0% 0% 70%
Shares in Issue (Less Treasury) (m) 1.6 15.3 16.9 17.1 17.3 17.5

2009 2010 2011  2012E  2013E  2014E  2015E
Margins Trend Balance Sheet (PLN m) 2009 2010 2011 2012E 2013E 2014E
15.0% Cash & Equivalents 23.8 20.8 36.2 13.5 23.8 30.1
: Tangible Fixed Assets 8.2 9.6 14.3 13.7 13.7 13.7
40.0% Goodwill & Intangibles 4.4 6.0 7.7 7.7 8.1 8.5
35.0% Purchased receivables (at fair value) 155.4 263.2 718.7 917.8 10554  1151.3
30.0% Other Assets 16.1 18.0 23.6 15.7 28.7 36.2
25.0% Total Assets 207.9 317.6 800.5 968.4 1,129.6  1,239.6
20.0% Interest Bearing Debt 62.8 122.1 477.0 576.2 621.2 681.2
15.0% Other Liabilities 145.2 195.4 3235 392.1 508.4 558.4
10.0% Total Liabilities 207.9 317.6 800.5 968.4 1,129.6  1,239.6
5.0% Shareholders' Equity 100.0 132.0 238.2 320.1 422.2 463.0
0.0% Minority Interests 0.1 0.0 0.2 0.2 0.2 0.2
2009 2010 2011 2012E 2013E 2014E 2015E Total Equity 100.0 132.0 238.4 320.3 422.4 463.2
—e— EBITDA Net profit margin Net Debt 39.0 101.4 440.8 562.8 597.4 651.1

se: Company data, Reuters, Bloomberg, Espirito Santo Research Poland for estimates
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Investment summary
Valuation summary: initiating coverage with a BUY rating

We are initiating coverage on Kruk with a BUY recommendation. Our FV of
PLN 57 is based 100% on a DCF valuation method and offers 28% upside
potential to the current price. We attach a 0% weight to the peer-comparison
implied fair price (PLN 50.3)

Performance

Kruk YTD performance is slightly worse than the WIG index, with Kruk gaining
2.1% versus 11.6% for broad market.

Figure 2 KRUK: YTD PERFORMANCE vs. WIG (REBASED TO 100
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Figure 3 KRUK: SINCE IPO PERFORMANCE vs. WIG (REBASED TO 100)
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Source: Espirito Santo Investment Bank, Bloomberg Source: Espirito Se
Kruk has outperformed the broad market since IPO, especially after the sharp
market collapse in August last year. Despite its share price fall being identical
to the market, within two months Kruk’s price had returned to the levels it had
been in the first half of 2011.

Kruk is the market leader in Poland and Romania

Kruk is a leader in the Polish and Romanian debt collection and purchases
markets with market shares of 34% and 68% respectively. In terms of the
nominal value of portfolios sold in 2011, the Polish market at PLN 8.0bn is three
times bigger than the Romanian market, but lower margin due to higher
prices. Kruk’s margin on acquiring portfolios in Poland stood at around 40%
for the last two years, compared with around 70% in Romania. Kruk’s market
share in debt collection services is also higher in Poland than in Romania, at
36.5% and 11.1% respectively last year. The value of debt collection services in
Poland, calculated as the nominal value of transferred debt portfolios, stood at
over PLN 10bn in 2011, more than twice as large as the PLN 4.5bn in Romania.

Synergies between two main business lines

Acquiring debt packages on own account is the Company’s most important
segment and the biggest contributor to revenues. It accounted for more than
85% of total revenues and 79% of middle margin in 2011 and we believe it will
rise to 90% and 87% respectively in 2012. The second business line is debt
collection services, which creates large synergies with investments in NPL
portfolios in terms of portfolios pricing and building long-term relations with
financial institutions.

Rapid balance sheet and cash flows expansion

The debt purchase market was exceptionally good in 2011 and Kruk took
advantage of it, increasing investment in debt packages to more than PLN
0.5bn, almost triple its 2010 investment. Rapid balance sheet expansion has
boosted revenues and net profit, which in 2011 surged by 67% and 24% to PLN
274m and PLN 66.4m respectively. We expect that anticipated robust cash
flow from purchased portfolios will allow Kruk to reinvest it in other debt
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packages, reduce debt or pay a dividend. We forecast that in a steady market
the Company would invest around PLN 400m with safe debt covenants and
even pay a dividend from 2013 net profit, implying a dividend yield above 9%.

Growth delivered by well-motivated management

We believe that well motivated management with a proven track record will
deliver profits’ growth and meet the share-based compensation program’s
targets of EPS growth of at least 17.5% in each of next three financial years
plus either EBITDA growth at the same pace or ROE above 20%.

Russia and Turkey as a future expansion direction

The Company plans to expand its business activity into other European
countries. Kruk is considering entering Russia or Turkey, but no sooner than
2013, and recently it has begun to operate in the Czech Republic though it has
withdrawn its plans to enter the Hungarian market. Although we do not
include into our forecast any portfolio acquisitions in Russia and Turkey and
include only small purchases in the Czech Republic, we perceive the
Company’s prospects as bright and the prospective markets provide upside to
our valuation.

Attractive valuation and growth profile

Our forecasts assume net profit growth to PLN 8Im this year and PLN 102m
next year, giving PE ratios of 9.7 and 7.7 respectively. Our forecasts implied
2012E-2014E revenue and EBITDA CAGR of 23% and 2012E-2014E net profit
CAGR of 19%. Looking at the low multiples, healthy profit growth and possible
dividend, we regard stock as undervalued.

Potential risk factors

Deteriorating macroeconomic conditions, especially its impact on households’
financial standing due to a higher unemployment rate, slower GDP growth and
lower wages are the main threats to the company’s future performance and
our fair value. Also FX rate movements, mainly the appreciation of PLN
against RON impacting debt portfolios’ fair value, can damage future profit
growth. Kruk’s business in based on leverage and so is exposed to a drought
in the debt market that can limit portfolios’ purchases or debt rollover.
Another risk is share overhang from Enterprise Investors, the biggest
shareholder currently holding 24.8%.

ESIB estimates vs. consensus

We estimate Kruk’s revenues will reach PLN 383m this year and PLN 459m
next year, which is higher than consensus by 7.8% and 7.1% respectively. We
forecast net profit of PLN 8Im for the current year, in line with Bloomberg
consensus, and PLN 102m for 2013, some 6.3% higher than consensus

Table 1 ESIB vs. consensus

2012 2013
ESIB consensus diff. ESIB consensus diff.
Revenues 382.8 355.0 7.8% 458.8 428.3 7.1%
EBITDA 146.4 139.3 5.1% 170.9 172.0 -0.6%
net profit 81.0 80.3 0.8% 102.1 96.0 6.3%

Source: Espirito Santo Investment Bank, Bloomberg
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Market - review and outlook
Debt management services
Poland and Romania

Intense lending in the Polish banking system in 2008 and 2009 coupled with
an acceleration in NPLs in the last two years have bolstered demand for debt
management services from Polish banks. The value of the market, calculated
as nominal value of debt transferred to debt collection companies, doubled in
three years from PLN 5.2bn in 2008 to PLN 10.4bn last year. The debt market
in Romania developed similarly, growing at a CAGR of 41% over 2008-2011.
However the Romanian market is considerably smaller than the Polish one and
has a nominal value of PLN 4.5bn.

Figure 4 Nominal value of debt portfolios transferred to debt collection companies and
Kruk’s market share

12,000 40.0%
- 0,
10,000 35.0%
- 30.0%
8,000 - 25.0%
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— s [ 0,
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- 10.0%
2,000 5 0%
0 - 0.0%
2007 2008 2009 2010 2011 2012E 2013E 2014E 2015E 2015k
I Nominal value in Poland I Nominal value in Romania
Kruk's market share in Poland Kruk's market share in Romania
Source: Kruk for historical data, Espirito Santo Investment Bank Research for estimate

This strong market development has significantly increased competition.
Kruk’s fee earned on debt servicing has halved from 2.0% in 2008 to around
1% in 2011. Lower margins were compensated for by higher market volumes
and Kruk’s market share. Those factors allowed the company to keep revenues
from debt servicing roughly flat. As we think the strongest market
development is behind us, we expect it will grow at steady pace close to
inflation and have a stable margin around 1%.

Although revenues from debt collection services accounted for only 15% of
total company revenues, we believe Kruk will continue to emphasise this
activity, as there are substantial synergies with purchasing debt on its own
account. Long-term activity in debt collection service lets Kruk both gain wide
knowledge about debt packages and build an extensive statistical data base,
which is useful in valuing purchased portfolios. It also minimizes the risk of
over- or underestimating the price and builds permanent business relations
between Kruk and financial and non-financial institutions.

Debt purchase
Poland

Since 2007 the debt purchase market has been growing very rapidly,
increasing from barely PLN 3.0bn in 2007 to PLN 8.1bn in 2011. The fastest
growing segment was retail, reaching PLN 6.9bn in 2011, almost double 2010.
The fast growth of this market was as a result of the early stage of its
development and low saturation. A pick-up in 2011 has activated competition
and has elevated prices paid for debt portfolios, from 11%-12% to almost 17% in
2011 in the retail segment and from 1.3%-3% to slightly above 4% in the

D
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corporate segment. Prices were also higher due to better quality and shorter
maturity of portfolios. In line with the company’s guidance, we expect that
both aforementioned factors will continue to put pressure on prices. We
expect prices to rise to 19% within three years in the retail segment and almost
double to 8% within four years in the corporate segment. We underline that
these are quite conservative assumptions and lower prices would represent
pure upside for Kruk’s valuation.

In 2012 we expect the Polish market to stabilize, with debt portfolio supply
around PLN 6.9bn in nominal values, flat YoY. The years after 2012 should
bring a slight decrease in nominal values, but given increasing prices we think
overall market expenditures will stay at a level similar to 2011.

Kruk’s market share in the biggest retail segment in recent years stayed
around 20%-25% of total market expenditures, except for a very weak 2009,
when Kruk spent a mere PLN 54m which accounted for only 8% of the total
market and except very strong last year. In 2011 Kruk’s market share expanded
to 34%. The PLN 399m spent only in the Polish debt market should bring in
robust cash flows in coming years. We do not assume that Kruk will be able to
sustain market share above 30%. We believe that the company will rather slide
to the 20%-25% range.

Figure 6 Market at purchase value (PLN m), average prices and Kruk’s

Figure 5 Nominal value of portfolios in Poland (PLN m) market share (%)
8,000 40.0% 1,400
7,000 35.0% - 1,200
o
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2007 2008 2009 2010 2011 2012E 2013E 2014E 2015 2016E ——Retail prices
M Retail segment M Corporate segment Kruk's market share in retail segment
Source: Kruk for historical data, Espirito Santo Investment Bank Research for estimate Source: Kruk for historical data, Espirito Santo Investment Bank Research for estimate

The Polish market is fragmented, with several mid-sized and small players, but
more than 75% of the market is occupied by the top five market players. A
favourable outlook for the debt purchase market lures new players willing to
enter. As an example recently GetBack - owned by Leszek Czarnecki, main
shareholder of Getin Noble Bank (GNB PW, PLN 1.67, BUY, FV PLN 1.8) and
Getin Holding (Not covered) - began operating. A new player with strong
financial and know-how support can gain a high market share in a relatively
short period of time.
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Figure 7 Polish debt purchase market in nominal value by company

others
16%
Kruk
26%
Pragma Inkaso
6%
EGB
Investments
7%
Ultimo Kredyt Inkaso
13% 18%

14%

Source: Kruk

Romania

The debt purchase market in Romania is much smaller than the Polish market
and therefore less competitive and saturated. With stable debt supply in 2008
and 2009 at PLN 1.2-1.3bn, the market grew by around 75% in 2010 and 2011 to
PLN 21bn and PLN 2.5bn respectively. Weaker competition and the
considerably lower quality of debt sold are reflected in lower average prices at
around 8%. We expect broadly flat bad debt supply in Romania, but together
with an anticipated improvement in quality, we assume prices will grow to 12%
in 2016. Kruk is the leader in the Romanian market with 68% market share in
201, slightly higher than 65% in 2010. Just as in the Polish market, we cannot
imagine Kruk will maintain this high market share. We expect a gradual
decrease to 55% this year to only 45% in 2015E, due to improving economic
conditions in Romania that will attract new investors willing to enter this very
attractive market.

Figure 8 Nominal value of portfolios in Romania (PLN m) and prices (%) Figure 9 Market expenditure (PLN m) and Kruk’s market share (%)
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Source: Kruk for historical data, Espirito Santo Investment Bank Research for estimate Source: Kruk for historical data, Espirito Santo Investment Bank Research for estimate
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KRUK IN BRIEF
Kruk is a leader in the Polish and Romanian debt markets

Kruk is a leader in the rapidly growing debt collection and debt purchasing
market in Poland and Romania and it aims to expand its business into other
CEE countries. Kruk’s business model is based mainly on two complementary
business lines: purchasing debt portfolios and debt collection services
supported by additional activities: law firm RAVEN, credit information agency
ERIF, detective bureau or small loan to former debtors NOVUM. The
combination of these business lines gives Kruk a unique position in the market
and also brings significant synergies, both in revenues and costs lines.

Kruk’s business model

The group provides services for banks, insurers, leasing companies, telcos and
utility companies and the FMCG and B2B sectors, but mainly concentrates on
the fastest growing financial services market - consumer debt in particular.
Since 2003 Kruk has been cooperating with eight of the ten the biggest Polish
financial institutions. Nowadays in Poland Kruk cooperates with more than 30
financial groups.

Figure 10 Kruk’s business model

telco- cable TV

other media
operators operators

Creditors | banks insurers

collection services | debt purchasing

collection process

common IT platform, call centre

Debtors retail corporate B2B

Source: Kruk, Espitito Santo Investment Bank Research

In 2008 the Company introduced an amicable settlement approach. This
solution assumes that the debtor is the Company’s client and allows him to
repay his debt in instalments. According to company estimates, application of
amicable settlement increases the probability of repayment from 40%-50% for
the standard collection process to 70%-80%.

Kruk employs more than 1,200 people, with around 1,000 in Poland and 200 in
Romania. The company operates through eight regional centres in Poland and
two in Romania, including three call centres.

The Kruk group also includes securitization funds and a SPV in Luxembourg.
The SPV invests in certificates issue by securitization funds and, thanks to
favourable tax treatment between Poland and Luxembourg, allows tax
optimization.
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Shareholder structure

Figure 11 KRUK: Current (31.03.2012) Shareholder structure

24.8%

m Polish Enterprise Fund
M Piotr Krupa
M Generali OFE

Others

Source: Kruk, Espirito Santo Investment Bank

Enterprise Investors invested in Kruk in 2003 and since then are the largest
shareholders. After the IPO in 2011 El decreased its stake from 78.5% and
currently holds 24.8%. The EIl investment strategy usually assumes total
disposal of its holding, so we see a potential overhang risk. The second
biggest shareholder is Piotr Krupa, founder of Kruk, owner of a 15.7% stake.
We believe any significant overhang from this source is limited.

Company history

1998 - Beginning of activity

2003 - Enterprise Investors, private equity fund, invests USD 12m (70% stake)
2004 - Enterprise Investors invests further USD 10m

2005 - Securitization fund launched

2007 - Start of operations in Romania

2008 - Changing strategy into amicable settlement

2011 - Debut on WSE
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Valuation: FV at PLN 57.0 with BUY rating

Valuation summary

Table 2 Kruk Valuation

. DCF Valuation 2010 2011 2-4Q2012E 2013E 2014E 2015E 2016E TV
EBIT 42,5 96.0 111.2 163.9 179.7 186.0 192.4 198.1
tax rate -1.4% 3.1% 3.0% 3.0% 3.0% 3.0% 3.0% 19.0%
tax paid 0.6 -3.0 -3.3 -4.9 -5.4 -5.6 -5.8 -37.6
NOPAT 43.1 93.0 107.8 159.0 174.3 180.4 186.6 160.5
Depreciation 3.9 5.4 5.1 7.0 75 8.0 8.5 8.5
Change in WC 21.8 155 -3.9 11.9 7.8 55 2.8 0.0
Portfolios amortization 86.8 112.9 145.0 276.4 310.7 338.5 363.4 363.4
Portfolios purchases -194.0 -568.8 -394.8 -414.0 -406.5 -385.0 -396.3 -363.4
CAPEX -7.0 -9.4 -6.0 -8.1 -8.3 -8.4 -8.5 -8.5
FCF -45.2 -351.5 -146.7 32.2 85.5 138.9 156.6 160.5

discount factor 0.89 0.80 0.72 0.64 0.57
PV FCF -131.3 25.8 61.2 89.0 89.7 1164.0

g 3%

EV 1298.4

Net debt (as of 31.03.2012) 409.2

month 8

Value of equity (today) 977.6

NPV motivational program inflow 22.0

shares number (fully diluted) 17.5

Fair Value (PLN) 57.0

upside potential 27.7%
WACC Calculation 2012-2016 TV
Risk free rate 5.2% 5.2%
Unleveraged beta 1.0 1.0
Leveraged beta 1.6 15
Capital risk premium 5.0% 5.0%
Cost of equity 13.0% 12.5%
Risk free rate 5.2% 5.2%
Debt risk premium 4.8% 4.8%
tax rate 3.0% 19.0%
Cost of debt after tax 9.7% 8.1%
% debt 36% 36%
% capital 64% 64%
WACC 11.8% 10.9%

Source: Espirito Santo Investment Bank Research

Table 3 Sensitivity analysis

FAIR VALUE Terminal growth rate (g) UPSIDE Terminal growth rate (g)

1.0% 2.0% 3.0% 4.0% 5.0% 1.0% 2.0% 3.0% 4.0% 5.0%

10.8% 51.9 60.2 71.0 85.4 105.6 10.8% 16% 35% 59% 91% 137%

3] 11.3% 46.9 54.2 63.5 75.6 92.2 8] 11.3% 5% 21% 42% 69% 107%
§ 11.8% 42.5 48.9 56.9 67.3 81.1 § 11.8% -5% 10% 28% 51% 82%
12.3% 38.5 44.2 51.2 60.1 7.7 12.3% -14% -1% 15% 35% 61%

12.8% 34.9 39.9 46.1 53.8 63.7 12.8% -22% -11% 3% 20% 43%

Source: Espirito Santo Investment Bank Research
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Table 4 Peer group comparison

KRUK: Peer Comparison

P/IE EV/EBITDA P/IBV ROE
2012P 2013P 2012P 2013P 2012P 2013P 2012P 2013P
Intrum Justitia AB 13.6 12.0 104 9.3 2.7 25 19.8% 21.0%
Portfolio Recovery Associates Inc 14.0 11.4 8.8 7.3 2.4 21 14.1% 19.7%
Encore Capital Group Inc 9.5 8.1 9.3 7.3 1.7 15 18.3% 19.9%
Credit Corp Group 10.9 10.4 7.3 7.4 2.2 n/a 22.6% 22.0%
Collection House 7.3 6.8 2.2 2.0 0.8 0.8 11.8% 12.4%
Kredyt Inkaso 6.7 5.0 6.9 5.5 0.3 0.3 4.6% 5.4%
median 10.2 9.3 8.0 7.3 1.9 15 16% 20%
median for foreign peers only 10.9 10.4 8.8 7.3 2.2 1.8 18% 20%
KRUK 9.7 7.7 8.1 7.0 24 1.9 29.0% 27.5%
premium/discount -5.1% -17.3% 1.3% -4.2% 26.1% 26.8%
premium/discount for foreign peers -11.3% -26.5% -7.6% -4.5% 12.8% 4.7%
implied Kruk's value of equity 825.2 946.5 767.9 834.9 970.7 753.3
implied Kruk's value of equity on foreign peers 882.9 1065.0 881.3 839.4 961.1 907.5
median of implied value (PLN m) 882.1
implied price (PLN) 50.3
upside potential 13%

tes for other companies

Source: Espirito Santo Investment Bank Research for Kruk and Kredyt Inkaso, Bloomberg fo

We note that implied relative value for P/BV ratio is calculated including ROE i.e. (median of P/BV) / (median of ROE) * Kruk’s ROE * Equity
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FINANCIALS OVERVIEW
Revenue structure

Revenues from debt packages acquired on own account contribute the
majority of Kruk’s revenues and reached PLN 230m last year, nearly doubling
2010’s revenues. We expect that due to substantial debt portfolios purchases
in recent years, especially in 2011, contribution from this segment will grow
from 84% of total revenues to 90% this year and then stay flat for the next few
years. The second biggest segment is debt collection services. Although
revenues from this segment accounted for only 15% of total company
revenues in 2011, we believe Kruk will continue to emphasise this activity, as
there are many synergies with purchasing debt portfolios on own account.
Other revenues came from additional activities: credit information agency,
detective bureau and granting small loans (up to PLN 2.5k with interest fixed
at 20%) to former debtors. Although we think they are very promising
businesses, we do not incorporate much contribution from them into our
forecasts.

Figure 12 Revenue split (PLN m) Figure 13 Revenue structure
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Source: Kruk for historical data, Espirito Santo Investment Bank Research for estimate Source: Kruk for historical data, Espirito Santo Investment Bank Research for estimate

Going forward we estimate revenues will grow in 2012 by 40% to PLN 383m
and in 2013 by 20% to PLN 459m, mainly on the back of investment in NPL
portfolios last year. We estimate revenues from debt collection services will
remain flat at around PLN 40m and other revenue will grow over 2012-2016 at
a CAGR of 26%, but its share of group revenue will stay marginal as we are
conservative about Kruk’s additional business lines.

Cost structure

People are the main asset in Kruk’s business model. Therefore personal
expenses are the largest cost and accounted for 39% of total costs in 2011 and
between 46%-48% in 2008-2010. The steady increase in personal expenses
resulted from significant business growth in recent years.

External services are the second biggest expense and account for around
25%-30% all operating costs. These costs mainly include telecommunication
services for call centre and postal services. Court fees, the third largest cost
item, accounted for 16% total expenses in 2011.

During the last two years Kruk has intensified its marketing campaign to
promote its amicable settlement approach to clients. It raised marketing costs
from less than PLN Tm in both 2008 and 2009 to PLN 8.5m in 2011.

D
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Figure 14 Costs split (PLN m) Figure 15 Costs structure
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We would emphasise that the company cost structure is very flexible and can
adjust to the scale of Kruk’s activity. As 86% of total costs are more or less
variable, we think that operational leverage in Kruk’s case is moderate.
Therefore we believe Kruk will be able to sustain a high EBITDA margin in the
36%-38% range over the next few years.

Figure 16 Middle margin and EBITDA (PLN m) expansion with margins (%)
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Source: Kruk for historical data, Espirito Santo Investment Bank Research for estimate
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Figure 17 Portfolio split (PLN m)

Figure 18 Portfolio structure
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Kruk’s portfolio expanded rapidly in 2011, increasing from nearly PLN 265m in
2010 to nearly PLN 720m, but the structure remained largely unchanged.
Banking consumer loans constitute for more than 90% of overall debts.
Receivables from telecommunications services are the second biggest part of
portfolio. Auto loans’ and mortgages’ share is marginal.
Table 5 Change in the value of the debt portfolio (PLN m)
2008 2009 2010 2011 2012E 2013E 2014E 2015E 2016E
Beginning value of the portfolios 93 152 155 263 719 918 1,055 1,151 1,198
Purchases 104 54 194 569 383 414 407 385 396
Amortization of the portfolio -45 -51 -87 -113 -183 -276 -311 -339 -363
Cash repayments -117 -140 -198 -341 -534 -695 -773 -827 -867
Revenues 63 78 100 211 351 418 462 488 503
Other (e.g. Calibration of the model) 9 11 11 18 -6 0 0 0 0
End value of the portfolios 152 155 263 719 918 1,055 1,151 1,198 1,231
Source: Kruk for historical data, Espirito Santo Investment Bank Research for estimates

Share-based compensation program

In 2011 the company established a new share-based payment program for
2011-2014 for management board members (except the CEO) and key
managers. Below we present the main assumptions of this program:

- Maximum issue of new shares: 844,980 (4 tranches each year of 211,254

shares), i.e. 5% total dilution;

- The company has to achieve jointly two financial indicators:

e EPS YoY growth in a given year at a minimum 17.5% and

e EBITDA YoY growth in a given year at a minimum 17.5% or ROE in
a given year at a minimum 20%;

- Strike price at PLN 39.7 (equal to IPO price).

Our forecasts indicate that authorized employees will be granted shares in
2011, 2012 and 2013, so we use a fully diluted number of shares in our

valuation.

In the table below we present the financial results the Company must achieve
to meet program’s minimal requirement:

Table 6 Share-based compensation program minimum requirements
2012E 2013E 2014E
EPS (PLN) 4.6 5.6 6.9
EBITDA (PLN m) 119.2 172.0 200.8
PE 9.5 7.9 6.4
Source: Espiito Santo Investment Bank

D
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Key risks
Macroeconomic risk

The level of bad debts in banking and non-banking sectors depends on overall
macroeconomic conditions: GDP growth, unemployment rate, average wage
level and the inflation rate. The cyclicality of the economy influences the
company in two ways, which basically makes Kruk’s business model counter-
cyclical.

During economic growth households increase their willingness to consume
and their debt. The increase in lending enlarges total indebtedness which
encourages large banks to outsource the collection of non-performing loans.
On the other hand, households’ higher disposable income improves the quality
of banks’ credit books and the regularity of instalment payments in Kruk’s
portfolios, but simultaneously reduces banks’ propensity both to outsource
NPL collection and to sell NPLs.

During a macroeconomic slowdown, the tendency to outsource NPL collection
is slightly lower at first and occurs after several months’ delay. It takes a few
years until there is a greater supply of bad debt portfolios, only after banks
have exhausted their own long and costly internal processes of bad loan
recovery. A higher unemployment rate and a deterioration in household
income lead to worse debt servicing by both banks’ and Kruk’s clients.

Access to external funding sources and interest rate risks

Kruk mostly funds its business by debt: through bonds issues and loans from
banks. Availability to debt funding is crucial, therefore any limitation in access
to external funding sources or a substantial increase in funding costs can lead
to a reduction in bad debt purchases or to the need to increase equity capital.
Some banks’ lending policies exclude financing companies from the debt
collection industry, effectively limiting the range of potential lenders.

Most of the bonds and loans on the company’s balance sheet are floating. Any
increase in WIBOR 1M, 3M and 6M or EURIBOR 1M affects company net profit.
Spreads range between 143bps to 700bps.

The purchase of debt portfolios in recent years were funded mostly by debt,
elevating interest bearing liabilities at the end of 2011 to PLN 477m from only
PLN 122m at the end of 2010. The net debt/equity ratio jumped to 185% in 2011
compared with 77% in 2010. Due to covenants with creditors Kruk is obligated
to keep this ratio below 250%. In the case of the ratio exceeding 220%, Kruk’s
spread on issued bonds will broaden by around 50bps.

Figure 19 Net debt (PLN m) and Net Debt / Equity ratio evolution
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Although an increase in the net debt/equity ratio might seem distressing, we
believe there is nothing to worry about. Cash flows due in coming quarters
plus net profit generation and moderate new debt portfolio purchases should
in our view allow Kruk to deleverage its balance sheet and even to pay a
dividend from 2013 net profit. In recent years Kruk’s dividend policy has
assumed no pay-out from net profit, including 2011. The company’s strong
profitability, with the ROE above 30%, coupled with the excellent prospects of
the debt purchase market made profit retention more reasonable. Due to cash
generation in coming years and moderate appetite for debt portfolio
purchases we expect Kruk will be able to pay a dividend out of 2013 profit. As
we assume a pay-out ratio of 70%, translating into 9.2% dividend vyield, we
believe the high DY looks very appealing.

FX risk

In 2011 38% of revenues came from countries other than Poland (the bulk from
Romania, a small part from the Czech Republic). Foreign activity is more
profitable than Polish business. The high middle margin (69%-77%) results
from softer competition and lower prices paid for acquired debt portfolios.

Table 7 Revenues and middle margin geographical breakdown (PLN m unless other stated)
2009 2010 2011

Revenues 103.9 164.3 274.0
Poland 102.3 122.7 170.0
Other countries 1.6 41.6 104.0
Middle margin 47.6 74.7 149.3
Poland 50.9 45.9 68.8
Other countries -3.3 28.8 80.4
Middle margin % 46% 45% 54%
Poland 50% 37% 40%
Other countries -210% 69% 7%
Revenue mix 2009 2010 2011
Poland 98% 75% 62%
Other countries 2% 25% 38%
Margin Mix
Poland 107% 61% 46%
Other countries -7% 39% 54%
Source: Kruk for historical data, Espirito Santo Investment Bank Research for estimate

Appreciation of PLN against RON in particular negatively influences the fair
value of debt portfolios and may result in the need for revaluation. Such a
situation took place in 1Q"12. The PLN strengthened by 9% and forced Kruk to
impair some Romanian portfolios by PLN 5.6m. The company does not hedge
its FX risk, but tries to mitigate the currency risk by putting in additional
margin when pricing the Romanian portfolios. In the table below we present
the sensitivity of Kruk’s 2011 net profit to a 10% depreciation of three
currencies against the PLN, ceteris paribus.

Table 8 Net profit sensitivity

Currency depreciation by 10% vs. PLN Net profit change

(PLN'm) %
EUR 0.3 0.4%
RON -20.1 -30.3%
CzZK 2.6 -3.9%

Source: Kruk
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Legal and taxation risk

Legal interest is one of the sources of Kruk’s revenues. Since 2008 the legal
interest rate in Poland has remained unchanged at 13%. Every possible
reduction may negatively influence group’s revenues.

Kruk’s effective tax rate is far below the statutory 19% corporate income tax
rate in Poland thanks to implementation the ‘Luxembourgian structure’, where
Kruk’s subsidiary, based in Luxembourg, invests in certificates issued by the
securitization funds in Poland. As a Luxembourgian subsidiary can deduct any
dividend or interest paid to the mother company from its taxes and is not a
subject to Polish income tax, Kruk sports a significantly low tax rate. The
effective tax rate in 2011 stood at 3.1%, up from -1.4% in 2010. In our valuation
we assume the Company’s effective tax rate will stay at 3% until 2016. We
make a conservative assumption of a higher than historic CIT rate at 19% in the
terminal value. It reduces our fair price by around 13% compared to case when
3% tax rate is applied. We believe this is reasonable to reflect any potential
negative changes in the law in this field.
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Kruk vs. Kredyt Inkaso - accounting methods comparison

Kruk and Kredyt Inkaso (KRI PW, PLN 14.56, BUY, FV PLN 18), the other debt
collector listed on the WSE, use different accounting methods which
determine their P&L and Balance Sheet statements. In an example below we
present financial statements for both companies. We assume that:

D At the end of FYO company acquires individual liability for PLN 100 in
cash;
2) Actual repayments differ from these implicated by assumed

repayment curve for FY5 and FY6 (e.g. due to amicable settlement approach
application);

3) In FY4 company revaluates portfolio based on new repayment
scheme.

Table 9 Kruk vs. Kredyt Inkaso - accounting methods comparison

Assumptions FYO FY1 FY2 FY3 FY4 FY5 FY6
Price paid 100
Assumed repayments - 100 35 70 35 30 25 20 215
IRR 33%
Assumed repayments at the time of portfolio revaluation | 30 25
Actual cash repayments |- 100 35 70 35 30 30 25 225
Actual IRR 34%
Balance sheet - Kruk FY1 FY2 FY3 FY4 FY5 FY6 FY7
Assets 100 133 165 185 207 219 225
Receivables 100 98 60 45 37 19 0
Cash - 35 105 140 170 200 225
Liabilities 100 133 165 185 207 219 225
Portfolio revaluation - - - - - - -
Equity - retained earnings 100 133 165 185 207 219 225
P&L - Kruk FYl FY2 FY3 FY4 FY5 FY6 FY7
Revenues reported 33 32 20 15 12 6 125
Correction of FV through P&L 7
coes - - - - - S
tax - - - - - -
Net Income 33 32 20 21 12 6 125
Cash How - Kruk FYl FY2 FY3 FY4 FY5 FY6 FY7
CFO 35 70 35 30 30 25
CFlI -100
CFF
CF -100 35 70 35 30 30 25
Balance sheet - Kredyt Inkaso FY1 FY2 FY3 FY4 FY5 FY6 FY7
Assets 159 163 176 185 196 211 225
Receivables 159 128 71 45 26 11 -
Cash - 35 105 140 170 200 225
Liabilities 159 163 176 185 196 211 225
Portfolio revaluation 59 63 71 45 26 11 0
Equity - retained earnings 100 100 105 140 170 200 225
P&L - Kerdyt Inkaso FY1l FY2 FY3 FY4 FY5 FY6 FY7
Revenues reported 35 70 35 30 30 25 225
Correction of FV through P&L
COGS 35 65 - - - - 100
tax - - - - - -
Net Income - 5 35 30 30 25 125
Cash How - Kredyt Inkaso FY1 FY2 FY3 FY4 FY5 FY6 FY7
CFO 35 70 35 30 30 25
CFI -100
CFF
CF -100 35 70 35 30 30 25
Source: Espirito Santo Investment Bank
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Kruk uses the effective interest rate method and splits repayments into
interest (presented as revenues in P&L) and principal value. For every
portfolio the Company estimates expected repayments and the discount rate
(IRR). In a given period revenues are equal to the portfolio’s fair value
multiplied by the IRR. The difference between repayment and revenue is the
portfolio’s amortization and it reduces the portfolio’s fair value in the balance
sheet. Revaluations are recognized in the P&L and are discounted differences
between actual and assumed repayments.

Kredyt Inkaso applies another method. Right after purchasing a debt portfolio,
the Company makes its revaluation. In the balance sheet the portfolio’s value
is split into price paid and revaluation, which is the WACC-discounted sum of
expected repayments less the price paid. Revenues are equal to the cash
repayments that the company receives each period, against which the
acquisition cost of the debt is offset until this cost is fully recovered; further
repayments represent the profit on the loan and are accounted for in the
period received.

Figure 20 Net Income evolution for Kruk and Kredyt Inkaso (PLN m)
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Above we present net income for both companies. Kruk’s accounting methody
recognises net profit in the P&L over the time of the loan. Kredyt Inkaso has a
very conservative approach and does not show profit until costs are not fully
covered by revenues. Looking at the risk, we prefer Kredyt Inkaso’s method.
But in the long term, the difference in accounting approaches should not
favour one company over the other. Companies reinvest generated cash flows
in other NPL portfolios each period and land lower profits from one portfolio
are compensated for by higher profits from the others. Due to this reason we
believe that Kruk should by traded similarly to Kredyt Inkaso in terms of PE
multiple.

As we realize that the PE ratio is not a perfect indicator to compare Kruk and
Kredyt Inkaso, we have made an analysis on a comparable data basis. Based
on financial statements we have calculated an indicator that we call “cash
earnings before taxes” (cash EBT or cash gross income). It is computed as
(cash repayments + other cash revenues - cash expenses - financial costs).
We present the results in the table below.
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Table 10 Cash EBT evolution (PLN m unless other stated)

Kruk 2010 2011 2012E 2013E 2014E 2015E 2016E
Cash repayment + other cash revenues 2441 384.8 571.7 735.2 816.7 872.7 917.3
Cash expenses 117.7 171.3 236.7 287.9 318.9 340.2 353.0
cash EBIT 126.4 2135 335.0 447.3 497.9 532.5 564.3
cash EBIT margin 52% 55% 59% 61% 61% 61% 62%
financial costs 8.0 28.1 52.7 59.9 65.1 69.1 70.6
cash EBT 118.4 185.4 282.3 387.5 432.7 463.4 493.7
cash EBT margin 48% 48% 49% 53% 53% 53% 54%
Kredyt Inkaso 2010 2011 2012E 2013E 2014E 2015E 2016E
Cash repayment + other cash revenues 38.4 62.3 131.7 180.4 2225 260.7 295.1
Cash expenses 6.6 14.1 20.8 25.0 30.0 36.0 43.2
cash EBIT 31.8 48.2 110.8 155.4 192.5 224.7 251.9
cash EBIT margin 83% 77% 84% 86% 87% 86% 85%
financial costs 5.2 16.2 33.1 38.4 43.1 46.2 47.3
cash EBT 26.6 32.0 7.7 117.0 149.4 178.5 204.6
cash EBT margin 69% 51% 59% 65% 67% 68% 69%

2010 2011 2012E 2013E 2014E 2015E 2016E
KRUK price/cash EBT 6.4 4.1 2.7 1.9 1.7 1.6 1.5
KRl price/cash EBT 7.1 5.9 2.4 1.6 1.3 1.1 0.9
Kruk premium/ discount -9.7% -30.7% 10.5% 21.2% 38.6% 54.6% 66.3%

Source: Espirito Santo Investment Bank Research

Kredyt Inkaso achieved a higher cash EBIT margin with 77% in 2011 and we
forecast around 85% going forward, compared with around 55% for Kruk in
2011 and 60% going forward. But due to relatively higher financial costs this
difference is slightly mitigated at the cash EBT margin
computed price ratios for both companies. Based on 2011 results and the
current market capitalization, the multiple for Kruk is around 31% lower than
for Kredyt Inkaso. Based on our forecasts this discount transforms into a

premium of 21% for current year and 39% for 2013.

level.

We also
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Repayment curve

Below we present Kruk’s weighted average repayment curves for different
periods:

Table 11 Historical repayment curves

1 2 3 4 5 6 7 8 TOTAL
2003-2010 38% 70% 37% 31% 30% 25% 44% 56% 331%
2005-2010 37% 69% 36% 31% 31% 19% 223%
2005-2011 28% 66% 42% 30% 27% 25% 14% 232%
2011 20% 63% 47% 29% 24% 30% 214%

Source: Kruk

Figure 21 Historical repayment curves
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Over the 2005-2010 Kruk has recovered average 223% of the price paid for a
debt portfolio during first six years after purchase. Based on a longer curve for
the 2003-2010 period, total recoveries rose to 331%. The strong improvement
in the last two years can be partially explained by the amicable settlement
process introduced in 2008 for portfolios acquired in 2003 and 2004.
Amicable solution allows debtors to repay their debt in instalments. It turned
out it performs very well and encourages even the most difficult debtors to
start to pay back their debt.

Figure 22 Applied curves in valuation
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Source: Espirito Santo Investment Bank Research for estimate

We do not expect Kruk to be able to maintain the repayment curve it enjoyed
during 2003-2010. We estimate that rising competition will exert pressure on
prices and with the slightly better quality of acquired debt packages and
wider application of amicable settlement we expect the repayment curve to
flatten with cumulative recovery within seven years at 216%. Such a shaped
curve we applied in our valuation. This compares with 232% of total recovery
over 2005-2011 years.

Increasing prices with no improvement in expected repayments negatively
influences reported revenues and profits. According to our estimates a 10%

D
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increase in the price paid for a debt portfolio would decrease the IRR from
29.7% to 25.5% and total revenues within eight years by 7.6%, ceteris paribus.

Table 12 Changes in revenues due to changes in repayments

Assumptions FYO FY1 FY2 FY3 FY4 FY5 FY6 FY7 FY8
Price paid 100 TOTAL
Assumed repayments -100 20 63 48 29 25 21 17 8 [ 231 |
IRR 29.7%
Price paid 110 TOTAL
Assumed repayments -110 20 63 48 29 25 21 17 8 [231 |
IRR 25.5%
Rewvenues reported FY1 FY2 FY3 FY4 FY5 FY6 FY7 FYs FY9
for price 100 30 33 24 16 13 9 5 2 131
for price 110 28 30 22 15 12 8 5 2 121
difference 56% -7.6% -7.8% -7.9% -87% -95% -105% -11.3% -7.6%

Source: Espirito Santo Investment Bank Research
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Quarterly results overview and lIQ’12E preview

Table 13 KRUK IIQ’12E results preview

Q11 11Q'11 nQe'11  IvQ'il 1Q'12° 1IQ'12E YoY QoQ
Revenues 53.2 70.7 66.8 83.4 79.9 81.6 15.4% 2.1%
debt portfolios 42.9 59.5 54.8 73.2 69.8 72.8 22.3% 4.3%
of which: revaluation -0.9 7.9 4.8 7.9 -5.6 0.0
debt collection services 9.7 104 10.7 10.2 8.6 8.3 -20.0% -3.4%
other 0.6 0.8 1.3 0.0 1.5 0.5
Middle margin 27.8 43.0 35.1 37.8 42.5 45.4 5.5% 6.8%
debt portfolios 24.5 38.8 30.0 34.0 39.3 42.2 8.7% 7.4%
debt collection services 35 4.2 5.0 5.1 3.1 3.2 -24.2% 3.1%
other -0.2 0.0 0.2 -1.2 0.1 0.0
SG&A 8.2 10.7 10.0 12.0 12.7 13.0 21.5% 2.4%
Depreciation 1.3 1.3 1.5 1.4 15 1.6 24.8% 4.0%
EBIT 18.1 30.6 235 23.8 28.6 30.8 0.5% 7.7%
EBITDA 19.3 31.9 25.0 25.2 30.1 32.4 1.5% 7.5%
Net financial result -39 -5.5 -9.6 -8.5 -12.8 -12.1
Gross profit 14.2 25.1 13.9 15.4 15.7 18.7 -25.7% 18.5%
tax 0.1 0.0 0.9 1.1 1.7 1.3
Net profit 14.1 25.1 13.0 14.2 14.0 17.3 -30.9% 23.8%
Margins % 1Q'11 11Q'11 nQ'11  IvQ'll Q12 1IQ'12E
Middle margin 52.3% 60.8% 52.6% 45.3% 53.1% 55.6%
debt portfolios 57.1% 65.2% 54.7% 46.4% 56.3% 58.0%
debt collection services 36.3% 40.1% 46.4% 49.6% 35.6% 38.0%
EBIT 34.0% 43.3% 35.2% 28.6% 35.7% 37.7%
EBITDA 36.3% 45.1% 37.4% 30.2% 37.7% 39.7%
net profit 26.5% 35.5% 19.5% 17.1% 17.5% 21.3%
(@] 65.4% 56.2% 64.6% 70.8% 64.7% 62.3%
effective tax rate 0.8% 0.1% 6.4% 7.4% 11.0% 7.0%
Dynamics YoY% Q11 11Q'11 nQe'11  1vQ'il 1Q'12° 1IQ'12E
Revenues 59.3% 72.1% 45.4% 90.1% 50.3% 15.4%
debt portfolios 94.6% 104.3% 61.7% 121.8% 62.7% 22.3%
EBIT 134.5% 182.4% 45.6% 204.9% 58.1% 0.5%
EBITDA 124.3% 170.9% 46.0% 182.3% 55.8% 1.5%
Net profit 96.6% 142.9% 15.4% 96.8% -0.5% -30.9%

Source: Kruk for historical data, Espirito Santo Investment Bank Research for estimate

1Q"12 net profit stood at PLN 14m, flat YoY. Revenues came in at PLN 79.9m, a
robust +50% YoY, despite being negatively influenced by PLN 56m on
revaluation of the Romanian portfolios due to PLN appreciation versus RON. A
roughly stable middle margin and SG&A dynamics YoY comparable to
revenues resulted in 56% EBITDA growth to PLN 30.Im. Considerably higher
financial costs were related to an increase in financial liabilities used to finance
the sizeable debt portfolio purchases in 2011. We highlight that robust CFO at
PLN 59m coupled with relatively low new debt purchases at only PLN 12m
allowed Kruk to lower net debt at the end of March’12 to PLN 409m from PLN
441m at the end of 2012.
We expect Q212 to be good with net profit slightly above PLN 17m, -31% YoY,
but +24% QoQ. The main drivers will be:

« still strong revenues from acquired portfolios - PLN 72.8 up 22% YoY;

* slightly higher middle margin at 55.6%;

e SG&A costs up by 21% YoY and nearly flat QoQ;

* slightly lower financial costs due to a decrease in interest bearing

liabilities.

We do not expect a large impact from revaluations, as negative revaluations
due to changes in PLN/RON forward rates should be compensated by better
performance in Polish portfolios. We conservatively assume a quite high
effective tax rate of 7%. As a consequence we see Q2’12 results as neutral.
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FINANCIAL STATEMENS

P&L
Table 14 P&L statement
2008 2009 2010 2011 2012E 2013E 2014E 2015E 2016E
Revenues 103.9 128.6 164.3 274.1 382.8 458.8 506.0 534.2 553.8
debt portfolios 72.5 84.7 118.1 230.4 345.1 418.1 462.2 488.4 503.3
of w hich: revaluation 9.1 6.3 18.4 19.7 -5.6 0.0 0.0 0.0 0.0
debt collection services 28.7 41.8 44.1 41.0 34.7 36.7 38.7 39.1 41.8
other 2.7 2.1 2.2 2.7 3.0 4.0 5.1 6.7 8.7
Middle margin 47.6 57.0 74.7 143.7 200.2 233.2 252.6 261.7 270.9
debt portfolios 37.9 38.7 57.2 127.3 186.8 217.4 235.7 244.2 251.7
debt collection services 9.2 17.7 18.2 17.7 13.3 15.8 16.6 16.8 18.0
other 0.4 0.6 -0.7 -1.3 0.1 0.0 0.3 0.7 1.3
SG&A 19.1 21.4 28.1 40.9 54.2 62.3 65.4 67.7 70.1
Depreciation 2.6 3.1 3.9 5.4 6.6 7.0 7.5 8.0 8.5
EBIT 24.8 31.7 42.5 96.0 139.7 163.9 179.7 186.0 192.4
EBITDA 27.4 34.8 46.5 101.4 146.4 170.9 187.2 194.0 200.9
Net financial result -8.5 -4.4 -7.0 -27.4 -56.3 -58.7 -63.9 -67.9 -69.4
Gross profit 16.3 27.3 35.5 68.6 83.5 105.2 115.7 118.0 122.9
tax -0.4 3.8 -0.5 2.2 2.5 3.2 3.5 3.5 3.7
Net profit 16.7 235 36.0 66.4 81.0 102.1 112.3 114.5 119.2
Margins % 2008 2009 2010 2011 2012E 2013E 2014E 2015E 2016E
Middle margin 45.8% 44.3% 45.4% 52.4% 52.3% 50.8% 49.9% 49.0% 48.9%
debt portfolios 52.3% 45.7% 48.4% 55.2% 54.1% 52.0% 51.0% 50.0% 50.0%
debt collection services 32.2% 42.5% 41.3% 43.2% 38.4% 43.0% 43.0% 43.0% 43.0%
EBIT 23.8% 24.7% 25.9% 35.0% 36.5% 35.7% 35.5% 34.8% 34.7%
EBITDA 26.4% 27.1% 28.3% 37.0% 38.2% 37.3% 37.0% 36.3% 36.3%
net profit 16.1% 18.3% 21.9% 24.2% 21.1% 22.2% 22.2% 21.4% 21.5%
(@] 76.2% 75.3% 74.1% 65.0% 63.6% 64.3% 64.5% 65.2% 65.3%
effective tax rate -2.5% 14.1% -1.4% 3.1% 3.0% 3.0% 3.0% 3.0% 3.0%
Dynamics YoY% 2008 2009 2010 2011 2012E 2013E 2014E 2015E 2016E
Revenues 64.9% 23.8% 27.8% 66.8% 39.7% 19.9% 10.3% 5.6% 3.7%
debt portfolios 76.8% 16.8% 39.4% 95.1% 49.8% 21.2% 10.5% 5.7% 3.1%
EBIT 125.2% 28.0% 34.0% 125.9% 45.5% 17.3% 9.6% 3.5% 3.4%
EBITDA 95.6% 27.1% 33.4% 118.4% 44.3% 16.8% 9.5% 3.6% 3.5%
Net profit 85.4% 40.7% 53.3% 84.5% 21.9% 26.1% 10.0% 2.0% 4.1%
Source: Kruk for historical data, Espirito Santo Investment Bank Research for estimate
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BALANCE SHEET

Table 15 Balance Sheet statement

2008 2009 2010 2011 2012E  2013E 2014E 2015E  2016E
Fixed assets 21.1 15.3 18.8 23.8 23.2 23.6 24.1 24.7 25.2
Tangible fixed assets 8.1 8.2 9.6 14.3 13.7 13.7 13.7 13.7 13.7
Intangible assets 3.3 4.4 6.0 7.7 7.7 8.1 8.5 8.9 9.3
Other 9.7 2.8 3.3 18 18 1.9 2.0 21 2.2
Current Assets 190.6 192.6 298.7 776.6 9452 1106.0 12155 1266.0 1295.0
Inventories 0.8 0.7 0.5 0.5 0.6 0.6 0.6 0.6 0.6
Receivables 7.8 9.5 10.6 12.8 115 13.8 15.2 16.0 16.6
Short-term investments in NPL portfolios 152.2 155.4 263.2 718.7 917.8 10554 1151.3 1197.7 1230.6
Cash and equivalents 25.1 23.8 20.8 36.2 135 23.8 30.1 29.6 24.2
Other 4.8 3.1 3.7 8.4 1.9 12.4 18.4 22.1 23.1
TOTAL ASSETS 211.7 207.9 317.6 800.5 968.4 1129.6 1239.7 1290.6 1320.2
Long-term liabilities 56.3 21.6 78.0 3395 459.1 504.1 564.1 584.1 594.1
financial 56.3 13.6 78.0 339.5 459.1 504.1 564.1 584.1 594.1
non-financial 0.0 8.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Short-term liabilities 78.8 86.3 107.5 222.6 188.9 203.1 2123 218.6 222.0
financial 50.8 49.2 441 137.5 117.1 117.1 117.1 117.1 117.1
payables 19.3 26.6 49.2 66.9 60.2 74.4 83.6 89.9 93.4
other 8.7 10.5 14.2 18.1 11.6 11.6 11.6 11.6 11.6
Equity 76.5 100.0 132.0 238.4 320.3 422.4 463.2 487.9 504.1
Equity Capital 27.8 28.0 24.0 105.7 106.7 106.7 106.7 106.7 106.7
Retained earnings 48.5 71.9 108.0 132.5 2135 3155 356.3 381.0 397.2
Minorities 0.2 0.1 0.0 0.2 0.2 0.2 0.2 0.2 0.2
TOTAL LIABILITIES 211.7 207.9 317.6 800.5 968.4 1129.6 1239.7 1290.6 1320.2
Source: Kruk for historical data, Espirito Santo Investment Bank Research for estimate
CASH FLOW
Table 16 Cash Flow statement
2008 2009 2010 2011 2012E 2013E  2014E  2015E  2016E
CFO 89.0 107.9 124.1 198.3 319.9 447.3 497.6 531.8 563.0
Cash repayments 117.2 140.4 197.9 341.1 534.0 694.5 772.9 826.9 866.8
Operating expenses -34.6 -46.0 -60.9 -103.1 -158.2 -200.7 -226.5 -2442  -251.7
Debt collecting services margin 9.2 17.7 18.2 17.7 13.3 15.8 16.6 16.8 18.0
SG&A -19.1 -21.4 -28.1 -40.9 -54.2 -62.3 -65.4 -67.7 -70.1
Other 16.2 17.2 -3.2 -16.5 -15.0 0.0 0.0 0.0 0.0
CFl -106.5 -57.6  -201.0 -578.2 -390.5 -4221 -4148 -3934 -404.8
Debt portfolios purchases -103.8 -53.9 -194.0 -568.8 -382.5 -414.0 -406.5 -385.0 -396.3
Other CAPEX -2.7 -3.7 -7.0 -9.4 -8.0 -8.1 -8.3 -8.4 -8.5
CFF 31.7 -51.6 73.9 396.3 47.8 -14.9 -76.6 -138.9 -163.6
Debt and leasing 74.6 6.7 17.2 194.9 130.0 15.0 30.0 20.0 10.0
Bonds 0.0 0.0 112.0 291.0 130.0 30.0 30.0 0.0 0.0
Debt and leasing repayments -45.9 -47.6 -37.9 -103.9 -143.6 0.0 0.0 0.0 0.0
Bond repayments 0.0 0.0 -34.0 -30.0 -15.9 0.0 0.0 0.0 0.0
Other (interest expenses, dividend) 3.1 -10.7 16.6 44.3 -52.7 -59.9 -136.6 -158.9  -173.6
Cash at the beginning of the period 10.8 25.1 23.8 20.8 36.2 13.5 23.8 30.1 29.6
Cash at the end of the period 25.1 23.8 20.8 36.2 13.5 23.8 30.1 29.6 24.2

Source: Kruk for historical data, Espirito Santo Investment Bank Research for es
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APPENDIX

Figure 23 NPL in Polish banking system
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Valuation Methodology

Our valuation is 100% DCF-based (with the following assumptions: equity risk
premium of 5.0%, cost of equity of 13.0% for 2012-2016 and 12.5% in Terminal
Value (TV) and after tax cost of debt of 9.7% for 2012-2016 and 8.1% in TV; we
assume a long-term growth rate of 3%). We also carry out a peer multiple
valuation (0% weighting) for comparison.

Risks to Fair Value

. Downside risk to overall macroeconomic conditions, especially
households’ financial standing due to higher unemployment rate, slower GDP
growth or lower wages;

. FX rate movements: mainly appreciation PLN against RON impacting
debt portfolios’ fair value;

. Share overhang risk from Enterprise Investors, the biggest
shareholder currently holding 24.8%.

KRUK KRU PW

mBuy mTrading Buy = Neutral m Trading Sell W Sell = Restricted O Dropped Coverage
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35+

30
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Report date Recommendation Fair value Share price
Recommendation history is not available
Source: Bloomberg, Espirito Santo Investment Bank Research

Please visit our website at www.EspiritoSantolB-Research.com for up to date recommendation charts.
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Banco Espirito Santo de Investimento, S.A. and/or its subsidiaries provided investment banking services to the following companies: Abertis, Acciona, ACS, Altri, Banca Civica, BBVA,
Brisa, Dinamia, EDP, EDP Energias do Brasil, EDP Renovaveis, Endesa, Ferrovial, lbersol, Inditex, Jerénimo Martins, Martifer, Mota-Engil, Portugal Telecom, REN, Rovi, Sacyr Vallehermoso,
Semapa, Sonaecom, Sonae SGPS, Teixeira Duarte and ZON Multimédia, and Budimex SA, Grupa Lotos S.A., PKO and Kredyt Inkaso, and Ambeyv, JBS, Embraer, Autometal, PDG Realty,
Tecnisa, BR Properties, Even, Sonae, Brasil Brokers, Brazil Hospitality Group, Hypermarcas, Cemig, Copel, Eletrobras, ABC Brasil, Bradesco, Banco do Brasil, Panamericano, Pine,
Ecorodovias, Fibria Celulose, OHL, Gerdau, Braskem, Oi, Petrobras, Suzano Papel e Celulose, Unipar, HRT Petrdleo, Fleury, Tim, Droga Raia, Arezzo, BR Malls, Kroton Unit, Metal Gerdau,
Brazil Pharma and ACM Shipping, AGA Rangemaster Group, Burford Capital, Caledonian Trust, Forum Energy, GlobeOp Financial Services, Impax Asset Management Group,
ImmuPharma, India Hospitality Corp., IPSA, IQE, The Local Shopping REIT Plc, Palmaris Capital, Novae Group Plc, Shaftesbury Plc., SVG Capital, Ted Baker Workspace Group Plc and
Flybe Group Plc, in the last 12 months.

Banco Espirito Santo Group has been a partner to Mota-Engil in the infrastructure business in Portugal and other countries. Mota-Engil and Banco Espirito Santo Group, through ES
Concessoes, S.G.P.S., S.A, have created a joint holding company - Ascendi - for all stakes in transportation infrastructure concessions, in Portugal and abroad. Banco Espirito Santo de
Investimento, S.A. provided, or continues to provide, investment banking services to Ascendi.

Banco Espirito Santo de Investimento, S.A. and/or its subsidiaries do and seek to provide investment banking or other services to the companies referred to in this research report. As a
result, investors should be aware that a conflict of interest may exist.

Market Making UK

Execution Noble Limited is a Market Maker in companies covered and may sell to or buy from customers as principal in certain financial instruments listed or admitted to listing on the
London Stock Exchange. For information on Companies to which Execution Noble Limited is a Market Maker please see “UK Market Making” on http://www.espiritosantoib-research.com.

Confidentiality

This report cannot be reproduced, in whole or in part, in any form or by any means, without Espirito Santo Investment Bank Research’s specific written authorization. This report is
confidential and is intended solely for the designated addressee. Therefore any disclosure, replication, distribution or any action taken in reliance on it, is prohibited and unlawful. Receipt
and/or review of this research report constitutes your agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or information contained in this
report (including any investment recommendations, estimates or price targets without first obtaining express permission from an authorized officer of Banco Espirito Santo de
Investimento, S.A.

Regulatory Authorities
For information on the identity of the Regulatory Authorities that supervise the entities included within Espirito Santo Investment Bank Research please see
http://www.espiritosantoib-research.com.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This report was prepared by Espirito Santo Investment Bank Research, a global brand name for the equity research teams of Banco Espirito Santo de Investimento, S.A., with headquarter
in Lisbon, Portugal, of its Branches in Spain and Poland and of its affiliates BES Securities do Brasil, S.A - Corretora de Cambio e Valores Mobilidrios, in Brazil, and Execution Noble
Limited, in the United Kingdom, all authorized to engage in securities activities according to each domestic legislation. Neither Banco Espirito Santo de Investimento, S.A. nor these
affiliates are registered as a broker-dealer in the United States and therefore, is not subject to U.S. rules regarding the preparation of research reports and the independence of research
analysts. This report is provided for distribution to U.S. institutional investors in reliance upon the exemption from registration provided by Rule 15a-6 of the U.S. Securities Exchange Act
of 1934, as amended.

This report is confidential and not intended for distribution to, or use by, persons other than the addressee and its employees, agents and advisors.

E.S. Financial Services, Inc. is the U.S. distributor of this report. E.S. Financial Services, Inc. accepts responsibility for the contents of this report, subject to the terms set out below, to the
extent that it is delivered to a U.S. person other than a major U.S. institutional investor. Any U.S. person receiving this report and wishing to effect securities transactions in any security
discussed in the report should do so only through E.S. Financial Services, Inc.

Contact Information

Garreth Hodgson Senior Managing Director /Head of Sales (212) 351-6054 ghodgson@esinvestment.com
Eva Gendell Vice President (212) 351-6058 egendell@esinvestment.com
Joseph Mcglone Vice President (212) 351-6061 jmcglone@esinvestment.com
Joy Bejasa Vice President (212) 351-6055 jbejasa@esinvestment.com

Lisa Gottardo Executive Director (212) 351-6060 lgottardo@esinvestment.com
Mike Maione Executive Director (212) 351-6067 mmaione@esinvestment.com
Mike Williams Vice President (212) 351-6052 mwilliams@esinvestment.com
Pedro Marques Vice President (212) 351-6051 pmarques@esinvestment.com
Poorva Upadhyaya Assistant Vice President (212) 351-6056 pupadhyaya@esinvestment.com

E.S. Financial Services, Inc.

New York Branch

340 Madison Avenue, 12th Floor
New York, N.Y. 10173

Each analyst whose name appears in this report certifies the following, with respect to each security or issuer that the analyst covers in this report: (1) that all of the views expressed in
this report accurately reflect the personal views of the analyst about those securities and issuers; and (2) that no part of the compensation of the analyst was, is, or will be, directly or
indirectly, related to the specific recommendations or views expressed by the analyst in this report.

The analysts whose names appear in this report are not registered or qualified as research analysts with the Financial Industry Regulatory Authority ("FINRA") and may not be associated
persons of E.S. Financial Services, Inc. and therefore may not be subject to the applicable restrictions under FINRA Rules on communications with a subject company, public appearances
and trading securities held by a research analyst account.

Ownership and Material Conflicts of Interest

Banco Espirito Santo de Investimento, S.A. and/or its Affiliates and/or their directors, officers and employees, may have, or have had, interests or qualified holdings on issuers mentioned
in this report. Banco Espirito Santo de Investimento, S.A. and/or its Affiliates may have, or have had, business relationships with the companies mentioned in this report.

For a complete list of the covered Issuers in which Banco Espirito Santo de Investimento, S.A. or its Affiliates hold stakes in excess of 1% and for information on possible material conflicts
of interest arising from investment banking activities please see “Important disclosures for US persons” on http://www.espiritosantoib-research.com.

Receipt of Compensation
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For information on Receipt of Compensation from subject Issuers please see “Important disclosures for US persons” on http://www.espiritosantoib-research.com.

Representation to Investors

Espirito Santo Investment Bank Research has issued this report for information purposes only. All the information contained therein is based upon information available to the public and
has been obtained from sources believed to be reliable. However, Espirito Santo Investment Bank Research does not guarantee the accuracy or completeness of the information
contained in this report. The opinions expressed herein are our present opinions only, and are subject to change without prior notice. Espirito Santo Investment Bank Research is not
under any obligation to update or keep current the information and the opinions expressed herein. This report is not, and should not be construed as an offer or a solicitation to buy or sell
any securities or related financial instruments. The investment discussed or recommended in this report may be unsuitable for investors depending on their specific investment objectives
and financial position. Where an investment is denominated in a currency other than the investor’s currency, changes in rates of exchange may have an adverse effect on the value, price
of, or income derived from the investment. Past performance is not necessarily a guide to future performance. Income from investments may fluctuate. The price or value of the
investments to which this report relates, either directly or indirectly, may fall or rise against the interest of investors. Any recommendation and opinion contained in this report may
become outdated as a consequence of changes in the environment in which the issuer of the securities under analysis operates, in addition to changes in the estimates and forecasts,
assumptions and valuation methodology used herein. The securities mentioned in this publication may not be eligible for sale in some states or countries. Espirito Santo Investment Bank
Research does not accept any form of liability for losses or damages which may arise from the use of this report. Please note that investing in any non-U.S. securities or related financial
instruments discussed in this research report may present certain risks. The securities of non-U.S. issuers may not be registered with the U.S. Securities and Exchange Commission or
subject to regulation in the United States. Information on such non-U.S. securities or related financial instruments may be limited. Foreign companies may not be subject to audit and
reporting standards and regulatory requirements comparable to those in the United States.
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