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The Music’'s Got More Expensive

Debt Funding Costs Spiked For The Sector in 2022

e Pre-2022: “Free” funding, sector used to mid-single

digityields ——ARWLN 4.5 26
» Portfolioinvestment based on the principle that good . e ECPG 4.875 25
times last forever. INTRUM 3.5 26
« Cash flow profileinvariably stretched. 20 GFKLDE 6.75 25

* Creditrisksrecognised, but not fully pricedin
historically.

« Significantdifferentiation betweenissuers emerges
over past year.
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How Did We End Up Here?

Intrum: Debt Funded Growth Encore: ERC Versus Debt ($ mn)
60 14
Vs _ 9000 ~e—180-Month ERC 3600
s Gross debt (rhs)
< 50 4.6x 40x . 2.0x 12 X 8500 3400
X ~—" 2
u 3.9x < 3200
:'_Lﬂ_._ 44x E 8000
£ 40 o 10 £ - //\ 3000
T N - .
o v < 7500 /
Z 4.7x 8 v 2800
30 —e—Net debt (SEK bn) 8 2 2000
Adj Cash EBITDA (SEK bn) < 2600
N~ 00 O O o o " N N N N O OO M
oA v A A A S AN AN NN NN AN NN NNNN o o N N N N NN NN NN NN
t3rg8aL8L9gL8Y8L ¥ oo 8993892289
* Intrum’s growth highlights sector story: portfolio purchases, alongside a steep climb in the debt pile.
« Sector typically debt funded, with some exceptions (GFKL and Arrow equity infusions).
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Leverage Metrics Elevated

Gross Debt to ERC
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» Asset coverage metricsinadequate.
 ERCsan imperfect proxy, real picture more grim.

» Stressed LTVs under run-off based on existing books.
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Leverage high on purchasingled growth.

Easy to “reduce” reported leverage through backbook sales...
real leverage 4x-5x.
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Near Term Liquidity Supported By Existing ERCs

ERC Profile: Intrum (as of YE22) ERC Profile, US Versus Europe: Encore (YE22)

4 —e—Strategic markets 500
—e—Strategic (ex ITA SPV)

Other markets 400
3 =e=Nordics
< DACH / UK c 300
c e
ok 3
u
& > 200
1
100  =—Encore US
Encore Eur \/
0 0
Y1 Y2 Y3 Y4 Y5 Y6 Y7 Y8 Y9 Y10 Y11 Y12 Y13 Y14 Y15 YL Y2 Y3 Y4 Y5 Y6 Y7 Y8 Y9 Y10
« ERC acommon, DC specific metric, but imperfect proxy for valuation of purchased debt portfolios and security.
* No assumptionson future purchasing volumes but relies on collection estimates.
« Characteristic, smooth profile ERC due to highly granular DC portfolios but deviations occur (Arrow).
* ERC vsrealisable value - cost of servicing, NPV, ERC tail collections.
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Collections a Concern, but Holding Up

Intrum Collections Through the Cycle Arrow Collection Profile
120% -
150%
5% 136
115% 140%
15% -
130%
- 120%
110% F%?,‘Q‘e’,,',?c Vs. original Oo
Global Financial Crisis (2007 - 2014) (2020 - 2021) forecast  110%
105% - 100%
20%
100% 80% I I I
08 \/p‘iﬁe 70%
98% O O O O « o = =+ N NN NOM MM
95% - AN N NN AN AN N AN OO N N N NN N
2000 05 06 07 08 09 10 M 2 13 W4 15 6 17 18 19 20 A 2  oniy 99992999 gI9Ig

Decline in collection levels - mitigated by payment plans and nature of business.

Degree of elasticity and collection drops at least partly deferred rather than lost.

Low point of sub-100% collections for Intrum and Arrow during Covid, but short lived (2-3 quarters before rebound).
Collections (despite the odd scare) have stayed above budgetin 2023.
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Supply Remains Depressed in Europe

EU/EEA NPLs (Eur bn)
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» Stage 2 loans and NPLs have moved in opposite directions.

* NPL ratios trended downwards to just under 2% - stimulus, household savings, loan moratoria.

« Significanthindrance to pricing, as banks remain main originators.
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Profitability Under Pressure

Lowell: 120m GMM by Vintage
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Though US Markets Leads Recovery

US Market Benefits from Improved Conditions Encore Portfolio Purchases - Europe vs US
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* Capital allocation for Encore and lower purchases by Europe focused
purchasersreflects market conditions.
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Escalating Maturities From 2025-26

ERC Versus Debt Maturity (Cumulative) 4000 100 nt
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Bond Maturity Wall From 2026

Z Spreads Versus Maturity
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Solution Lies in Refreshing Business Fundamentals

Debt Collector Business Models
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Different Pathways, Common Theme: Scaling Back Balance Sheet

Arrow: Integrated Fund Management Intrum: Revamping Servicing
« ACO model: reducing coinvestment, as deployments ramp up. » Scaling back portfolio purchasing.
e 2024 ERC bump offers buffer. * Fixing Servicing profitability.

« Extensivediversificationa strength - in theory.
* Early days for co-investment strategy.

Q3 YTD deployment (€'m)

1,800 2Q20 2Q23 FY26E
1sz2 Cashrevenues SEK20.9bn SEK 24.9 bn >SEK 24 bn
]‘_ﬁﬂi Cash EBITDA SEK11bn  SEK 12.8bn >SEK 12bn
800 o 544 Discretionarycashflow  -SEK28bn  SEKO0.4bn  2024-26:>SEK 16 bn
:Ez Netdebt SEK49.7bn SEK 58.7 bn ~SEK40bn
200 - . Leverage 4.4x% 4.6 < 3.5x
Q3200 Q32022 Q32013 Investing BV SEK35bn  SEK41bn ~SEK 30 bn
WACO] MACO? WAREQ MCo-invest wiMaslow  Total
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Conclusions

* Debt collector sector fundamentals and cash flow profiles remain weak.

* Thesector faces a double whammy of escalating funding costs and declining profitability.

* Years of debt funded balance sheet expansion has caught up with issuers, and 2025 is the crunch point.

« Companieslookingforcreative ways to lighten balance sheet investing load but remains to be seen if fee income can replace portfolio
management.

« Picksinthe sector are those with conservative balance sheets (Encore) or well executed asset light strategies (Arrow).

« Exposureto US market positive (Encore), but promised expansion in European supply on hold, as NPL ratios plummet.
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ThisReportisforinformational purposesonly. Neither the information contained in this Report,norany opinion expressedthereinis intended as an offer or solicitation with respect
to the purchaseorsale of any security or as personalized investment advice. CreditSights and its affiliates do not recommend the purchase or sale of financial products or securities,
and do not give investment advice or provide any legal, auditing, accounting, appraisal, valuation or actuarial services. Neither CreditSights nor the personsinvolved in preparing this
Reportortheir respective households has afinancial interest in the securities discussed herein. Recommendations made in a reportmay not be suitable for all investors and do not
take into account any particular user’sinvestment risk tolerance, return objectives, asset allocation, investment horizon, o r any other factors or constraints.

Informationincluded in any article thatincludes analysis of documents, agreements, controversies, or proceedings is forinformational purposes only and does not constitute legal
advice. No attorney client relationshipis created between any reader and CreditSights as a resultof the publication of any research report, or any response provided by CreditSights
(including, but not limited to, the ask an analyst feature or any other analyst interaction) or as the result of the payment to CreditSights of subscription fees. The material included in
an article may not reflect the most currentlegal developments. We disclaim all liability in respect to actions taken or not taken based onany orall the contents of any research report
orcommunication to the fullest extent permitted by law.

Reproduction of this report, even forinternaldistribution, is strictly prohibited. Receipt and review of this research repo rt constitutes your agreement not to redistribute, retransmit,
ordisclose to others the contents, opinions, conclusion orinformation contained in this report(including any investment re commendations or estimates) without firstobtaining
express permission from CreditSights. Theinformationin this Report has been obtained from sources believed to be reliable; however, neither its accuracy, nor completeness, nor
the opinions based thereon are guaranteed. The products are being provided to the useron an “asis” basis, exclusive of any expressorimplied warranty or representation of any
kind, including as to the accuracy, timeliness, completeness, or merchantability or fitness for any particular purpose of the reportor of any such information or data, or that the
reportwill meet any user’srequirements. CreditSights may issue or may have issued other reports that are inconsistentwith or may reach differentconclusions than those
representedin this Report, and all opinions arereflective of judgments made onthe original date of publication. CreditSigh tsis under no obligation to ensure that other reports are
broughtto the attention of any recipient of the Products.

Certain data appearing herein is owned by, and used under license from, certain third parties. Please see Legal Notices for important information and limitations regarding
such data. For terms of use, see Terms & Conditions.

If you have any questions regarding the contents of this report contact CreditSights at legal@creditsights.com.

© 2023. CreditSights, Inc. All rights reserved.
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