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Key metrics
Scope estimates
Scope-adjusted EBITDA/interest cover 47.6x 63.6x 15.1x 15.6x
Scope-adjusted debt/EBITDA 0.8x 1.1x 1.7x 1.6x
Scope-adjusted funds from operations/debt 116% 80% 49% 51%
Scope-adjusted free operating cash flow/debt 194% 46% | -15% 65% |

Rating rationale

The upgrade reflects B+N’s strong financial risk profile paired with a solid project backlog despite
unfavourable macroeconomic factors (the inflationary environment, the increase in minimum
wages and the Hungarian labour market shortage) the group faces in 2022-2023 and the
expected declining contribution of the fit-out division to the group’s revenue and profitability.

The recent publication of B+N’s 2021 consolidated financial statements based on IFRS showed two
main differences compared to the Hungarian reporting standards: i) the addition of financial leases;
and ii) the recategorisation and treatment of permanently transferred funds from being operating
expenses to be dividend cash outflows for 2020-2021 in the amounts of HUF 7.8bn and HUF 2.1bn,
respectively. Both these differences have impacted the credit metrics as the Scope-adjusted debt
increased as financial leases are treat as debt (e.g. in 2020 the Scope-adjusted debt becomes HUF
13.3bn instead of HUF 11.1bn) and the significant increase of Scope-adjusted EBITDA compared to
our previous calculations (e.g. in 2020 the Scope-adjusted EBITDA becomes HUF 16.6bn instead
of HUF 7.5bn), leading to the improved credit metrics of 2020 and 2021.

While in 2020-2022, B+N'’s fit-out division was one of the main contributors to both group
revenues and profitability, B+N is planning to reduce its fit-out workforce as contracted projects
have been completed. B+N has substituted most of its fit-out revenues with cleaning and facility
management contracts, therefore we do not expect a decrease in B+N’s 2023 revenues.

Outlook and rating-change drivers

The Outlook for B+N is Stable and incorporates our view of a relatively stable indebtedness
level characterised by a Scope-adjusted debt/EBITDA ratio between 1-2x for the following
years with the amortisation of the 2031 bond starting in 2024.

A positive rating action could be warranted if B+N’s financial policy became more transparent
about financial reporting and the group’s dividend payment strategy. However since the one
notch adjustment also reflects the key person risk associated with the management, such an
action is unlikely for the time being. Additionally, a positive rating action could result from the
improvement of B+N’s business risk profile, either through market share or improved
diversification.

A negative rating action could occur if the Scope-adjusted debt/EBITDA ratio rose above 2.5x
on a sustained basis or through the recurrence of liquidity issues. Such an increase in
leverage could be triggered by an increase in debt (e.g. a debt-funded acquisition).
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Rating and rating-change drivers

Positive rating drivers Negative rating drivers

e Strong growth: has won procurement contracts lasting 2-3 e  Facility management market is highly fragmented and has
years, which give B+N a good standing in the facility low entry barriers

management market e Weak diversification and concentration on Hungarian

e Market leader in Hungary, with top market positions in market with dependence on government-related entities

several other CEE countries o Limited transparency regarding financial policy (ESG

e Stable profitability of cleaning division provides flexibility in factor)

case of a downturn or when major contracts end o Key person risk (ESG factor)

¢ Robust financial risk profile

Positive rating-change drivers Negative rating-change drivers

¢ Improvement in market share or diversification e Scope-adjusted debt/EBITDA above 2.5x on a sustained

o Less volatile liquidity basis, e.g. from debt-funded acquisitions

e More transparent financial policy

Corporate profile

Founded in 1993, B+N Referencia Zrt. (B+N) is headquartered in Tardona, Hungary, and operates as a facility management group
in Hungary and in CEE. The group’s service portfolio includes the following divisions: Cleaning and hygiene, Healthcare cleaning,
Facility management, Textile management and protective equipment, Gardening, landscaping and forestry and Fit-out. The group
acquired the CEE division of ISS Facility Service in 2021, becoming a major market player in the region.
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Financial overview

Scope estimates
2020 2021 2022E 2023E Az S

Scope credit ratios

Scope-adjusted EBITDA/interest cover 47.6 63.6 15.1 15.6 15.4
Scope-adjusted debt/EBITDA 0.8 11 1.7 1.6 1.6
Scope-adjusted funds from operations/debt 116% 80% 49% 51% 53%
Scope-adjusted free operating cash flow/debt 194% 46% -15% 65% 40%
T AN N N N A
EBITDA 16,572 28,842 20,325 21,342 20,915
Scope-adjusted EBITDA 16,572 28,842 20,325 21,342 20,915
s romoperaiors e || | | | |
Scope-adjusted EBITDA 16,572 28,842 20,325 21,342 20,915
less: (net) cash interest paid -348 -453 -1,343 -1,368 -1,358
less: cash tax paid per cash flow statement -769 -2,181 -2,071 -2,161 --2,088
Change in provisions - -8 - - -
Funds from operations (FFO) 15,455 26,200 16,912 17,813 17,469
[Freocporaingcosntowintoem | | | | | ]
Funds from operations 15,455 26,200 16,912 17,813 17,469
Change in working capital 13,805 -7,421 -17,303 9,625 458
less: capital expenditure (net) -2,723 -2,005 -2,750 -2,250 -2,250
less: lease amortisation -697 -1,832 -2,144 -2,469 -2,592
Free operating cash flow (FOCF) 25,840 14,942 -5,286 22,719 13,085

Net cash interest paid in HUF m

Net cash interest per cash flow statement -348 -453 -1,343 -1,368 -1,358

Net cash interest paid -348 -453 -1,343 -1,368 -1,358
Scope-adjusted debt in HUF m -----
Reported gross financial debt 13,336 32,588 34,336 34,829 32,972
less: cash and cash equivalents -25,723 -40,334 -11,858 -18,655 -22,402
add: non-accessible cash 25,723 40,334 11,858 18,655 22,402
Scope-adjusted debt 13,336 32,588 34,336 34,829 32,972
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Environmental, social and governance (ESG) profile!

Environment Social

Resource management
(e.g. raw materials
consumption, carbon
emissions, fuel efficiency)

Efficiencies (e.g. in
production)

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

Physical risks (e.g.
business/asset
vulnerability,
diversification)

Legend

Green leaf (ESG factor: credit positive)

9

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

Labour management

Health and safety
(e.g. staff and
customers)

Clients and supply chain
(geographical/product
diversification)

Regulatory and
reputational risks

9

Management and
supervision (supervisory
boards and key person
risk)

Clarity and transparency
(clarity, quality and
timeliness of financial
disclosures, ability to
communicate)

Corporate structure
(complexity)

Stakeholder management
(shareholder payouts and
respect for creditor
interests)

N VW N\ N

B+N'’s financial policy (ESG factor) is a negative rating driver due to the group’s lack of
transparency regarding dividend policy. Moreover, the negative rating driver also
incorporates key person risk (ESG factor) regarding the CEO, whom we regard as
instrumental not only for contract renewals and success in tenders but also for the

aforementioned dividend policy.

Regarding labour management, the group’s Polish subsidiary employs disabled workers
for which both the employer and its clients receive benefits. Additionally, B+N Referencia
Zrt. contracts the services of underprivileged minorities as subcontractors.

1 These evaluations are not mutually exclusive or exhaustive as ESG factors may overlap and evolve over time. We only consider ESG factors that are credit-relevant,
i.e. those that have a discernible, material impact on the rated entity’s cash flow and, by extension, its credit quality.
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Business risk profile: BB-

B+N is a facility management group that falls under the business services industry
(assessed as BBB).

B+N'’s business risk profile, assessed as BB-, has remained unchanged and continues to
constrain its issuer rating.

B+N grew strongly between 2016-2022, driven by successful tenders for major contracts
and small acquisitions. The past years’ trend to outsource public sector projects to public-
private partnerships has allowed B+N (and other Hungarian market players) to increase
their footprint. In 2020, the Covid pandemic further increased the demand for B+N’s
services, which also supported the company’s strong revenue growth cash flow for 2021.
However, we do not expect the impact of the pandemic to contribute significantly to 2022
sales.

The facility management market is characterised by low entry barriers, owing to easily
replicable services, and a dependence on labour. Although labour is in short supply in
Hungary, B+N has distinguished itself by ensuring reliability and the ability to meet
increasing demand, even during the years of the pandemic.

In addition to being the market leader in Hungary, following the acquisition of the CEE
subsidiaries of ISS in 2021 and further acquisitions in Poland and Bulgaria in 2022, B+N
has become the market leader in CEE. Furthermore, it has reduced its concentration on
Hungary, supporting its geographical diversification and reducing to some extent its
dependence on Hungarian state procurement contracts. However, the large exposure to
the Hungarian market and high customer concentration remains, exposing B+N to the risk
of changes in macroeconomic conditions or a loss of major contracts. This is partially
mitigated by the company’s multi-year service contracts with major clients. These are
seen as credit-positive, providing good cash flow visibility over the next two to three
years. The ISS Group acquisitions have also broadened the company’s service portfolio
by adding catering and security services, allowing B+N to participate in tenders for clients
that prefer to contract fully integrated facility management providers.

Profitability in terms of the EBITDA margin has historically ranged between 10% and
13%, however in 2020 and 2021 the Scope-adjusted EBITDA increased significantly,
reaching 23% and 19%, respectively. The increase was partly due to the pandemic-
related cleaning services boom and the higher margin fit-out business. With the more
challenging macroeconomic conditions facing B+N and less boost from cleaning and fit-
out, we forecast a return of operating profitability (measured by Scope-adjusted EBITDA
margin) to historical levels of around 11%. We also expect additional costs from resolving
significant labour shortages in Hungary to restrain the EBITDA margin going forward.
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Figure 1: Revenue breakdown by activity

Figure 2: Revenue breakdown by country
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Financial risk profile: A-

B+N’s strong financial risk profile continues to be the strongest rating driver of the issuer
rating.

B+N recently published its 2021 consolidated financial statement reported based on
international financial reporting standards (IFRS). The two main differences between the
Hungarian standards and IFRS are: i) the addition of financial leases; and ii) the
recategorisation and treatment of permanently transferred funds from being categorised
as other operating expenses to be dividend cash outflows for 2020 and 2021 in the
amounts of HUF 7.8bn and HUF 2.1bn, respectively. Both these changes have affected
the credit metrics as the Scope-adjusted debt increases by financial leases being treated
as debt (e.g. in 2020 the Scope-adjusted debt becomes HUF 13.3bn instead of HUF
11.1bn) and the significant increase of Scope-adjusted EBITDA (e.g. in 2020 the Scope-
adjusted EBITDA becomes HUF 16.6bn instead of HUF 7.3bn), leading to the improved
credit metrics of 2020 and 2021. Previously, we excluded the dividend-like payouts from
Scope-adjusted EBITDA as they were considered to be possibly recurring expenses,
however B+N’s management has said that the payouts were extraordinary events and will
not be repeated in the future.

B+N’s financial risk profile is supported by the group’s strong interest coverage
(measured as Scope-adjusted EBITDA/interest cover) of above 15x and strong leverage
credit metrics (Scope-adjusted debt/EBITDA around 1.7x and Scope-adjusted funds from
operation/debt of around 50%). The financial risk profile is constrained by the cash flow
cover, measured by Scope-adjusted free operating cash flow/debt, since the group’s
active M&A expansion strategy and large public contract dependence has led to volatile
net working capital trends and unexpected large cash absorption, negatively impacting
the credit metric and constraining liquidity. Although year-end liquidity was adequate, with
sufficient internal and external funds to cover short-term debt obligations, the intra-quarter
liquidity was at times inadequate. As B+N’s public contract exposure with a significant
bearing on working capital remains, we consider the inadequate liquidity to be a
persisting threat that necessitates the introduction of significantly larger committed credit
lines.
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Figure 3: Development of key credit metrics Figure 4: Interest expense
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e (estimates)

Balance in HUF m 2022E 2023E 2024E

Unrestricted cash (t-1) 35,334 6,858 13,654
Open committed credit lines (t-1) -5,286 22,719 13,085
Free operating cash flow 500 500 500
Short-term debt (t-1) 2,824 3,149 4,923
Coverage >200% >200% >200%

Supplementary rating drivers: -1 notch

B+N'’s financial policy is a negative rating driver (ESG factor) due to the limited
transparency on B+N’s reporting and dividend policy, exemplified by the late publications
of the audited 2021 financial statements and previous dividends categorized as other
expenses. Moreover, there is key person risk (ESG factor) regarding the CEO, whom we
regard as instrumental not only for contract renewals and success in tenders but also for
dividend policy.

Long-term debt rating

B+N issued a HUF 10bn senior unsecured bond (ISIN: HU0000359419) in 2019 and a
HUF 13.2bn senior unsecured bond (ISIN: HU0000360623) in 2021 under the Hungarian
Bond Funding for Growth Scheme. Our recovery assessment is based on a hypothetical
default scenario in 2023 and assumes outstanding senior unsecured debt of HUF 24.3bn,
including a convertible bond of HUF 1.1bn (ISIN: HU0O001300313). Our recovery analysis
indicates an ‘average’ recovery (30%-50%) for B+N’s outstanding senior unsecured debt.
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© 2023 Scope SE & Co. KGaA and all its subsidiaries including Scope Ratings GmbH, Scope Ratings UK Limited, Scope Fund
Analysis GmbH, Scope Innovation Lab GmbH, Scope ESG Analysis GmbH and Scope Hamburg GmbH (collectively, Scope). All
rights reserved. The information and data supporting Scope’s ratings, rating reports, rating opinions and related research and
credit opinions originate from sources Scope considers to be reliable and accurate. Scope does not, however, independently
verify the reliability and accuracy of the information and data. Scope’s ratings, rating reports, rating opinions, or related research
and credit opinions are provided ‘as is’ without any representation or warranty of any kind. In no circumstance shall Scope or its
directors, officers, employees and other representatives be liable to any party for any direct, indirect, incidental or other damages,
expenses of any kind, or losses arising from any use of Scope’s ratings, rating reports, rating opinions, related research or credit
opinions. Ratings and other related credit opinions issued by Scope are, and have to be viewed by any party as, opinions on
relative credit risk and not a statement of fact or recommendation to purchase, hold or sell securities. Past performance does not
necessarily predict future results. Any report issued by Scope is not a prospectus or similar document related to a debt security
or issuing entity. Scope issues credit ratings and related research and opinions with the understanding and expectation that
parties using them will assess independently the suitability of each security for investment or transaction purposes. Scope’s
credit ratings address relative credit risk, they do not address other risks such as market, liquidity, legal, or volatility. The
information and data included herein is protected by copyright and other laws. To reproduce, transmit, transfer, disseminate,
translate, resell, or store for subsequent use for any such purpose the information and data contained herein, contact Scope
Ratings GmbH at Lennéstrafl’e 5 D-10785 Berlin.
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