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Update

Summary rating rationale
On 26 April, we affirmed Arrow Global Group PLC (Arrow) Corporate Family Ratings (CFR)
at Ba3. We also affirmed at Ba3 the backed local and foreign currency senior secured debt
ratings of Arrow Global Finance plc, a wholly owned subsidiary of Arrow. The outlook on both
issuers changed to negative from stable.
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The affirmation of the Ba3 CFR reflects: (i) Arrow's good profitability and our expectation
that its interest coverage will improve over the next 12-18 months, driven by increasing
EBITDA while interest expenses stabilise; (ii) our expectation that Arrow will deleverage over
the next 12-18 months after it revised its target leverage levels, driven by stable portfolio
purchase volumes over the next few years, thereby limiting new debt accumulation; (iii)
limited equity to provide loss absorption to creditors in an unlikely event of default; and (iv)
some debt maturity concentration in 2024/2025, mitigated by no maturing debt until 2024.
The affirmation of Arrow's senior secured debt ratings reflects the application of our Loss
Given Default for Speculative-Grade Companies (LGD model) and their priorities of claims
and asset coverage in the company's capital stack. Following the increase of Arrow's revolving
credit facility (RCF) in late 2018, the modeled rating outcome is one notch below the CFR.
However, we expect that Arrow's growth will slow down and over the next 12-18 months,
likely offsetting the negative rating pressure stemming from the liability structure at the end
of December 2018.
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Credit strengths
» Good profitability and interest coverage
» Increasing business mix diversification
» Expected deleveraging over the next 12-18 months

Credit challenges
» Limited equity to provide loss absorption to creditors in an unlikely event of default
» Debt maturity concentration in 2024/2025

Rating outlook
The negative outlook reflects the downside risk that our modeled loss given default rate for Arrow's senior secured debt, as assessed
under our LGD model, will not improve sufficiently over the next 12-18 months.
The outlook also incorporates our view that Arrow's financial performance will remain in line with that of its Ba3 CFR over the next
12-18 months, incorporating our expectation of deleveraging.

Factors that could lead to an upgrade
Arrow's CFR could be upgraded if: (i) EBITDA to interest expenses improves and stabilises above 5.5x; (ii) gross debt to EBITDA drops
and stabilises at around 3.0x; and/or (iii) underlying free cash flow generation improves and stabilises as a consequence of good
collection performance and stable volumes of purchased loans.

Factors that could lead to a downgrade
Arrow's CFR could be downgraded if: (i) return on assets drops below 2.5% and interest coverage falls below 3.5x; (ii) gross debt to
EBITDA increases beyond 4.5x; and/or (iii) cash flow generation weakens, driven by materially weaker collection performance than
expected.
Because the modelled loss given default rate for Arrow already implies a lower senior secured rating, the senior secured debt ratings
could be downgraded because of limited positive changes or adverse changes to the liability structure that do not sufficiently reduce
expected loss for senior secured creditors.

Key indicators
Exhibit 2

Arrow Global Group PLC (Consolidated Financials) [1]
Total Managed Assets (GBP Million)

2018

2017

2016

2015

CAGR [2] / Average

1,616.5

1,278.9

1,055.1

777.2

27.6

Net Income / Average Managed Assets (%)

3.4

2.8

3.2

5.0

3.6

EBITDA / (Interest Expense & Preferred Dividends) (x) [3]

4.3

3.1

3.1

4.1

3.6

Tangible Common Equity / Tangible Managed Assets (%)

-8.8

-0.1

0.0

6.7

-0.5

4.2

4.4

3.7

3.5

4.0

40.5

59.2

147.8

132.4

95.0

6.0

7.0

7.4

7.8

7.0

Gross Debt / EBITDA (x) [3]
12-month Coverage Ratio (%)
FFO / Total Debt (%)

[1] All figures and ratios are adjusted using Moody's standard adjustments; [2]Compound Annual Growth Rate for Total Managed Assets; [3] Adjusted EBITDA is calculated as Earnings
before interest, tax, depreciation and amortisation of debt portfolio purchasing costs and portfolio write-up.
Source: Moody's Financial Metrics

This publication does not announce a credit rating action. For any credit ratings referenced in this publication, please see the ratings tab on the issuer/entity page on
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Profile
With £1.1 billion outstanding loan portfolios, translating into £2.0 billion 120-month estimated remaining collections (ERC), as of endMarch 2019, Arrow is a leading European investor and asset manager in non-performing and non-core assets.
Arrow has built a diversified business model, operating through two business lines: (i) investment business, where they acquire the
portfolios; (ii) asset management and servicing business, where they service debt portfolios owned by third parties and therefore do not
assume the capital risk.
In recent years, Arrow has increased its geographical and asset class diversification: it now operates in five countries (United Kingdom,
Italy, Ireland, Netherlands, Portugal) (see Exhibit 3) and multiple asset classes (secured, unsecured, performing) (see Exhibit 4).
Exhibit 3

Exhibit 4

Arrow has a broad geographical diversification

Arrow has increased its asset classes diversification 2018

2018 Investments split by geography

Investments split by asset class
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Source: Issuer financials

Detailed rating considerations
The financial data in the following sections are sourced from Arrow's consolidated financial statements unless otherwise stated.
Profitability: Sound profitability metrics supplemented by expected interest coverage improvement
We assign a Baa2 weighted average profitability score to Arrow, three notches above the Ba2 scorecard initial score, owing to our
expectation that Arrow's profit margins will improve over the next 12-24 months.
Arrow's Net Income/Average Managed Asset ratio was 3.1% for 2018, improving from 2.8% for 2017. We forecast a 4.0% ratio, driven
by stable levels of purchased debt which will limit balance sheet growth, while revenues will still increase, owing to cash flows from
recently acquired debt.
Arrow's interest coverage ratio (Adjusted EBITDA/Interest expense) increased to 4.3x in 2018, from 3.1x in 2017 driven by a 30%
EBITDA increase (as per Moody's calculations) for the same period and a 7% interest expense decrease, as bond refinancing costs
diminish. We expect the ratio to increase to around 4.9x by 2020, driven by: (i) increasing EBITDA as collections from recently acquired
portfolios flow in; and (ii) limited increase in interest expenses as debt levels will remain broadly stable in 2019 and 2020 relative to
2018 levels.
Arrow has been increasing its earnings diversification over the last five years (see Exhibit 5): the company's revenue from servicing
accounted for 25% of total revenue in 2018, compared to 22% in 2017 and a mere 2% in 2014 (see Exhibit 5). In 2018, the servicing
income increased by 29%, compared to the previous year, and we expect Arrow to further increase this segment's relative weight over
the next years. We view this change in business mix favorably because revenues from servicing (i) are less capital intensive; (ii) ensure
more stable cash flow; and (iii) provide a way to strengthen client and supplier relationships.
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Exhibit 5

Arrow has increased its proportion of revenue stemming from asset management in recent years
Arrow's revenue breakdown by activity
Debt purchase revenue
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We believe that the decision of the UK to leave the European Union will not have material impact on Arrow's credit fundamentals
for the following reasons: (i) the company, like all debt purchasers, does not benefit from regulatory passporting, as each country
regulates the debt management business on a standalone basis; (ii) albeit we expect a slowdown in the UK economy, with real GDP
growth expected at 1.6% in 2019, we do not anticipate a recession that could have a lasting impact on Arrow collections. In an
unexpected downturn scenario, we expect that cash flows will decline, because of lower collection volumes, and that the industry will
see revaluation losses owing to time value of money, as collection curves shift into the future. These elements are somewhat mitigated
by a corresponding reduction in portfolio pricing, reducing the length of negative economic shocks for debt purchasers like Arrow.
Capital adequacy and leverage: Limited equity loss absorption capacity balanced against adequate leverage levels
We assign a Ba3 weighted average capital adequacy and leverage score to Arrow, two notches above the scorecard-indicated initial
score of B2, as we expect that the company's leverage will improve over the next 12-18 months.
Arrow's leverage is in line with peers (see Exhibit 6). Since the IPO, Arrow has maintained a prudent financial policy; it's debt leverage
(measured as gross debt/adjusted EBITDA) stood at 4.2x as of end-December 2018, improving from 4.4x as of end-December 2017. We
expect the leverage to improve to 3.5-4.0x over the next 12-18 months.
Exhibit 6

Arrow's leverage is in line with rated peersRated peers Gross Debt/Adjusted EBITDA - 31 December 2018
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Source: Moody's Investors Service and issuer financials

Arrow's expansion in recent years, partially through numerous acquisitions of peers, means there is a significant amount of goodwill
on the balance sheet: the company's capitalisation - calculated as tangible common equity (TCE) on total tangible assets - declined
sharply to -8.8% as of end-December 2018 (year-end 2017: -0.1%), but remained better than many rated peers (see Exhibit 7).
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Overall, the industry has weak TCE ratios, reflecting the consolidation wave which has taken place over the past few years, resulting
in companies taking on large goodwill positions. In our view, the effective protection against default is primarily reflected through
capacity to generate cash flows; however, having a high level of loss absorbing capital would benefit creditors in the unlikely event of
default.
Exhibit 7

Arrow's capitalisation is better than the majority of its peers
Rated peers Tangible Common Equity/Tangible Managed Assets - 31 December 2018
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Cash flow and liquidity: Some maturity concentration in 2024/2025 is partially offset by the absence of material near-term
debt maturities
We assign a B2 weighted average cash flow and liquidity score to Arrow, one notch above the B3 scorecard initial score.
Our debt maturities coverage score reflects that Arrow does not have material upcoming debt maturities over the next five years
(see Exhibit 8). The company refinanced its £285 million revolving credit facility (RCF) in November 2018 and extended its maturity,
in February 2019, to 2024; the company also refinanced its senior secured notes in March 2018, extending their maturities to 2026
and reducing their costs; now Arrow has an average debt duration of 5.8 years. However, Arrow has facility agreements that require
repayments within 12 months for each drawdown: our assigned score take this into account, but places weight on limited risk that
the drawdown will not be repaid since the issuers’ annual cash collection exceeds the RCF limits and committed facility allowing
redrawing.
Exhibit 8

Arrow' has no material upcoming debt maturities over the next five years
Arrow's maturity profile - 31 March 2019
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Source: Issuer financials
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Arrow's funds from operations (FFO) to total debt (as per our calculations) was a modest 5.9% in 2018, in line with its rated peers.
However, our FFO measure assumes that amortisation of purchased loans is a proxy for the replacement rate: the amount of
NPL portfolios Arrow would need to acquire in order to keep ERC constant. Because of Arrow’s growth in recent years, historical
amortisation levels are below what we expect to see in the future. We therefore adjust the FFO for our estimated replacement rate,
resulting in a modest underlying cash generation, in line with peers.
Operating environment
We assign a Ba2 score to Arrow’s operating environment, based wholly on the industry risk of European debt purchasers. The macro
level indicator does not have any weighting in the scorecard since this score is higher than the industry risk score for all countries Arrow
operates in.
The operating environment score has no impact on Arrow’s financial profile and results in a Ba3 adjusted financial profile.
Macro level indicator
We use Arrow's 120-month ERC to determine the split when assigning the macro-level indicators. The portfolios are split between the
United Kingdom (43.1%; macro-level indicator of Aa3), Portugal (27.0%, A3) Netherlands (16.7%, Aa2), Italy (11.3%, A3) and Ireland
(1.9%, A1).
Industry risk
We assign a Ba industry risk score for most European debt purchasers. Barriers to entry in the European debt purchasing space are
moderately high. Accurately pricing unsecured non-performing loan (NPL) portfolios requires access to large amounts of data, which
acts as a barrier to entry for potential new competitors.
Cyclicality is somewhat elevated. In an unexpected downturn scenario, we expect that cash flows will decline, because of lower
collection volumes, and that the companies will see revaluation losses owing to time value of money, as collection curves shift into the
future.
Debt purchasers offer a niche product, but with relatively low risk of obsolescence. However, the track-record of the debt purchasing
industry varies by market, with decades of history in Northern and Western European markets, such as the Nordics and the United
Kingdom, while certain Eastern European and Southeastern European markets, such as Romania and Greece, have only started seeing
material volumes of debt sales recently. Because of this, we assign a B1 industry risk score for debt purchasing operations in those
markets. For Arrow, the result of the weighted average industry risk score is Ba.
Business profile and financial policy
We make no qualitative adjustments to Arrow's adjusted financial profile for business profile and financial policy.
Notching considerations
The affirmation of Arrow's senior secured debt ratings reflects the application of our LGD model and their priorities of claims and asset
coverage in the company's capital stack.
Following the increase of Arrow's RCF in late 2018, the modeled rating outcome is one notch below the CFR. However, we expect that
Arrow's growth will slow down over the next 12-18 months, likely offsetting the negative rating pressure stemming from the liability
structure at the end of December 2018.
About Moody's scorecard
Our scorecard is designed to capture, express and explain in summary form our rating committee’s judgment. When read in
conjunction with our research, a fulsome presentation of our judgment is expressed. As a result, the output of our scorecard
may materially differ from that suggested by raw data alone (though it has been calibrated to avoid the frequent need for strong
divergence). The scorecard output and the individual scores are discussed in rating committees and may be adjusted up or down to
reflect conditions specific to each rated entity.
Overall, the scorecard calculated standalone assessment range for Arrow is ba2 – b1. The company’s assigned ba3 standalone
assessment is in the middle of the range.
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Rating methodology and Scorecard factors
The principal methodology used in rating Arrow was Finance Companies published in December 2018. Arrow's assigned corporate
family rating of Ba3 is consistent with Moody’s finance company scorecard’s estimated standalone credit assessment.
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Exhibit 9

Arrow Global Group PLC
Financial Profile

Historical

Assigned

Factor
Weights

Historic
Ratio

Initial Score

Assigned
Score

Net Income / Average Managed Assets (%)

10%

3.15%

A3

A2

EBITDA / (Interest Expense & Preferred Dividends) (x)

20%

3.49x

B1

Ba1

Ba2

Baa2

Key driver #1 Key driver #2

Profitability

Weighted Average Profitability Score

Expected
trend
Expected
trend

Capital Adequacy and Leverage
Tangible Common Equity / Tangible Managed Assets (%)

10%

-8.76%

Caa3

Caa3

Debt / EBITDA (x)

25%

4.16x

Ba2

Ba1

B1

Ba3

Weighted Average Capital Adequacy and Leverage Score

Expected
trend
Expected
trend

Cash Flow and Liquidity
Debt Maturities Coverage (%)

10%

40.49%

B3

Ba1

FFO / Total Debt (%)

25%

5.96%

B3

Caa1

Weighted Average Cash Flow and Liquidity Score
Financial Profile Score

100%

B3

B2

B1

Ba3

Other
adjustments
Pro-forma
adjustments

Operating Environment
Home Country

Factor
Weights
0%

Qualitative
Scale

Economic Strength

25%

Very High +

Institutional Strength

50%

Very High +

Susceptibility to Event Risk

25%

Very Low

Industry Risk

100%

Macro Level Indicator

Home Country Operating Environment Score

Operating Environment Score

Score
Aaa

Ba
Ba2

Factor
Weights
0%

Score
Ba2

ADJUSTED FINANCIAL PROFILE

Score

Adjusted Financial Profile Score

Ba3

Financial Profile Weight
Operating Environment Weight
Business Profile and Financial Policy

100%
0%
Adjustment

Business Diversification, Concentration and Franchise Positioning

0

Opacity and Complexity

0

Corporate Behavior / Risk Management

0

Liquidity Management

Comment

Comment

0

Total Business Profile and Financial Policy Adjustments

Ba3

Sovereign or parent constraint

Aa2

Standalone Assessment Range

ba2 - b1

Comment

Assigned Standalone Assessment

ba3

Source: Moody's Financial Metrics
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Instrument class
Instrument Class

1st Lien Senior Secured Debt

Assigned
Standalone
Assessment

Affiliate
Support
Notching

Government
Support
Notching

Individual
Debt Class
Notching

ba3

0

0

0

Numeric Rating with IDC
Notching

Assigned
Rating

Ba3

Ratings
Exhibit 10

Category
ARROW GLOBAL GROUP PLC

Outlook
Corporate Family Rating

Moody's Rating

Negative
Ba3

ARROW GLOBAL FINANCE PLC

Outlook
Bkd Senior Secured

Negative
Ba3

Source: Moody's Investors Service
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