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Rating Action Overview

- The recommended take-private deal between Arrow Global Group PLC and TDR Capital is likely
to close in the third quarter of 2021. We anticipate that the group's financial position will
worsen at closing.

- We also expect Arrow's earnings to be more subdued after 2020, a tough year in which Arrow
revised down its expected future collections. Under our base case, we predict the group's cash
and statutory EBITDA metrics will not recover to pre-pandemic levels before late 2022.

- We are therefore placing our 'BB-' long-term issuer and issue level credit ratings on Arrow
Global Group PLC on CreditWatch with negative implications.

- The CreditWatch placement indicates that we are likely to lower our ratings on Arrow and its
issuance by one notch when the TDR take-private transaction closes. If the group's
performance weakens significantly during the first half of 2021, or the group's liquidity
prospects worsen materially because its capital deployment policy becomes more aggressive,
we could lower our rating by two notches.

Rating Action Rationale

When the recommended TDR take-private deal closes, S&P Global Ratings expects an increase
in the group's debt and its interest expenses, and that its financial policy may weaken. On
March 31, 2021, Arrow confirmed that its board has recommended to its shareholders that they
vote in favor of the offer from TDR, which is priced at 307.5 pence per share. If the transaction
receives the required shareholder, legal, and regulatory approvals, it is likely to close in the third
quarter of this year.

On transaction close, we expect the group to repay all of its outstanding bonds. As part of the
take-private deal, TDR has disclosed that it has three tranches of bridge financing (totaling
roughly £1.250 billion) available to repay Arrow's existing £990 million of senior secured notes:
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- A £400 million senior secured fixed rate bridge at 5.00%;

- €250 million senior secured fixed rate bridge at 4.00%; and

- €725 million senior secured floating rated bridge at EURIBOR + 4.00%

The existing notes contain a put option that we expect bondholders to exercise, necessitating the
repayment of the notes from the bridge facilities. The excess funding under the facilities could
also be used to repay the revolving credit facility (RCF), which is currently drawn at around £200
million. We expect the bridge facilities will then be refinanced with open market debt. Although the
group is likely to use the increase in its senior secured debt to pay down the RCF and cover fees
associated with the deal, Arrow's gross debt is expected to increase at closing.

Arrow's solid interest coverage has been a key support to the 'BB-' rating, but is likely to
weaken. The group's existing solid interest coverage position is a product of Arrow's low
weighted-average cost of debt. We expect that this low cost of funding is very likely to fall away
when the take-private deal closes, diminishing its interest coverage. When combined with Arrow's
likely inflated gross debt position, we expect that the group's financial position will be notably
weaker after the deal closes; in particular we forecast that the group's leverage and interest
coverage metrics will no longer be commensurate with a 'BB-' rating.

Our revised base case assumes a subdued recovery in the group's earnings and performance
during 2021 and 2022. Our conservative base case is based on lower cash collections following
the group's impairment to its estimated remaining collections (ERC) in 2021. We now expect
collections to remain below 2019 levels until 2022, at the earliest. This is partially offset by quicker
growth in servicing revenue, which proved resilient in 2020 and was ahead of our expectations.
Arrow also won 26 new servicing deals in 2020 and six more in the year to date. Based on the
sluggish cash collections and solid, if less profitable, servicing revenue, we do not expect EBITDA
to reach pre-pandemic levels on a cash or statutory basis before the end of 2022. Given our
conservative base case, combined with the moderately larger, and likely materially more
expensive debt after the TDR deal, we expect the group's core leverage metrics to remain relatively
high for the ratings. Its core strength--solid interest coverage--is also likely to be eroded. Taken
together, this is likely to lead to a downgrade.

Key metrics

2020a 2021e

Debt to EBITDA (x) 5.9 5.2-5.4

Debt to EBITDA (x)* Negative 9.5-10.5

EBITDA interest coverage (x) 4.1 4.9-5.2

EBITDA interest coverage (x)* Negative 2.4-2.6

*These metrics exclude the add-back for principal collections. a--Actual. e--Estimate.

The group's new owner will be a financial sponsor, which is also likely to constrain the rating.
Although TDR has experience at operating financial institutions--it previously owned Lowell
(Garfunkelux: B+/Stable/B) and still owns LeasePlan N.V. (BBB-/Stable/A-3)--we note the
propensity for financial sponsors to tolerate material leverage and minimal operational liquidity.
That said, based on the likely uses of transaction funding, we would expect the group to operate
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with significant liquidity buffers, notably in its repaid RCF.

We anticipate that the take-private deal will mean a larger and more expensive capital
structure, alongside an expected subdued recovery in earnings, and new financial sponsor
owners. We expect to lower our ratings by one notch when the deal closes, although we could
lower them further on weak performance and a more aggressive deployment policy. For example,
if the group were to switch to a more-aggressive asset purchasing strategy, this could undermine
our view of its liquidity position and increase the pressure on our ratings.

Despite the stress on its financial metrics, prospects for Arrow's core business lines remain
favorable. TDR's favorable view of Arrow's strategic position is central to the take-private deal.
We still see the group's core balance sheet business as well-positioned in the European market,
with good asset diversification across Europe and strong local franchises. Combined with the
resilient servicing business and the growth and success of the fund management business, we
see Arrow as well-placed to generate stable earnings and profitability over the medium term,
while moving away from the aggressive capital deployment of its past.

CreditWatch

We intend to resolve the CreditWatch placement once Arrow's take-private deal with TDR Capital
has obtained the required shareholder, anti-trust, and regulatory approvals, and is substantially
complete, likely in the third quarter of 2021. At this stage, we consider that the long-term issuer
credit and issue ratings on Arrow could be lowered by one notch because, despite the strategic
rationale for the deal, our core leverage and interest coverage metrics for the group are likely to
see sustained weakening after closing. Furthermore, as Arrow moves to a new model of financial
sponsor ownership, we see a risk that its financial policy will deteriorate, which would weigh on
the rating.

We could lower the ratings by two notches if Arrow's performance were to weaken significantly
against our base case in the first half of 2021, or if the group's liquidity position were to weaken
materially.

We could remove the ratings from CreditWatch and review them if it becomes clear that the deal
will not proceed or the financial policy differs significantly from our current expectations.

Related Criteria

- General Criteria: Group Rating Methodology, July 1, 2019

- Criteria | Corporates | General: Corporate Methodology: Ratios And Adjustments, April 1, 2019

- Criteria | Corporates | General: Recovery Rating Criteria For Speculative-Grade Corporate
Issuers, Dec. 7, 2016

- General Criteria: Guarantee Criteria, Oct. 21, 2016

- Criteria | Corporates | General: Methodology And Assumptions: Liquidity Descriptors For Global
Corporate Issuers, Dec. 16, 2014

- Criteria | Financial Institutions | General: Issue Credit Rating Methodology For Nonbank
Financial Institutions And Nonbank Financial Services Companies, Dec. 9, 2014

- Criteria | Corporates | General: Corporate Methodology, Nov. 19, 2013
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- General Criteria: Methodology: Management And Governance Credit Factors For Corporate
Entities, Nov. 13, 2012

- General Criteria: Principles Of Credit Ratings, Feb. 16, 2011

Related Research

- Monitoring How Arrow Global's Take-Private Deal With TDR Will Affect The Ratings, March 31,
2021

- Europe's Distressed Debt Purchasers Look To Steady The Ship In 2021, Feb. 12, 2021

- Arrow Global's Bond Tap Shows Funding Position Is Still Supportive, Feb. 1, 2021

- Arrow Global Group PLC, Dec. 2, 2020

Ratings List

Ratings Affirmed; CreditWatch

To From

Arrow Global Group PLC

Issuer Credit Rating BB-/Watch Neg/-- BB-/Negative/--

Arrow Global Finance PLC

Senior Secured BB-/Watch Neg BB-

Recovery Rating 3(50%) 3(55%)

Certain terms used in this report, particularly certain adjectives used to express our view on rating relevant factors,
have specific meanings ascribed to them in our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www.standardandpoors.com for further information. A description of each of
S&P Global Ratings' rating categories is contained in "S&P Global Ratings Definitions" at
https://www.standardandpoors.com/en_US/web/guest/article/-/view/sourceId/504352 Complete ratings
information is available to subscribers of RatingsDirect at www.capitaliq.com. All ratings affected by this rating
action can be found on S&P Global Ratings' public website at www.standardandpoors.com. Use the Ratings search
box located in the left column. Alternatively, call one of the following S&P Global Ratings numbers: Client Support
Europe (44) 20-7176-7176; London Press Office (44) 20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49)
69-33-999-225; Stockholm (46) 8-440-5914; or Moscow 7 (495) 783-4009.
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