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B2Holding ASA

Credit Highlights

Issuer Credit Rating

B+/Stable/--

Overview

Key Strengths Key Risks

Good geographical diversification and access to an expected strong

nonperforming loan (NPL) pipeline in core markets.

Narrow focus on purchasing and maximizing collections on distressed

debt portfolios, implying heavy reliance on proper pricing in a highly

competitive market.

Strong market positions in northern, central, and eastern Europe with

total estimated remaining collections of Norwegian krone (NOK) 19.9

billion.

Aggressive leverage profile and dependence on access to wholesale

funding markets for 2023 refinancing activity.

Reliable support from Nordic banks in its revolving credit facility

(RCF).

Investment risk in secured NPLs, despite carve-out into nonrecourse

special purpose vehicle (SPV).

Inflation's effects on collections will depend on the success of government support programs and severity of recession.

The current inflationary shock could hit B2Holding ASA (B2)'s collection performance, like other debt purchasers, with

the increasing cost of living reducing consumers' disposable income to service debt. However, the actual impact will

likely be gradual and depend on government measures in respective countries to reduce the cost burden on the

low-income population, as well as the salary growth trajectory, including minimum wage growth. In any case, S&P

Global Ratings expects the negative effects to be manageable for now and sees some financial performance headroom

at the current rating.

The strategic benefits of the closed carve-out transaction with Pimco and the establishment of Veraltis Asset

Management (Veraltis) still need to be proven. Over 2022, B2 restructured its organization and established Veraltis,

which will be its secured asset-servicing brand. For now, Veraltis will predominantly service B2's existing

co-investment structures and its secured assets, which have been carved out into an SPV funded by Pimco. Future

co-investments with Pimco and other investors could gradually drive up servicing income for Veraltis and diversify

B2's revenue streams. However, asset servicing comes with lower margins and competition is ample. B2 will need to

prove its servicing franchise and capacity for future co-investments and build a track record of expanding servicing

income. If successful, this could broaden revenue capacity and make B2 less dependent on collection performance in

its own book. Under our current base case, we do not anticipate a marked deterioration of real-estate values and

therefore do not expect B2's secured asset portfolio to face material negative revaluations.

Strong collection performance, improving efficiency, and reducing debt levels benefit the leverage profile. We expect

cash revenue and cash EBITDA to exceed 2021 levels at about NOK5.6 billion and NOK4 billion respectively in 2022,

despite lower investment volumes over 2020 and 2021. This incorporates B2's efforts to improve collection via its

streamlined operations. In our current base case, we assume portfolio purchases of about NOK3 billion over 2022 and

a further uptick in 2023 at attractive pricing. B2's cautious investment activity and reducing debt levels over 2020 and

2021 lowered its S&P Global Ratings-adjusted debt to EBITDA to 2.6x and we expect it to remain at a comparable
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level over 2023. B2 showed strong performance in selling real estate owned above book value, but the total value of

NOK1,305 million remained largely stable from continuing repossession activity. The company will need to constantly

prove the realization value, which could also be impaired by the recessionary environment.

Restrictive funding markets could strain liquidity considering upcoming maturities. Although we view positively B2's

€150 million bond issuance in September 2022 at three-month Euro Interbank Offered Rate plus 6.9%, it largely

depended on investors rolling over their existing bonds into the new 2026 maturity. This also underlined the increasing

funding costs in wholesale markets. B2's current liquidity profile appears adequate since its €610 million RCF, with

€100 million maturing in December 2023, has sufficient capacity to repay the May 2023 maturity if refinancing is not

possible. Nevertheless, with another bond maturity coming up in May 2024, B2's liquidity profile could become more

constrained if the market is inaccessible at that time. Should this happen, we consider that RCF banks could prove

supportive, like in the past, for example by increasing the facility volume again. However, this is dependent on the

prevailing macroeconomic environment in 2023, which remains uncertain.

Outlook

The stable outlook reflects our expectation that B2 will show largely resilient earnings and cash flow performance

over 2022 and 2023, despite the recessionary environment in many European markets, and proactively manage its

liquidity needs for the 2024 maturity.

Downside scenario

We could lower the rating on B2 if it fails to proactively address its 2024 bond maturity by mid-year 2023,

indicating liquidity could become constrained next year.

We could also lower the rating if we observe a marked deterioration in secured or unsecured collections or credit

losses, leading to diminishing covenant headroom, and if we expect less supportive RCF banks.

Upside scenario

We could consider a positive rating action over the next 12 months if we see reduced macroeconomic downside

risk in B2's main markets that would lessen uncertainty around future collections performance and revaluation

needs. This would also require the maintenance of a well-staggered bond maturity profile with adequate liquidity

and proven benefits from separated servicing entity Veraltis.

Although less likely, we could also consider an upgrade if the future focus on unsecured collections and servicing

leads to a better leverage profile, with S&P Global Ratings-adjusted gross leverage improving sustainably to below

2.5x.
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Our Base-Case Scenario

Assumptions

• A sharp slowdown in eurozone growth in 2023, with material downside risks, but resilient employment levels.

• Increasing NPL supply, as pandemic-related NPLs come to market and banks' asset quality deteriorates.

• B2's gross cash collection from purchased portfolios expands to about NOK5.4 billion in 2023, from NOK5.1 billion

in 2021.

• S&P Global Ratings-adjusted cash EBITDA (adjusted for amortization of debt portfolios) of NOK4.3 billion for 2023.

• Portfolio investments of about NOK3 billion in 2022 and up to NOK3.5 billion over 2023 at attractive pricing.

• Annual shareholder distributions of up to 50% of net income.

Key metrics

B2Holding ASA--Key Metrics*

--Fiscal year ended Dec. 31--

Mil. NOK 2020a 2021a 2022f 2023f

Revenue 5254 5210 5646 5962

Debt to EBITDA (x) 3.3 2.6 2.5 2.4

Debt to EBITDA (x)** 8.1 6.5 7.4 7.1

EBITDA interest coverage (x) 4.5 5.7 5.9 5.3

EBITDA interest coverage (x)** 1.8 2.3 2 1.8

*All figures adjusted by S&P Global Ratings.**EBITDA excluding the add-back for portfolio amortization. a--Actual. f--Forecast. NOK--Norwegian

krone.

Company Description

Founded in 2011 and domiciled in Norway, B2 has quickly become a well-established pan-European debt purchaser. It

has expanded through a combination of organic growth and bolt-on acquisitions of local collection platforms. B2 owns

unsecured and, to a lesser extent, secured claims in 21 countries across Europe with a book value of about NOK11

billion, on which it expects to collect NOK19.6 billion (€1.9 billion, including joint ventures) as of Sept 30, 2022.

Peer Comparison

B2's peer group includes other distressed debt purchasers we rate: Intrum AB (publ) (BB/Stable/B); Garfunkelux

Holdco 2 S.A. (the holding company of Lowell group; B+/Stable/B); and Sherwood Parentco Ltd. (holding company of

Arrow Global (B+/Stable/--). We also compare B2 with smaller entities in the peer group: AnaCap Financial Europe

S.A. (B/Stable/--); iQera Group SAS (B+/Negative/--); and Axactor ASA (B/Stable/--).

In its peer group, B2 sticks out with better leverage and coverage ratios than most peers and positive tangible equity.

B2 is, however, a smaller player relative to Intrum and Lowell, which are the largest debt collection companies in
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Europe in our rated universe. This scale and pricing power provides both companies with a predictability on business

volumes. Furthermore, Intrum has a more balanced revenue mix, with about half of revenue generated via capital-light

servicing.

Table 1

B2Holding ASA--Peer Comparison

--Fiscal year ended Dec. 31, 2021--

B2Holding ASA Intrum AB (publ) Garfunkelux HOLDCO 2 S.A. Axactor ASA

(Mil. NOK)

EBITDA 3,635.0 11,801.0 5,853.0 1,787.2

Funds from operations (FFO) 2,900.0 9,155.7 4,522.5 1,096.1

Adjusted ratios

Debt/EBITDA (x) 2.6 4.4 4.2 4.8

FFO to debt (%) 30.3 17.5 18.3 12.9

EBITDA interest coverage (x) 5.7 5.7 3.8 3.4

NOK--Norwegian krone. Source: S&P Global Ratings

Business Risk

B2 aims to become a more integrated part of the banking value chain, with economies of scale in the debt collection

process. In our assessment of B2's business risk profile, we view the broad geographical diversification of its vendors

and purchased portfolios as a key strength. This is because B2 can be selective in its capital deployment across

markets and reduce its vulnerability to potentially poor collections in single markets. Nevertheless, we expect that

Poland, Finland, Sweden, and Croatia will contribute the majority of cash EBITDA in 2023. Poland and northern

Europe alone contribute more than 50% of expected remaining collections (see chart 1). Following years of very strong

growth, the currently reducing footprint is part of B2's revised strategy to streamline the business and focus on cost

efficiency. This includes further investments in its collection platforms to improve automation, data analytics, and

self-servicing capabilities.
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Chart 1

The company's geographical strength is offset by concentrated revenue streams from its purchased loan portfolios.

The share of fee income, mainly from servicing third-party portfolios, is historically below 15% of revenue, which is

low in comparison with 30%-50% for certain peers. The recent establishment of Veraltis, combining B2's existing

servicing competence in secured assets, has the potential to increase the share of recurring servicing revenue. For

now, its business model remains largely susceptible to the debt-portfolio-selling behaviors of financial services

companies and corporate vendors, as well as competitors' aggressive pricing actions.

Given B2's difficult experience with collection on secured portfolios in 2019 and 2020, especially in commercial real

estate, we expect the largest share of future portfolio acquisitions on its own book to be in the unsecured space. We

understand that secured NPLs will be predominantly purchased with co-investors, such that B2 has access to large

portfolios coming to the market but with a reduced own capital committed.

The proportion of unsecured consumer credit in estimated remaining collections was 80% at June 30, 2022.
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Financial Risk

Our view of B2's aggressive financial risk profile factors in a variety of leverage and debt-servicing metrics over

2021-2023. B2's S&P Global Ratings-adjusted leverage profile is among the best in the sector and considers our

expectation that cash-adjusted leverage will hover at about 2.5x over 2022 and 2023, compared to above 3x

historically. Also, cash-adjusted EBITDA interest coverage should be largely stable at about 5.5x.

Despite these solid cash-adjusted metrics, we believe that, on balance and over the cycle, an aggressive financial risk

profile score is still warranted and supported by B2's unadjusted metrics. Notably, the cash-adjusted EBITDA measure

may overstate the true cash available to repay debt.

B2's unadjusted statutory leverage and cash flow metrics imply a highly leveraged financial risk profile, with statutory

leverage expected at 7.4x and EBITDA interest coverage at 2.0x at year-end 2022. These metrics are weak compared

to the broader corporate peer group.

Depending on B2's investment pipeline and funding availability over 2023, leverage metrics could be slightly worse

than our base case reflects. However, we positively note B2's public commitment to a leverage target of 3x.

B2 stands out among its peers for having material positive tangible equity, which provides a balance-sheet buffer

against unexpected losses. Its debt to tangible equity was 2.4x at year-end 2021. However, we also recognize some

sensitivity to foreign exchange rates given that B2's debt is largely denominated in euros, while its revenue streams are

in multiple currencies. This foreign exchange risk is partially hedged and introduces some volatility in financial metrics,

although we note this is likely to diminish given many are pegged to the euro.

Financial summary
Table 2

B2Holding ASA--Financial Summary

Industry sector: Finance company

--Fiscal year ended Dec. 31--

2021 2020 2019 2018 2017

(Mil. NOK)

Revenue 5,210.0 5,254.0 5,515.8 4,375.8 2,884.7

EBITDA 3,635.0 3,567.0 3,861.8 2,987.4 1,905.4

Funds from operations (FFO) 2,900.0 2,719.0 2,930.8 2,279.8 1,445.8

Interest expense 639.0 796.0 801.8 617.2 360.7

Cash interest paid 582.0 736.0 737.1 531.9 321.5

Cash flow from operations 3,505.0 3,248.0 2,872.3 2,323.6 1,310.6

Capital expenditure 50.0 46.0 52.3 92.6 55.8

Free operating cash flow (FOCF) 3,455.0 3,202.0 2,819.9 2,231.1 1,254.8

Discretionary cash flow (DCF) 3,363.0 3,202.0 2,635.3 2,108.8 1,199.2

Cash and short-term investments 376.0 423.0 355.9 397.7 452.0

Gross available cash 376.0 423.0 355.9 397.7 452.0

Debt 9,577.0 11,656.0 11,939.1 11,121.2 6,986.9
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Table 2

B2Holding ASA--Financial Summary (cont.)

Industry sector: Finance company

--Fiscal year ended Dec. 31--

2021 2020 2019 2018 2017

Equity 4,993.0 4,719.0 4,236.8 4,355.5 3,148.4

Adjusted ratios

EBITDA margin (%) 69.8 67.9 70.0 68.3 66.1

Return on capital (%) 22.4 20.6 23.2 22.7 23.3

EBITDA interest coverage (x) 5.7 4.5 4.8 4.8 5.3

FFO cash interest coverage (x) 6.0 4.7 5.0 5.3 5.5

Debt/EBITDA (x) 2.6 3.3 3.1 3.7 3.7

FFO/debt (%) 30.3 23.3 24.5 20.5 20.7

Cash flow from operations/debt (%) 36.6 27.9 24.1 20.9 18.8

FOCF/debt (%) 36.1 27.5 23.6 20.1 18.0

DCF/debt (%) 35.1 27.5 22.1 19.0 17.2

NOK--Norwegian krone.

Reconciliation
Table 3

B2Holding ASA--Reconciliation Of Reported Amounts With S&P Global Ratings' Adjusted Amounts (Mil.
NOK)

--Fiscal year ended Dec. 31, 2021--

B2Holding ASA reported amounts

Debt

Shareholders'

equity Revenue EBITDA

Operating

income

S&P Global Ratings'

adjusted EBITDA

Reported 9,444.0 4,992.0 3,056.0 1,396.0 1,308.0 3,635.0

S&P Global Ratings' adjustments

Cash taxes paid -- -- -- -- -- (153.0)

Cash interest paid -- -- -- -- -- (582.0)

Reported lease liabilities 117.0 -- -- -- -- --

Dividends received from

equity investments

-- -- -- 184.0 -- --

Income (expense) of

unconsolidated companies

-- -- -- (99.0) -- --

Nonoperating income

(expense)

-- -- -- -- 1.0 --

Noncontrolling

interest/minority interest

-- 1.0 -- -- -- --

Debt: Workers

compensation/self insurance

5.0 -- -- -- -- --

Debt: Contingent

considerations

11.0 -- -- -- -- --

Revenue: Other -- -- 2,154.0 2,154.0 2,154.0 --

Total adjustments 133.0 1.0 2,154.0 2,239.0 2,155.0 (735.0)
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Table 3

B2Holding ASA--Reconciliation Of Reported Amounts With S&P Global Ratings' Adjusted Amounts (Mil.
NOK) (cont.)

S&P Global Ratings' adjusted amounts

Debt Equity Revenue EBITDA EBIT

Funds from

operations

Adjusted 9,577.0 4,993.0 5,210.0 3,635.0 3,463.0 2,900.0

NOK--Norwegian krone.

Liquidity

Based on B2's likely sources and uses of cash over the next 12 months, we assess the group as having an adequate

liquidity profile. In our base-case scenario, we anticipate that sources of liquidity will remain above 1.2x for the next 12

months. Beyond that, the bond maturity in May 2024 could constrain liquidity by mid-year 2023 if not proactively

addressed.

Although B2 is a nonoperating holding company and does not generate any cash flows, we do not factor structural

subordination into our rating. This is because we do not perceive any material barriers to cash flows within the group

or any significant issues regarding the transfer of capital between the parent company and its subsidiaries. With B2's

joint venture investments, we consider actual cash distributions to B2 as part of its EBITDA. Although the Pimco

co-investment structure is fully consolidated, we note that liquidity within this structure is not directly available to B2.

This somewhat distorts the consolidated liquidity view we take below.

Principal liquidity sources over the 12 months
from Oct. 1, 2022, include:

Principal liquidity uses for the same period
include:

• A cash balance of about NOK1.4 billion, including

the unrestricted cash balance and short-term

deposits.

• The undrawn portion of the RCF, totaling about

NOK4.4 billion, which includes liquidity from the

Pimco SPV (about NOK770 million).

• Cash funds from operations of about NOK3.5 billion.

• The contracted sale of B2's Bulgarian subsidiary

with €48 million (about NOK500 million) of cash

expected in fourth-quarter 2022.

• Short-term debt maturities of about NOK1.1 billion

(May 2023).

• Some minor working capital outflows.

• Portfolio investments and other capital expenditure

of about to NOK3.4 billion, subject to market

conditions.

• Cash distributions of about NOK200

million-NOK220 million over the next two years.

Debt maturities
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Chart 2

Covenant Analysis

B2 is subject to maintenance covenants under its bond and RCF documentation. We expect it will remain compliant

with all covenants under our base case.

RCF covenants

• Equity ratio: greater than 25.0% (31% as of third-quarter 2022).

• Total loan-to-value ratio: less than 75% (68% as of third-quarter 2022).

Bond covenants

• Net interest coverage ratio: greater than 4.0x (7.5x as of second-quarter 2022).

• Leverage ratio: less than 4.0x (2.4x as of third-quarter 2022).

• Secured loan-to-value ratio: less than 65% (24% as of second-quarter 2022).
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Comparable Ratings Adjustment

We adjust our 'bb-' anchor down by one notch to arrive at our 'b+' stand-alone credit profile and 'B+' rating. This

reflects some relative weaknesses versus higher-rated peers regarding B2's liquidity and asset quality profile. B2

currently has sufficient liquidity, including the undrawn portion of the RCF, to repay the bond maturity in May 2023.

However, it still needs to present a refinancing solution for the May 2024 maturity. If access to funding markets

remains constrained, B2 might be reliant on its RCF banks through higher RCF capacity, leading to a more

concentrated funding and weaker liquidity profile. We also consider some remaining concerns around asset quality

compared to peers, predominantly in its secured book. We note the increasing volumes of real estate owned, largely

related to commercial real estate in central and eastern Europe. In our view, this increases revaluation risk should the

economic environment lead to real estate price reductions.

Issue Ratings--Recovery Analysis

Key analytical factors

• In our hypothetical scenario, we contemplate a default in 2026, reflecting a significant decline in cash flow because

of lost clients, difficult collection conditions, or greater competitive pressures, leading to the mispricing of portfolio

purchases.

• We use a discrete asset-valuation approach, in line with our approach for other debt purchasers with revenue

concentrated from own-debt collections.

• We consider €510 million of the multi-currency senior secured RCF, with a current volume of €610 million, as a

priority claim. We assume that the additional €100 million of the RCF that matures on Dec. 31, 2023, will not be

prolonged, given the current bond issuance and reduced need for an extension. Hence the facility won't be in place

in our simulated default year. The remaining €510 million matures in third-quarter 2025 and is planned to be

extended. We assume that 85% of the €510 million will be drawn.

• We think that B2 will use 70% of the assumed drawings for additional portfolio purchases and consider this amount

in our analysis. At Sept. 30, 2022, €244 million of the RCF was utilized (€389 million after the €145 million bond

repayment in October). However, we reduced the current drawings by €48 million of net proceeds from the sale of

the Bulgarian subsidiary in October and adjust for the extraordinarily high cash position.

• Given the carve-out of the secured portfolio (which remains fully consolidated) and its underlying nonrecourse

financing structure with Pimco, we exclude the carved-out assets from our analysis and do not consider the funding

received from Pimco on the debt side.

• We assume the company's portfolio of receivables would find a potential acquirer, albeit with a 25% haircut to the

carrying value.

• We also include B2's participation loan/notes as well as investments in associated companies and joint ventures

into the asset base, applying a 25% haircut.

Simulated default assumptions

• Year of default: 2026

• Jurisdiction: Norway
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Simplified waterfall

• Gross enterprise value at default: €706 million (equivalent to NOK8,162 million)

• Administrative costs: 5%

• Net enterprise value after administrative costs: €671 million (equivalent to NOK7,751 million)

• Prior ranking claims: About €450 million under the RCF.

• Senior unsecured debt claims: About €488 million

• Recovery expectations: 30%-50% (rounded estimate: 45%)

Note: Debt amounts include six months of accrued interest that we assume will be owed at default. Collateral value

includes asset pledges from obligors (after priority claims) plus equity pledges from nonobligors. We generally assume

usage of 85% for the cash flow and 60% for the asset-based lending RCFs at default.

Ratings Score Snapshot

Issuer Credit Rating: B+/Stable/--

Business risk: Fair

• Country risk: Intermediate

• Industry risk: Moderately high

• Competitive position: Fair

Financial risk: Aggressive

• Cash flow/Leverage: Aggressive

Anchor: bb-

Modifiers

• Diversification/Portfolio effect: Neutral (no impact)

• Capital structure: Neutral (no impact)

• Liquidity: Adequate (no impact)

• Financial policy: Neutral (no impact)

• Management and governance: Fair (no impact)

• Comparable rating analysis: Negative (-1 notch)

Stand-alone credit profile: b+
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Ratings Detail (As Of December 8, 2022)*

B2Holding ASA

Issuer Credit Rating B+/Stable/--

Senior Unsecured B+

Issuer Credit Ratings History

26-Oct-2022 B+/Stable/--

15-Nov-2021 B+/Positive/--

12-Feb-2021 B+/Stable/--

15-Apr-2020 B+/Negative/--

02-May-2018 BB-/Stable/--

Sovereign Rating

Norway AAA/Stable/A-1+

*Unless otherwise noted, all ratings in this report are global scale ratings. S&P Global Ratings’ credit ratings on the global scale are comparable

across countries. S&P Global Ratings’ credit ratings on a national scale are relative to obligors or obligations within that specific country. Issue and

debt ratings could include debt guaranteed by another entity, and rated debt that an entity guarantees.
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