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Research Update:

Directory Publisher & Digital Services Provider
Hibu Midco Ltd. Assigned 'B-' Rating; Outlook
Stable

Overview

• Hibu Midco Ltd. (Hibu Group), a subsidiary of Hibu Group 2013 Ltd., is
now the guarantor of the group's new capital structure.

• We no longer view the group's capital structure as unsustainable and
believe the group will reduce debt to EBITDA.

• We are assigning our 'B—' long-term corporate credit rating to Hibu Group.
• The stable outlook on Hibu Group reflects our view that the group will
continue to post positive free operating cash flow to repay gradually its
cash pay debt.

Rating Action

On Sept. 9, 2016, S&P Global Ratings assigned its 'B-' long-term corporate
credit rating to directory publisher & digital services provider Hibu Midco
Ltd. (Hibu Group), a subsidiary of Hibu Group 2013 Ltd. The outlook is stable.

At the same time, we raised our long-term corporate credit rating on Hibu
Group Ltd. to 'B-' from 'CCC+' and then withdrew it. The outlook was stable at
the time of withdrawal.

We also assigned our 'B-' issue rating to the new multicurrency £300 million
senior secured term notes due 2021. The recovery rating on these notes is '4',
reflecting our expectation of recovery prospects in the lower half of the
30-50% range.

In addition, we assigned our 'CCC' issue rating to the multicurrency
subordinated payment-in-kind (PIK) term notes due 2065. The recovery rating on
these notes is '6', reflecting our expectation of negligible (0%-10%) recovery
in the event of a payment default. Both instruments are issued by OWL Finance
Plc and guarantee by Hibu Group.

Following the transaction, we are also withdrawing our issue and recovery
ratings on the existing £500 million (now amortized down to £150 million)
senior secured term notes and £920 million subordinated PIK term notes.
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Rationale

The rating on Hibu Group primarily reflects our view we no longer see the
group's capital structure as unsustainable. The current shareholders have
converted a large portion of the PIK loan into common equity, which we
estimate will reduce the group's S&P Global Ratings' adjusted debt to EBITDA
(leverage) to 3.0x-3.5x expected in fiscal year ending March 31, 2017, from
6.5x the previous year. We do not see the capital restructuring as tantamount
to a default given that the shareholders own the common equity, PIK loan, and
the cash pay debt. The new capital structure comprises a new multicurrency PIK
loan equivalent to £250 million, and a new cash pay debt equivalent to £300
million.

We assess, Hibu Group's financial risk profile as highly leveraged, despite
the relatively low level of adjusted leverage of between 3.0x and 3.5x that we
estimate over the next two years, along with solid free operating cash flow
(FOCF) generation. Our assessment is tempered by our view of the directory
publishing industry as highly volatile, reflecting the risk that Hibu Group's
capital structure could quickly become unsustainable if negative business
trends accelerate, leading to quick deterioration in earnings, cash flow, and
credit metrics.

Our assessment of Hibu Group's business risk profile as vulnerable reflects
the significant risk of a continued structural decline in the print and
digital directories sector, as well as increased competition within the online
marketing industry where the group is now focusing and expanding. However, we
recognize the group's fair geographic diversification, with 56% of the EBITDA
coming from the U.S. and 37% from the U.K.

The company is a publisher of print classified directories in the U.K. (Yellow
Pages), in the U.S. (Yellow Book), and in Spain (Paginas Amarillas), with an
online presence as well. Printing and digital directories activities create
more than 65% of revenues, which is, in our view, a declining business model.
Indeed, people finding, and gathering and sorting information has radically
evolved in the past few years, with the emergence of many online players. The
remaining 35% of the group's sales come from its digital solution offering to
small and midsize enterprises, which we view as positive but still subject to
high online competition. The ongoing cost-saving program allowed the company
to increase its profitability in the last two years, and we think management
will be able to maintain a stable EBITDA margin in the short to medium term.
However, in the long term, we believe margins will remain under pressure due
to Hibu Group's transition to the highly fragmented, intensely competitive,
and rapidly evolving online market. We believe that in its online business,
Hibu Group will have significantly less pricing power compared with its former
leading or incumbent positions in the traditional classified directories
business.

In our base case, we assume:
• U.S. GDP growth of 2.4% in 2017 and of 2.3% in 2018 and U.K. GDP growth
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of 0.9% in 2017 and of 1.0% in 2018, underpinning the demand for digital
services.

• A high single-digit decline revenues in fiscal 2017 and mid to high
single-digit declines thereafter owing to weakening demand in the
printing and digital directories businesses.

• A decline in the adjusted EBITDA margin to 22% in the 2017 and 2018
fiscal years from 24% in fiscal 2016 after restructuring costs and
capitalized development costs. We estimate that Hibu Group will generate
adjusted EBITDA of £165 million-£170 million in fiscal 2017, compared
with £189 million in fiscal 2016.

• Working capital inflow of about £18 million in fiscal 2017, because of
the revenue decline in printing and tight control of cash collection.

• Capital expenditures (capex) of about £14 million annually.

Based on these assumptions, we arrive at the following credit measures:
• Adjusted leverage of between 3.0x and 3.5x in fiscal 2017 and about 3.0x
in fiscal 2018.

• Adjusted EBITDA to interest coverage of 3.5x-4.0x in 2017 and 2018 fiscal
years.

• Positive free operating cash of about £120 million-£130 million in fiscal
2017 and about £110 million-£120 million in fiscal 2018.

Liquidity

We assess Hibu Group's liquidity as adequate. This reflects our view that the
group's sources of liquidity will cover its uses by more than 1.2x for the 12
months from June 30, 2016. Our liquidity assessment also factors in our view
that the company may not be able to face low-probability, high-impact
adversities without refinancing, and its access to capital markets is limited.

Under our base case, we calculate the following principal liquidity sources
for the 12 months from Sept. 30, 2016:
• A cash balance of about £57.9 million;
• Reported funds from operations of between £120 million and £125 million;
and

• About £9 million of working capital inflow, which is lower than the
previous fiscal year.

Under our base case, we calculate the following principal liquidity for the
same period:
• About £14 million of capex; and
• Debt repayment of about £80 million using excess cash from the cash sweep
mechanism.

Outlook

The stable outlook on Hibu Group reflects our expectation that the company
will maintain adequate liquidity over the next 12 months thanks to positive
and stable FOCF, an absence of short-term maturities, and adequate covenant
headroom.
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Downside scenario

We could lower the rating if we see a prolonged deterioration in the group's
EBITDA beyond our expectation, resulting in downward pressure on FOCF and
leading to an unsustainable capital structure. We would also view liquidity
deterioration and increasing risk of debt restructuring that we would view as
tantamount to default as drivers for a downgrade.

Upside scenario

We consider an upgrade as remote, and believe that any positive rating action
will hinge on strengthening of the group's business risk profile and
sustainable improvement in earnings and credit metrics.

Ratings Score Snapshot

Corporate Credit Rating: B-/Stable/--

Business risk: Vulnerable
• Country risk: Low
• Industry risk: Intermediate
• Competitive position: Vulnerable

Financial risk: Highly leveraged
• Cash flow/Leverage: Highly leveraged

Anchor: b-

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 ratings analysis: Neutral (no impact)

Stand-alone credit profile: b-

Recovery Analysis

Key analytical factors

• The £300 million senior secured term notes are rated 'B-' with a recovery
rating of '4'. The recovery rating is supported by the lack of
prior-ranking debt, but constrained by weak security package, given the
asset-light nature of the business. The recovery prospects are in the
lower half of the 30%-50% range.

• The £250 million subordinated PIK term notes have an issue rating of
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'CCC' and a recovery rating of '6'. The recovery rating reflects the
notes' subordination to senior secured term notes.

• Under our default scenario, we assume increased competition from online
marketing channels and inability to timely adjust cost base to
accommodate the continuous structural decline in printed directories.

• We value Hibu Group via a discrete asset valuation, since we assume that
the group would be liquidated rather than sold as a going concern in a
default scenario.

• In addition, we note that the inter-creditor agreement states that about
4% of the proceeds from each entity would be allocated to pension
obligations.

• Hibu Group's refinancing includes the issuance of £550 million new notes
(£300 million senior secured term notes and £250 million subordinated PIK
notes). The proceeds of the new issuance will refinance an existing
senior secured term loan of £150 million and £1,075 million of a
subordinated PIK loan and £675 million of the PIK loan will be converted
into equity.

• Following the transaction, we are withdrawing our issue and recovery
ratings on the existing £500 million (now amortized down to £150 million)
senior secured term loan and £920 million subordinated PIK term loan.

Simulated default assumptions

• Year of default: 2018
• Jurisdiction: U.K.

Simplified waterfall

• Gross enterprise value at default: £123 million
• Administrative costs: £6 million
• Net value available to creditors: £117 million
• Priority debt claims: £1 million [1] [2]
• Senior secured debt claims: £316 million [1]
• Recovery expectation: 30%-50% (lower half of the range)
• Subordinated debt claims: £259 million
• Recovery expectation: 0%-10%

[1] All debt amounts include six months' prepetition interest.
[2] Includes: Finance lease

Related Criteria And Research

Related Criteria

• Group Rating Methodology - November 19, 2013
• Recovery: Revised Revolver Usage Assumptions For Recovery Analysis In
Corporate Ratings - November 20, 2014

• The Treatment Of Non-Common Equity Financing In Nonfinancial Corporate
Entities - April 29, 2014

• Methodology And Assumptions: Liquidity Descriptors For Global Corporate
Issuers - December 16, 2014

• Key Credit Factors For The Media And Entertainment Industry - December
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24, 2013
• Corporate Methodology: Ratios And Adjustments - November 19, 2013
• Corporate Methodology - November 19, 2013
• Management And Governance Credit Factors For Corporate Entities And
Insurers - November 13, 2012

• Criteria Guidelines For Recovery Ratings On Global Industrials Issuers'
Speculative-Grade Debt - August 10, 2009

• Criteria For Assigning 'CCC+', 'CCC', 'CCC-', And 'CC' Ratings - October
01, 2012

Ratings List

New Rating

Hibu Midco Limited
Corporate Credit Rating B-/Stable/--

OWL Finance Plc
Senior Secured[1] B-
Recovery Rating 4L

Secured Subordinated Debt[1] CCC
Recovery Rating 6

Upgraded; Subsequently Withdrawn
Final To From

Hibu Group 2013 Ltd.
Corporate Credit Rating NR B-/Stable/-- CCC+/Stable/--

Not Rated Action
To From

YHL Ltd.
Senior Secured NR CCC+
Recovery Rating NR 4H
Subordinated[2] NR CCC-
Recovery Rating NR 6

hibu Connect S.A
Senior Secured[2] NR CCC+
Recovery Rating NR 4H

[1] Guaranteed by Hibu Midco Ltd.
[2] Guaranteed by Hibu Group 2013 Ltd.

NR--Not rated.
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Additional Contact:

Industrial Ratings Europe; Corporate_Admin_London@spglobal.com

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. Complete ratings information is available to subscribers of
RatingsDirect at www.globalcreditportal.com and at spcapitaliq.com. All
ratings affected by this rating action can be found on the 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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