17 May 2016

ENTERPRISE INNS (ETI): 89.75p
H1 Results — Analysts’ Meeting:

Group maintains strategy is right, execution on track...

Enterprise hosted a meeting for analysts following the release of its H1 results
for the 6mth period to end-March and our comments are set out below:

Chairman Robert Walker says the group is ‘very pleased with its
numbers’ and adds re implementation programme ‘we are exactly where
we want to be’.

LfL income in the leased & tenanted business, which for some time will
be by far the largest part of the group, is up by 1.8%. Pubs in the South
are up by 3.3%. The North & Midlands are approaching stability

The commercial estate now comprises 264 properties. Yields should
come down (and values rise). The group points to its current sale of 22
pubs for £20m, a yield of 6.7%

Enterprise has 75 managed pubs. This number will rise, over time, to
perhaps 800

Enterprise has guided to EBITDA of perhaps £85k from 2,400 leased &
tenanted pubs, £70k from 1,000 commercial properties and between
£90k and £200k from 800 managed houses

The above implies perhaps £360m from which (an expanded) head
office cost of c£44m should be deducted.

Depreciation could rise to perhaps £25m, interest is around £150m and
the resultant PBT (3-5yrs down the road) could be around £140m

Tax is c20%, there are around 503m shares in issue so EPS could be
around 22p
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Put this on anything like a ‘normal’ rating and Enterprise’s shares, if it able to execute, could
be worth say 220p to 264p in 3-5yrs time

Discount that back (say 4yrs at 10%) and you arrive at around double today’s share price.
And all the company needs to do is execute on plan

The implementation of the pubs code has been delayed from 26 May (a ridiculously short
changeover period) to an unspecified date.

But the MRO will come.

Here Enterprise has a sensible strategy and, with only 11% of its pubs subject to >10yrs of
outstanding lease (and only 9% between 5-10yrs), the group should be able to populate its
managed business from expired leases

Of course this may leave the lessee, the very person that the MRO was meant to benefit, out
in the cold (or taking a job as a manager) but there were always likely to be unintended
consequences.

Indeed ‘lease expiry’ is the next ‘event’ for c700 pubs. The group will have 200 ‘events’ this
financial year and 600 next

It is currently only spending capital on tenancies and managed units

Debt is £2.3bn, assets are worth £3.7bn.

The next refinancing of any size is the £350m bond due 2018. Enterprise is relaxed & will
commence negotiations re a refinancing in the near future

Langton Comment: If ‘all’ Enterprise needs to do is execute its plan in order to double the current
share price then, surely, job done?

Well not quite.

The strategy (for example terraform Mars) and the execution may be two very distinct things (and be
separated, in the example of Mars, by a few centuries) but, we would suggest, Enterprise’s strategy is
sensible, its execution is on track and its timeframe should be 3-5yrs.

But whenever analysts mention ‘estimates’, ‘net present values’ and ‘discount rates’ one should bear
in mind that there are a multitude of inputs, any one of which (or all of which) could be wrong.

If you change the discount rate to 20% (a bit high, we would suggest) then you get an NPV of maybe
116p — and slip it from 4yrs to 5yrs and up the discount rate to 25% and you get 79p but, as
mentioned above, GIGO.

However, we believe that Enterprise is more likely than not to get it right. As this will involve a shift to
managed and commercial units, there will not be a massive boost bot EBITDA but, we would contend,
the group’s multiple should react positively.

Nothing will happen overnight but, on the balance of probabilities, we would suggest that Enterprise’s
shares offer good value.
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