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PUNCH TAVERNS (PUB): 10.5p
Update — Debt for Equity swap proposed

Proposals would have equity diluted 6:1 without recourse to a
Rights Issue, placing to 7 pre-selected shareholders at 75%
discount

Punch Taverns yesterday released the proposals of seven of its junior bond and
major equity holders and our further comments are set out below:

Seven of Punch Taverns’ largest equity and junior bondholders have
proposed that they undertake a partial debt-for-equity swap and receive
new equity via a placing

The proposals see various tranches of the group’s junior bonds:
o Partially cashed out at discounts of between 0% and 88% to par

o Partially rolled over into new debt instruments at discounts of
between 0% and 88% to par

o Partially swapped for equity at the discounts mentioned above at
an equity price of 7.6p, a 48% discount to Friday’s closing price

In addition the seven investors named in Punch’s RNS yesterday are
proposing that they be issued 1.31bn new ordinary shares at 3.8p per
share, a 74% discount to Friday’s closing price

There is no suggestion of a Rights issue and existing equity would be
diluted down to 15% of the shares in issue going forward

The seven investors comprise Alchemy Partners, Avenue Europe,
Angelo Gordon, Glenview Capital, Luxor Capital, Oaktree Capital and
Warwick Capital
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The seven named investors have a majority of a number of tranches of junior debt and
comprise more than 50% of Punch’s ordinary shares in issue

To progress, the proposals need 1) the agreement of the ABI, 2) 75% equity approval and 3)
an extension of the condition within the debt waiver that a refinancing be launched by end-
June

The management has yet to decide whether or not it should recommend the proposals and
the group says ‘any decision by the Board to recommend a proposal involving dilution of
existing shareholders would need to be carefully considered in terms of the value which it
represents for existing shareholders’

The ABI, one would imagine, may be pleased that the junior bondholders and equity are
fighting it out between them

The Realpolitik of the situation may be that the seven investors are able to secure a 75%
majority of the ordinaries voting

However, this is by no means certain; independent investors may baulk at the suggestion that
a (bare) majority of the ordinary shareholders award themselves the majority of the company
at a 74% discount with no Rights element

The Board is in a tough spot

We need or should expect to hear from the ABI and the Board

The former may be agreeable (provided no value is lost to the senior bondholders) but the
Board must decide whether to recommend the seven investors’ proposals or to push on with
its own ideas

Deal fatigue may well become a feature but, as trading is improving and one would imagine a
little capital spending will go a long way across the Punch estate, there is a lot to play for

Langton Comment: Securitisations were never meant to be unpicked and, as that is what is now
required to happen at Punch, the situation is complicated to say the least.

But that doesn’t mean that, whilst there may be few if any precedents, there aren’t rules. With that in
mind, it would appear as though the 48% or 49% of equity that is not represented by the seven
shareholders above, looks to be getting a raw deal.

One would expect a placing to be transacted near to the screen price (before any undermining
statements such as the one made yesterday) and any discounted share issue to be enacted via a
Rights Issue.

A debt for equity swap at a share price of say 12p, a placing of £12m worth of equity also at 12p and
3 for 2 Rights Issue of 1bn shares at 3.8p would achieve much the same as that being proposed
above.

But it would leave existing equity holders owning 20% of the company if they did not take up their
Rights and 50% of it if they did.
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