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14% Dividend Darling Stock 4?7 A Fairytale or Nightmare?

Description

In the news

Mote holders slam Rickmers' proposal, Business News &
g Top Stories
Tha = Timea - 3 daye aoo

okding Rickmers Maritime noles bl oul yeslerday afler the irusls

Rickmers Maritime note holders are not happy with their latest debt refinancing proposal,
but they dona??t really have much of a choice but to go along now, do they?

In January this year, a 14.3% high-yielding dividend stock caught my eye &4?? Rickmers Maritime.

| was tempted to buy it, but-decided not to after spending some time studying the company and its
business. While the yield was.indeed attractive, there were too many red flags that | didn&a??t feel
comfortable with. It then inspired me to write down.my thoughts in this article, where | specifically
explained why | decided to stay away from Rickmers(as well as other high-dividend yielding stocks).
Other than looking at dividend yield, we also need to question if-the dividend yield is
sustainable. In the case of Rickmers, | highly doubted that they would have enough money to continue
such payouts.

This Is What Could Happen If You Buy High Dividend Stocks Now

EVADEARRY' ¥

" DIVIDEND DISASTER
(INONEEASY MOVEP

passiva income year-after-year with minkmal effort

W typically rifar 10 thim &S dividend imastions. Many of Faisd aftar sbocks yielding high dvidends

epeialhy wihen U rales are rmuch higher than the intenes ed by your bank or fixed deposits

It is sasy o sae why Imagine f you boeght 50,000 shares of Rackmens Marilime at $0.205 for a total of

$10,250 [excluding brokerage fees)l. Al & dividend yeakd of 14.3%, you wodld be getting 51,466 back avery
year = within T yaars of holding the stock, you would have samed back the cost of your vestment from
juest tha dividends alona. In obher words, you would "braak ewven® atter tha 7th yoar, &5 ewery yeary

dividand payout thensafter would b pune profit in your pocionts

Well, | was proven right when Rickmers suspended dividends shortly after. But in April this year, the
stock rebounded spectacularly by 30%, prompting some traders to chase after the attractive profits.
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O @ www.businesstimes.com.sg/stocks/hot-stock-rickmers-maritime-soars-more-than-30-prompting-sgx-qi

Hot stock: Rickmers Maritime soars more than 30%,
prompting SGX query

By Angela Tan  angelat@sph.com.sg

MORE

Singapore's rough week
for shipping foreshadows
challenging 2017

Rickmers Maritime seeks
restructuring as debt woes

mount

Corporate digest

Rickmers Trust manapger _'{
says not aware of reason 1
for trading surge

Rickmers Maritime surge
prompts query from SGX

Daily Debrief: What Soeren Andersen, CEO of Rickmers Maritime. PHOTO: THE BUSINESS TIMES
Happened Today

Those who werena??t lucky enough to get out in time are sitting on 50% losses today.

Aside from the shares, there were investors who were similarly lured by high returns and bought
Rickmers bonds. Unfortunately, Rickmers has just admitted that they are not able to pay the interest
and principal on their US$179 million senior debt due March 2017. Management is now proposing an
exchange of the existing principal amount of notes and interest with a NEW unsecured S$28 million
fixed rate step-up perpetual convertible securities.

Dona??t worry if you didna??t understand that. | didna??t catch any ball either.
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Proposed Debt Exchange - Structure

5$100m 8.45% Notes due May 2017

Debt exchange for New Securities
‘ via a Consent Solicitation Exercise

New Securities: 5528m Fixed Rate Step-up

Perpetual Convertible Securities

* Fixed rate step-up perpetual bond: 5$28m
* HNov 2016 -= Mov 2019: 3.88%
*  HNov 2019 - Nov 2020: 4.76%
« Nov 2020 - Nov 2021: 5.64%
* HNov 2021 =Nov 2022: 6.52%
«  HNov 2022 - Nov 2023: T.40%
*  From Nov 2023: B

= Convertible into ~20% of existing units
outstanding: Estimated option value of (
5412m*

-

-

Driven by what the Trust's balance sheet can
support

Sustainable step-up coupon rates

Accepted within US$260.2m new facility from
senior lenders; removal of silo structure allows
caupons on New Securities

Principal on perpetual securities not due unless
interest coupon is not made - senior lenders
incentivised to ensure coupons are paid

Provides equity upside

= Moexpiry of conversion option
=Jradable bnits offer alternative exit to bond

Overall value: S$40m

*Based on Binomial and Black-"5choles valuation models

At a minimum of 3.88% and 8.28% returns, this new perpetual convertible securities is more attractive
than most saving plans or investment options out there today. 1&??m waiting to see who else are going

to buy into this.

Basically, when companies need to borrow money, most would first borrow from the banks. Other ways
to raise more money is to issue new shares, bonds, perpetual bonds, convertible bonds, etc. What
Rickmers is now proposing is a hybrid security of these.

If youa??re a bond holder, you have two options now &?? either accept the exchange, or not and watch
the company potentially go into liquidation. If the latter happens, youa??re going to lose your entire

capital. What would you choose?
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- LTE L
Background - Assets and Liabilities RARITIRE
o=
Likely losses In a liquidation %
Senior lenders = Secured 50=-65%
Balance Sheet as of 30 June 2016
MTN holders 100%
_ [3h UStII L) 2 m——mmmmmmm———— Unitholders 100%
Cash US4$23.1m Market Cap i

1
__ Usssme_ 1

fiher abliities -
U5%5,8m 1

Post-restructuring
Liabilities

I Other Unsecured

,! Us§10.4m

]
1
1
Vessels and o No liguidation
cash-silos e
|
pledged to T m
senlor lenders US4640.5m

senior Debt Cash managed

Uss280.9m within three-
: _ silo structure: No No silo
A 1 payments restrictions:
Distressed liguidation \ passible to MTN = allows coupon
estimated at max 50% % | holders) payment ta

perpetual bond

of senior debt

e -

Assets Liabilities and
unitholders" funds

Note: Bars not drawn to scale  *Market capitalisation declined by over 80% since IPO

My friend Kyith explained that 4??in a liquidation, the senior lenders get their first dip on what is left,
after selling their assets; then the junior lenders; then the preferential shares holders; then the equities
holdersa?e.

You basically dona??t really have much of a choice, do you?

Now, going by book value, it does seem like Rickmers is under-valued at the moment, as their assets
are gauged to be worth almost 10 times of the current stock price. However, this provides a false
sense of security. As investors, we need to look into whether these valuations are reliable.
Rickmersa?? ships are valued at their purchase price (at 2006 highs) whereas the same ships are
unlikely to fetch the same selling price today.

Remember that if youé??re looking at book value, you should be evaluating based on what the
company is worth if you sell off all its assets tomorrow. Imagine if you had bought your condo at
the property up-market at $1.5 million, but today in the down-market, buyers are only willing to pay a
maximum of $1 million.

So should your condo be valued at $1.5 million still (your purchase price), or a more depressing $1
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million (what youa??ll fetch if you sell now)?

Proposed Debt Exchange - Value Proposition

RICKME
MARITIME
=SS

Total value of New Securities amounts to 5$40m
= Value of perpetual coupons; S528m 1.

= Value of conversion option: Estimated 5§12m* at
unit price of 550.07

Walua 35'm
£

How can Noteholders realise value?
Sell New Securities at market (green line)

2. Convert into equity as an exit option
{Initial Fixed Conversion Price of S$0.16)

3. Keep Mew Securities and earn coupons in
perpetuity

Indicative Value of New Securities

L 4

par 1

Value of New Securities should reflect
value of coupons and conversion
option value, providing equity upside

Value of New Securities

(if not converted)
and recovery potential

Value of perpetual

=m0 T > coupons acts as floor

L o T o Tl to New Securities

(Full conversion equals 55 28m)
Unit Price 55

*Based on Binomial and Black-%choles valuation models

0.150 O.Z00 0.250 0.300 0.350
L

0050 D.10d

Rickmers is offering new buyers an option to escape a?? you can convert into shares as an exit option,
and they use a target price of $0.16.

Todaya??s share price is $0.056. | doubt it will jump by 300%, but | may be wrong. You have to decide
for yourself if this target is realistic.

So why is Rickmers doing this? The answer is simple &?? they have no choice. Take a look at this.

Proposed Debt Exchange - Explanations

RICKMERS
MARITIME

L

Why not raise
equity?

Markets are closed to us
Needs going-concern status

Why only 20%
conversion?

Why no sponsor
support?

Why conversion?
Why step-up
coupon?

Why not paying

Approved at April 2016°s AGM {supported by Rickmers Holding; would not have passed
otherwise); Over 20% conversion would require an EGM, outcome of which is uncertain
Unitholders have lost 95% of their investment since IPO

Rickmers Holding is a shipping company and is also affected by market conditions
Their unsecured debt trades at a significant discount to par

Both features attempt to deliver maximum value to Noteholders
Aligns all stakeholders' interests

Limited rash

coupon on MTNs
iRy 20167

Why perpetual?

Several vessels unemployed and underemployed, resulting in cash burn

Footer Tagline
Recognises inability of the Trust to repay unsecured debt going forward
Imrraacoe saaliiea AF imcama ctroam tnoathar wiith antinn faatiira fdoraom liana im clida 19 %
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Read my friend Kyitha??s takeaway on this here as well. Some of the images here have been
reproduced from his original screenshots with permission.

I dona??t know about you, but 1&4??m sure glad | stayed away from this stock, and will continue to stay
away for now. But ita??Il be interesting to monitor this case moving forward to see what other new
lessons we might learn without getting burnt.

With love,
Budget Babe
Category

1. Investing
2. Stocks
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