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Yellow Pages Group
Alternative Restructuring Proposal
The 51% Solution
Introduction
The Yellow Pages Group (YPG) is very profitable.  The 2nd quarter generated  revenues of $286.5 million, an EBITDA of $145.2 million, and an EBITDA margin of 50.7%.  The 2nd quarter earnings were $67.6 million. The annual free cash flow is over $200 million.  The enterprise value is estimated at $2.4 Billion per the YPG fact sheet.
With the expected restructuring, the preferred share dividends were suspended by YPG even though the company possessed the financial capability to pay them. Otherwise, the company has met all other financial obligations to date.  Preferred share dividends continue to be accrued by YPG.
YPG has initiated a restructuring plan that is designed to significantly reduce its debt, reduce its cost, and set the stage for the company to have the funds to execute its business plan.

The YPG Plan calls for a reverse spit of the common shares set at .5 new common share plus .28571 warrants for each 100 old shares, which virtually makes them worthless.  For 20,000 old shares, the investor will received 100
new common shares plus 57 warrants.  At $31.67 for the new common share base price, this amounts to $3,200 or 16c per old common share.  The investor may have invested $120,000 ($6.00/share) or more for the investment.
The preferred shares are assigned a value of $2.00 for each $25.00 preferred share, less than 10% of the issue price.  For every 100 preferred shares, 6.25 new common shares plus 3.57143 warrants will be issued.  In addition, all dividend arrears will be eliminated, not paid.
The debentures are valued at only 2% of the issue price, where the security is very similar to a bond, only they have a convertible feature. For every $100 debenture, .625 common shares plus .35714 warrants will be issued.
The plan put forth by Yellow Pages Group is faulty, in that it takes a scorched earth approach.  The bondholders and the banking syndicate take 82.5% of the company whereas all other stakeholders share the remaining 17.5%.
Most stakeholders, including the banking syndicate, are OPPOSED to the YPG restructuring plan.
There are many investors who do not believe a restructuring is required whatsoever, that a refinancing plan is what is required.  The 2nd quarter earnings may provide evidence to support this view.

The big question is why do restructuring plans always wipe out the other stakeholders, especially the common shareholder, when it’s not necessary?
The premise for the “51% Solution” alternative proposal is very simple… to implement a true restructuring plan that allows the company to grow, and consequently each stakeholder will have the opportunity to recover their investment plus a fair return.
Stakeholders Objectives
Yellow Pages Group

- to significantly reduce debt

- to provide more cash resources to implement their business plan

- to reduce costs such as interest

- to reduce dividend payouts
- to increase cash flow

- to improve the credit worthiness for access to the capital markets

- to build shareholder value

- to improve the capability of meeting all its debt obligations

- to reduce/eliminate all debt over time
Bondholders 
- to preserve their capital / value on the capital markets
- to provide them with an acceptable balanced risk/rate of return
- to provide them with a source of income

- to recover their investment when due

Lenders

- to preserve their capital on loan

- to provide them with an acceptable balanced risk/rate of return
- to expect repayment in a timely manner per the contract terms

Debentureholders / Preferred Shareholders
- to preserve their capital and value on the capital markets

- to provide them with an acceptable balanced risk/rate of return
- to provide them with a source of income

- to provide them with assurance of repayment / exit strategy

Common Shareholders
- to provide them with an acceptable balanced risk/rate of return
- to provide them with a source of income

- to provide them with the potential to grow and profit since they are taking the biggest risk of all the other stakeholders
- to make the shares more attractive in the investment market

The “51% Solution” Plan
This alternative plan, let’s call it the “51% Solution”, does just that.  It begins by allocating the bondholders approximately 51% of the initial common share base (versus 82.5% in the YPG plan) in exchange for surrendering $500 million, representing 36% of the bond debt.  The remaining 49% of the common share base will be allocated amongst the remaining stakeholders.  

The debenture holders and the preferred shareholders are initially issued 50% of the issue price of their investments, in alternate securities, including 10 year warrants.  
Execution will be as follows:

Lenders

The NRT (Non Revolving Tranche) payments should be maintained until the contract expires in Feb 2013.  To maximize the cash flow for YPG, it is recommended the $25 million quarterly NRT payments be continued beyond the contract date with a negotiated extension.
The Revolving credit facility, it is recommended the cash on hand at YPG be used to repay the $239 million that was drawn down in February 2012, either as part of the restructuring or when the contract expires in February.  The restrictive covenants of the Credit Facility should be removed.
As the restructuring should put YPG into a solid financial position, it is recommended the Revolving Credit Facility continue to be made available to YPG.  The terms should be similar to that of a healthy corporation with a decent credit position.

Bonds (MTN’s)
Bondholders will surrender $500 million in MTN’s in exchange for 40 million common shares at a value of $12.50 each.  $12.50 will be the base value for the common shares and common share warrants.  The mechanics of execution can be similar to that of the YPG plan. 

Note, if a secured status is required, then the interest rate should be significantly LESS than that proposed under the YPG plan to reflect the secured status.  The interest rate of 9% is still high, but if unsecured, it would be acceptable IF the bondholders concede a priority security status to the banks for the credit facility. 

Debentures

The existing $200 million in Convertible Debentures will be eliminated.  In exchange, the debenture holders will receive $50 million in new Rate Reset Preferred shares (similar to Series 5) with a $25.00 issue price and 4 million new common shares at a value of $12.50 each ($50 million), plus warrants.
Each $100 debenture will be assigned:

1 x $25 rate reset preferred share
2 x $12.50 new common shares

.5 common share warrants with a $12.50 strike price

Preferred Shares (cumulative)
Currently there are 5 series of preferred shares totalling approximately 29.2 million shares, with an issue price of $25… total value is $731 million. Series 1 and 2 preferred shares are convertible into common, with the other series being rate reset type shares.  $498 net of preferred shares will be eliminated.
There are 2 possible courses of action.  Convert Series 1 and Series 2 preferred shares into common shares, and then do the recapitalization, or carry these 2 series into the recapitalization.  Both series are convertible into common shares at 12.5 old common shares per preferred share.  The final outcome does not materially affect the total new common share count, but will materially affect the numbers of warrants if those preferred shares are converted into common shares.
If the convertible preferred shares are converted to common prior to the recapitalization, then the number of outstanding preferred shares will drop from approximately 29.2 million to 13.1 million preferred shares.

Regardless of which option is selected, each 100 preferred shares will be assigned:
25 x $25 new rate reset, cumulative preferred shares

50 x $12.50 new common shares

12.5 common share warrants with a strike price of $12.50
Common Shares

There are approximately 520 million common shares outstanding.  If the convertible preferred shares are converted prior to the recapitalization, then the total share count will be 721.25 million approximately.  The starting value of each original common share will be the equivalent of 48c per share versus the current trading share price of 6c.
For every 26 old common shares, the following will be assigned:

1 new common share at $12.50 plus

1 new common share purchase warrant with a strike price of $12.50
Security Structure Post Recapitalization
The following securities will be issued as a result of this recapitalization plan:

Assumption:  No preferred share conversion

- MTN’s


$905 million


- Debentures

$0




- Preferred shares
$232.8 million

- Common shares

78.6 million



- Warrants (10 yr)
24.7 million

with $12.50 strike price


Assumption:  Series 1 and 2 preferred shares are converted to common

- MTN’s


$905 million

- Debentures

$0

- Preferred shares
$132.1 million 


- Common shares 
78.3 million


- Warrants (10 yr)
30.4 million

with $12.50 strike price


Results of the “51% Solution”
	
	Before
	After
	Net

	Debt

 - MTN’s

 - Lenders

 - Debentures

 - Total debt

	$1,405 million

$369 million

$200 million

$1,974 million
	$905 million

$130 million

$0

$1,035 million
	Down $500 million

Repaid $239 million

Down $200 million

$939 million eliminated

	Preferred shares
  (no conversion)
	$731.6 million
	$232.8 million 
	$498.2 million reduction

	Preferred shares

(if Series 1 & 2 is                converted)
	$328.5 million
	$132.1 million 
	$498.2 million reduction including amount for converted preferred shares

	Interest Expense
  Per annum

	$120 million
	$81.6 million
(assumes 9% rate)
	$38.4 million annual reduction

	Dividends

 - preferred

 - common

	(before suspension)

$40.5 million

$78 million (15c)
	(assumes conversion)
$9.1 million

$31.3 (15c/shr)
	Down $31.4 million

Down $46.7 million

	# Common shares

	520 million
	78.6 million
40.0 – to MTN

  4.0 – to deb’s 

14.6 – to preferred

20.0 – to common
	Percentage ownership
50.88% + 0    Wts

  5.09% + 1.0 M wts

18.60% + 3.7 M wts  

25.44% + 20  M wts

	# Preferred shares

- no conversions (1&2)

- convert Ser 1 & 2


	29.2 million
	9.3 M new prefs or
5.3 M new prefs
	19.9 million reduction or
23.9 million reduction


Other Benefits
The higher number of shares in the “51% Solution” plan will provide greater liquidity than the YPG plan.  Most of the common shares in the YPG plan will be held by institutional investors at the outset.  A significant number of common shares issued by the “51% Solution” plan will be held by retail investors with a much smaller institutional base.
The higher number of warrants in the “51% Solution” plan will add $300 million or more to the corporate treasury.  
Stakeholder Investment Valuation 
For the 2nd quarter, Yellow Pages Group earned $67.7 million, $270.8 million annualized.  Using 78.6 million new common shares, the EPS = $3.45.

The table below, displays the value each original security will be worth at various common share trading prices with the corresponding EPS multiple.  

At $25, which is twice the new common share issue price, the preferred share and the debentures would be worth approximately 80% of their original issue price.  

At $35, the preferred shares and debentures would be profitable at 10 x EPS.
Notice, the MTN-exchanged debt is increasingly profitable when the shares trade above the issue price at a lowly 3.6 x EPS.

	Share Trading Price

	Original Security
	$12.50

3.6 x EPS
	$17.50
5.1 x EPS
	$25.00

7.3 x EPS
	$35.00
10.2 x EPS

	Common (520M)

	$0.48
	$0.87
	$1.44
	$2.21

	Preferred  / $25


	$12.50
	$15.63
	$20.31
	$26.56

	Debentures /$100


	$50.00
	$62.50
	$81.25
	$106.24

	MTN’s /$1000 surrendered

	$1000
	$1400
	$2000
	$2800


Examples of corporations at trade at multiple of 10x EPS or more:

TransCanada Corp (TRP)
22.78

EPS:
$1.98

BCE Inc. (BCE)


14.00

EPS:
$3.19

Bank of Montreal (BMO)
10.30

EPS:
$5.60


Toronto Dominion Bank (TD)
11.96

EPS:
$6.76
Common Share Comparison
Regardless of the restructuring plan, it would be difficult for a common shareholder to recover the full value if the shares are higher priced.  The goal is to maximize the value to the common shareholder.

The chart below compares the effect of the “51% Solution” to the YPG restructuring plan on the common shareholder.  A base of 20,000 old common shares will be used in the comparison

	YPG Plan
	51% Solution

	Reverse split ratio
	200:1
	26:1

	New common shares issued
	100
	769

	Warrants issued
	57
	769

	Base share price used
	$31.67
	$12.50

	Base value for shares
	$3,167.00
	$9,612.50

	
	
	

	EBITDA / share
	$23.20
	$7.38

	Trading price at 

4.5 x EBITDA / Share
	$104.40
	$33.20

	Investment valuation at 4.5x *
   Shares

   Warrants
	$10,440.00

$  5,950.00
	$25,538.00

$15,924.00

	Total valuation
	$16,390.00
	$41,462.00

	Value per OLD common share
	$0.82
	$2.07


* 4.5x EBITDA for YPG represents 10.2 EPS multiple
Goal Commentary

The “51% Solution” achieves substantially all the goals of what a restructuring should do.  The common shareholder has an opportunity to recover a significant percentage of their investment, maybe all of it if they hold it long enough.  Preferred and Debenture stakeholders have the opportunity to preserve their capital investment, and even make a profit at an EPS of 10 x annualized earnings.  

The MTN group, is very profitable on the debt they surrender for common equity at any share price above the ‘issue’ price of $12.50, and they will hold 51% of the common share base, excluding warrants.
The Lenders achieve their primary goal of repayment of the Revolving Credit Facility that was drawn-down in February 2012.  The NRT can be repaid when it comes due in February 2013.  Since YPG would be on ‘sound’ financial footing, the Lenders have an opportunity to safely extend new credit facilities to YPG.
YPG as a company will be a big winner.  The restructuring can be completed by year’s end.  All other stakeholders should be satisfied with the “51% Solution” and vote overwhelmingly for it. This should bring peace between YPG and the investment community, thus reducing court challenges and legal costs.  48% of total debt is eliminated.
YPG’s remaining debt will be $905 million on this restructuring after the NRT is repaid.  The new preferred share capital will be between $132.5 million and $232.8 million as permanent equity (cumulative, rate reset preferred shares) depending whether conversion occurs on the convertible preferred shares.  

The convertible preferred share investor should have a choice to convert or not convert their preferred shares, but they will benefit either way at an EPS multiple of 10.
The 24 million to 30 million warrants can provide YPG with $300 million to $360 million of new cash to the corporate treasury.  It is anticipated investors will begin exercising the warrants when the share price reaches $25, which is twice the base price used for the restructuring.
YPG will have the capacity to borrow on the capital markets again, if required, and implement their business plan.  
It is suggested the dividend arrears be paid on ALL preferred shares which will go a long way to quickly restoring the credit worthiness of YPG and eliminate any perception of a default.  
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