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Eros International (EROS) versus GeoInvesting is not ending
just yet, even though the stock has bounced back since a steep
fall last week.
A new report submitted to Geoinvesting by FG Alpha (the
hedge fund run by Geoinvesting co-founder Dan David) warns
of a “very real liquidity crisis” at the distributor of Bollywood
movies, citing as evidence a ratings downgrade by S&P and the
company’s aborted bond offering of between $200 million and
$260 million.
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“We think the wheels are falling off at Eros,” the investing site
said March 16.
“Eros seems to be quickly approaching a wall of debt and
contractual obligations, and has not provided investors a clear
sense of how they intend to climb over it,” the firm said, adding
the company’s management had not addressed issues relating
to a revolving credit facility and its refinancing requirements.

Much has happened since the publication March 8 of a report
by GeoInvesting. The report did not reveal anything new but
merely cited allegations made in a class action suit that Eros
has been fighting since December 2015. It pointed out that an
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Indian filmmaker and Eros co-producer has accused the
company of funnelling” money to family members through
dummy production deals,” and went on to blame Eros’ financial
problems on the alleged fraud.
In a series of events, not all of them causally related, Eros
shares tanked by nearly 13% following the report, the company
pulled a bond offering to refinance debt and S&P downgraded
its debt ratings, besides putting Eros on “credit watch with
negative implications.”
Eros rebutted the allegations, calling the lawsuit without merit. It
seems to have worked because Eros shares have rebounded
and trade at near the levels before the brouhaha. In fact, on
March 16, trading volumes were unusually high at 672,605
shares, nearly double normal levels.
In its March 16 note, GeoInvesting pointed out that Eros has
cash of only $135.8 million, as of Dec. 31, while current
liabilities and off-balance sheet contractual obligations are
$434.3 million. Besides, a revolving credit line of $95 million
expires at the end of March.
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In the circumstances, the company’s claim of a “strong balance
sheet” is dubious, GeoInvesting contended.
“If the company had a healthy relationship with the provider of
their revolving facility, why not extend beyond 2 months and just
renew (the credit line)? The current terms on the revolving
credit facility are ‘LIBOR + 1.90% to 2.90% and mandatory cost’
versus the bond offering, which was initially launched at 8.25%,
according to GlobalCapital. Additional reports noted that the
offering failed to attract attention, and was pulled after widening
the final price guidance to 9%.”
The company has said it postponed the bond offering due to a
“recent change in credit market conditions,” not a lack of
interest by the market.
In announcing its ratings change, S&P said, “We understand
from Eros that it is currently in advanced stages with its
financiers to secure new facilities to refinance its maturities of
about USD 95 million due March 31, 2017.”
Clearly, the last word on the Eros saga may not have been said
yet.
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