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Eros: Continued Subsidiary Sales and
Expensive Debt Further Our Reasons for
Concern
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Last week, we released a report on GeoInvesting.com that highlighted what we believed to be some critical warnings
signs ahead of Eros International's (NYSE:EROS) upcoming annual report. Among other things, those warning
signs included the fact that Eros recently sold off or pledged over 23% of its stake in its primary Indian subsidiary.
Only hours after our report, Eros continued to validate our concerns.

Company Continues to Sell Stake in its Main Subsidiary
On Friday, Eros Worldwide FZ made a block sale on the open market of 1.244m shares of Eros International Media
Limited (“EIML”), representing 1.32% of the company (based on Eros’s July 7thfiling showing EIML had
94,450,278 shares outstanding). There are no public filings by the company reporting this sale that we were able to
locate. We found the details of the sale from NSE bulk deals data which shows the sale occurred Friday July 14th.

(Source: https://www.nseindia.com/products/content/equities/equities/bulk.htm)
We believe that the company could have, in fact, sold more than the 1.244 million shares in total on that day, but the
NSE only recorded that one particular block sale.

Eros May Have Just Lost Majority Voting Control in its
Operating Subsidiary
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This sale is significant as we believe it also means that for the first time, Eros, by our calculation, holds less than
50% of the voting rights of its EIML shares. As of the same July 7th filing above, Eros Worldwide held 27.31% of
the shares carrying voting rights. In addition, Eros Digital Private Limited held 23.18% of EIML for a combined
50.49% voting stake, as of that date. After this 1.32% sale on Friday, the company holds voting rights to only
49.17% of EIML, dipping below the 50% threshold for the first time.
For some context, as of the company’s last 20-F filing on page F-47, we see that it held 74.4% of the voting rights
for EIML. At the time, there were no share encumbrances, which we can see from EIML’s series of encumbrance
filings starting April 5th of this year which confirm that at the time “Nil” shares were encumbered. In short, by our
estimates, the company went from 74.4% total voting control in last year’s filing to Eros FZ’s voting control
dropping due to sales and encumbrances by a total of 25.23%.

Eros Just Issued New Senior Secured Debt Carrying a
13.75% Interest Rate
Additionally, we were able to locate details of Eros’s recent massive share pledge of 7.41% of EIML from 7/5/2017.
The pledge announcement stated that it was “Collateral for loan taken by the subsidiary company”.

On 7/13/2017, (last Thursday) several new filings popped up for Universal Power Systems Private Limited, a
subsidiary of EIML. The subsidiary borrowed 70 crore (700 million rupees) which corresponds to about $11.2
million USD. In exchange for the loan, shares of EIML were pledged in addition to other collateral of Universal
Power Systems Private Limited. The loan is senior secured bearing a current interest rate of 13.75% and is due in 20
months.
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Needless to say, 13.75% on a senior secured note is a rate that is no way indicative of confidence. It also likely
reflects the company’s need for new borrowings. Given that fresh senior debt is being issued at this rate, we believe
it also calls into question the viability of any plans for a low-rate revolving facility (for working capital or
refinancing purposes) or of any meaningful recovery on junior debt in case of an event of default.

How Much Time Can the Company Buy?
Since our note on EROS released in March of this year questioning the company’s liquidity, EROS appears to us to
have taken no meaningful steps to alleviate any of the concerns that we raised. In fact, the company has done just the
opposite, in our opinion, making almost the exact moves that a company in a liquidity crisis would be expected to
make.
We have seen this story before and we believe the record has to stop at some point. Right now, the question is only
how long the song and dance can last before EROS has tapped all of its possible resources for leverage. When it
reaches the end of that road, and if at that point the company is still not able to generate meaningful cash, things
could get ugly very quickly.
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The bond market is often looked at as the smart money on the street. With EROS pricing a senior secured note at a
13.75% interest-rate, the bond market has already made up its mind about how risky the company truly could be and
how much it needs capital. How long until the equity market realizes the same and reprices the stock accordingly?
Equity Disclosure: short EROS, at time of article
Additional Disclosure(s): Disclaimer You agree that you shall not republish or redistribute in any
medium any information contained in this report without our express written authorization. You
acknowledge that GeoInvesting nor FG Alpha are registered as an exchange, broker-dealer or investment
advisor under any federal or state securities laws, and that GeoInvesting nor FG Alpha have provided you
with any individualized investment advice or information. Nothing in this report should be construed to be
an offer or sale of any security. You should consult your financial advisor before making any investment
decision or engaging in any securities transaction as investing in any securities mentioned in the report
may or may not be suitable to you or for your particular circumstances. Unless otherwise noted and/or
explicitly disclosed, GeoInvesting, FG Alpha, its affiliates, and the third party information providers
providing content to the report may hold short positions, long positions or options in securities mentioned
in the report and related documents and otherwise may effect purchase or sale transactions in such
securities. GeoInvesting, FG Alpha, its affiliates, and the information providers make no warranties,
express or implied, as to the accuracy, adequacy or completeness of any of the information contained in
the report. All such materials are provided to you on an ‘as is’ basis, without any warranties as to
merchantability or fitness neither for a particular purpose or use nor with respect to the results which may
be obtained from the use of such materials. GeoInvesting, FG Alpha, its affiliates, and the information
providers shall have no responsibility or liability for any errors or omissions nor shall they be liable for any
damages, whether direct or indirect, special or consequential even if they have been advised of the
possibility of such damages. In no event shall the liability of GeoInvesting, FG Alpha, any of its affiliates,
or the information providers pursuant to any cause of action, whether in contract, tort, or otherwise
exceed the fee paid by you for access to such materials in the month in which such cause of action is
alleged to have arisen. Furthermore, GeoInvesting nor FG Alpha shall have no responsibility or liability for
delays or failures due to circumstances beyond its control. The research contained herein expresses
opinions which have been based upon generally available information, field research, inferences and
deductions through due diligence and our analytical process. To the best of our ability and belief, all
information contained herein is accurate and reliable, and has been obtained from public sources we
believe to be accurate and reliable, who are not insiders or connected persons of the stock covered
herein or who may otherwise owe any fiduciary duty or duty of confidentiality to the issuer. However, such
information is presented “as is,” without warranty of any kind, whether express or implied.

