
         

First Impression - Latecoere, Egide, flirting with 
innovative financing  

a) Two French industrial companies: Aviation Latecoere (LAEP.PA/LAT FP; 10.05€) and Egide (EGID.PA/GID FP; 3.10€) 
are very coincidentally holding extraordinary shareholders' meetings next week (respectively on July 15th in Toulouse, 
and on July 16th in Trappes-78) for very coincidental reasons: getting new financing from innovative investors. Moreover, both 
of those meetings are second extraordinary shareholders' meetings, since the first ones suffered adjournments, not meeting 
quorum requirements. No need to say that in such second meetings decisions can be made more easily thanks to lowered 
quorum requirements, and no need to say that in both cases, those board initiated transactions on the table imply huge 
changes for the companies.  

b) An aerostructures provider, working for Airbus and Boeing, Latecoere has been suffering for years from a clunky 
balance sheet, overloaded by a heavy working capital requirement and financial debt (on that matter, a "commentaire boursier" in 
French is available on http://www.olier-etudes-recherche.fr). In other words, last year Latecoere had a turnover of € 664m with a 
5.6% operating margin, which sounds quite good, but had to mobilize € 310m in net debt for that, and had to finance € 299m 
of WCR, which looks bad by all measures. Especially this one: almost half of the operating result was burnt in 2014, and more 
the years before, by interest payments. So, something had to happen, and the long awaited debt restructuring is now taking 
place, apparently driven by two highly skilled, and well-known, US specialists in distressed debt, Apollo and Monarch 
Alternative Capital. Of course, we have to cope with a complicated deal, built on two variable geometry capital 
increases:  

- the first one is a debt to equity swap, depending on how 
much 2010-2015 Latecoere warrants were, and will be, 
exercised (and there is a lot), from last February until the end 
of July, and, 

- the second is more classical, i.e. with subscription rights 
attached, and a nice discount compared to market stock-
price. But also a lot bigger in new shares, albeit depending 
on the amount of shares issued in the first deal (and, of 
course on whether today shareholders will stay, or not).  

c) So, once the resolutions voted, at last!, next week (and there is, according to the company's statements, some 
emergency there), we will still have to wait until September to come to the serious matter : dilution. So here comes the really 
interesting point: assuming that the company will raise in the end its € 278m target by issuing around 76.7m new shares, so 
multiplying by more than 8 times the initial number of equity shares, and assuming my calculations are correct, Latecoere 
could be instead fairly valued with a stock price around 8.50€, so not far away from today's stock-price, i.e. with the P/Sales 
or EV/Sales level of its better contender, Spirit AeroSystems (SPR; $ 54.7), respectively 1.10x and 1.15x. Nice, isn't it? 

d) Let's remember that Egide is a small (2014 sales: 20M€) but quite high-tech company, making hermetic packages 
for electronic or photonic chips used in Defence & Space or in fibre optics communication networks. Egide's proposed deal 
tells another story, a lot more exotic (especially for a French Small Caps analyst) than Latecoere's: the company's 
management would like to give a Cayman Islands based fund, YA Global Masters SPV, the rights to subscribe to convertible 
bonds with detachable warrants (OCABSA in French) issued by the company. Those rights will be exercised only with the 
company's agreement, and issued in seven tranches over four years. 

Such proposal came as a big surprise for many shareholders, since i) Egide raised some money (€ 5m) one year ago, and 
is supposed to be quite well financed for now, having enough cash to sustain itself until its investments in new capacities 
pay back (see our free First Impression research: "Egide: still a conundrum, after all?" ; available by emailing to jlolier.er&gmail.com) and 
since ii) this deal may bring a lot of dilution, with the potential issuance of (again: if my calculations are correct), around 3.5m 
new shares, to add to the 4.065m existing ones. And we don't know if the company will pay some interest on those bonds, as 
Yorkville Advisors, the SPV's sponsor, who brought this innovative financing deal to Egide, neither intends to be a long-term 
shareholder, nor to be represented at the company's board. 

e) So, in the event that this controversial Resolution 15 is 
approved next week, we need to be reassured. And we may 
do that by telling ourselves that the company seems to be 
gaining traction i) by duplicating its savoir faire in ceramic 
sealing in its Cambridge (Maryland) plant, and already having 
some US customers, ii) with a stronger management, with 
clearly a highly skilled n°2, appointed in the end of year 2014, 
iii) with a strengthened sales force and new commercial 
partners, and, iv) a better financial communication about its 
business, as it appeared in the June shareholders meeting 
presentation. So, now, we would greatly appreciate some 
guidance for the future, in order to share innovative 
investors' vision. J Lieury July 10, 2015. 

 
 

 
 

 


