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Cinemark protects shareholders while tapping into
convertible bond bonanza
25 August 2020 | 09:39 EDT

Proceeds from Cinemark’s USD 400m convertible bond issued last
week will buttress the company’s liquidity while also protecting
shareholders from dilution, said two equity analysts and two buyside
analysts.  

The Texas-based movie theater operator used USD 46m in bond
proceeds for a convertible hedge that synthetically raises the USD 14.35
strike price of the convertible notes to USD 22.08, said the two
buysiders. 

Achieving that kind of share performance in the near-term is unlikely
considering the continuing uncertainty of coronavirus-related
shutdown of the leisure industry, said the equity analysts. But five years
out on the time horizon is a different story – and with the hedge on the
converts, the company is making a down payment on a rebound in its
share performance. 

“The company is paying today to receive the potential stock
appreciation in the future,” said Bethany Knight, a director at Riverside
Risk Advisors with extensive experience in the equity derivatives and
equity-linked origination market on Wall Street. 

Given the stock price at the time of the converts issuance, roughly USD
11.00, the strike price at just more than USD 14.00 represented a 30%
premium. But a strike price that represents a 100% premium is out of
the money for many investors. 

“If [Cinemark] could have issued a convert up 100% for a strike of ~USD
22.00, they would have done that,” said Knight. “But there is no market
for a convertible with a 100% strike. The call spread is a way to keep the
conversion premium low to the public market, and synthetically
increase the strike price through this private transaction.”

The hedging transaction has no bearing on convertible bond investors
and their own thesis for investing in the company, said the two
buysiders. The only effect the hedge might have on bondholders is the
confidence that the company can use a portion of bond proceeds to
protect shareholders from what the company believes is inevitable
dilution, said the buysiders. 

“A company that has the convertible hedge is generally in a situation
where they don’t need the money, but want to create confidence in the
market and the terms [of the capital] are cheap,” said one of the buyside
analysts. 

Cinemark’s stock has traded up since the issuance, gaining 10%
yesterday to close at USD 13.65 (USD 1.6bn market cap), from a USD
11.15 open last week when the company issued the converts. The USD
400m 4.5% convertible bond due 2025 traded up to 111 yesterday to
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yield 1.9% – a surge from 101.5 to yield 4.1% on 19 August when the
bonds broke for trading, according to MarketAxess.   

Cinemark issued the bonds not long after it reported 2Q20 earnings in
which quarterly revenue all but evaporated, coming in at USD 8.9m
compared to USD 957m in 2Q19. The company incurred a USD 170m net
loss in 2Q20 down from net income of USD 101m year over year.
EBITDA for the quarter swung to a negative USD 117m, from positive
USD 244m last year.  

Convertible surge

Traditionally, companies that issue convertible bonds are in high
growth mode or are financing mergers and acquisitions. But since April
of this year, rescue capital for financially strong companies has been
the primary reason for convertible popularity, said the two buysiders.    

ICE BofA All US Convertible Index returned 15.03% year-to-date as of 31
July, beating out the S&P 500’s 2.38% return and the Russell 2000
Index’s 10.5% loss over the same period, according to a 31 July US
Convertible Market Snapshot published by Calamos Investments.  

Total convertible bond issuance so far this year is USD 70bn, and if the
same pace continues for the remainder of the year, issuance would be a
record USD 120bn. Over the past 10 years, 2019 had the most new
issuance at USD 53bn, according to the report.    

For well-performing companies that have been especially exposed to
the pandemic – such as movie theaters and cruise lines – convertibles
put cash on the balance sheet, and keep the cost of capital low while
providing investors an option for equity-like returns once the economy
recovers.  

 Cinemark Capital Stack

 Cinemark had USD 571m in cash at 30 June, including USD 98.8m
borrowed on a USD 100m revolver due in 2022 and only USD 1.2m
available. Revolving lenders have waived covenants through year end,
according to the company’s SEC filings. A portion of the convertible
notes could go toward paying back revolver debt, as reported. 

 Cinemark also has a USD 700m Libor+ 175bps (no floor) term loan due
2025 quoted in the 86.75/89.5 context, up from 86.5/88 on 17 August,
according to Markit.   
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The convertible note issuance is not the only debt issue that the
company has accomplished this year. In late May, Cinemark issued USD
250m 8.75% senior secured notes due 2025. The bonds contain
springing maturities to 14 September 2022 if the company’s USD 400m
5.125% senior notes due 2022 are not redeemed by 13 September 2022;
and a springing maturity to 28 February 2023 if the company does not
retire its 4.875% by 27 February 2023. 

Its USD 400m 5.125% senior notes due 2022 traded at 92 to yield 9%
yesterday, up from 89 to yield 10.4% at the start of last week when the
company issued its convertible notes, according to MarketAxess.  

Its USD 755m 4.875% senior notes due 2023 traded up to 90 for a yield
of 8.7% yesterday from 85 to yield 11.2% on 18 August.  

The USD 250m 8.75% senior secured notes due 2025 traded at 106
yesterday to yield 7%, up from 104 on 18 August to yield 7.65% and 101
to yield 8.3% on 22 May, the first institutional trade after the company
issued the bonds.  

 Cinemark officials did not return requests for comment.
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© MERGERMARKET GROUP. ALL RIGHTS RESERVED.
To be used for the internal business of the assigned users only. Sharing, distributing or forwarding the entirety or any part of this article in any form to anyone that does not have access under your
agreement is strictly prohibited and doing so violates your contract and is considered a breach of copyright. Any unauthorised recipient or distributor of this article is liable to Debtwire for
unauthorised use and copyright breach.

https://www.debtwire.com/intelligence/view/prime-3017854?searchTerm=cinemark
mailto:seth.brumby@iongroup.com

