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OUTPERFORM

The NZ aged care operator's business model demands a lot of patience from investors; cash is spent up front to build villages
which can take a decade or more to reach maturity and provide steady annuity earnings streams. Arvida (ARV) is a young
company with recent major acquisitions of young villages. The large proportion of young villages with comparatively low
annuity earnings have resulted in low organic growth. In our report "Different Times Call for Different Measures", published
October 2020, we estimated that ARV has delivered mid single digits organic growth, far below RYM and SUM. Looking
ahead, we see an acceleration of organic growth up to over +15% per annum driven by; (1) high end villages approaching
maturity and (2) a focus on care suites with faster maturity. In our view, ARV's accelerating organic growth is not reflected in
its valuation which is at a relative all time low versus the NZ market and the aged care sector — upgrade to OUTPERFORM.

NZX Code ARV  Financials: Mar/ 20A 21E 22E 23E  Valuation (x) 20A 21E 22E 23E
Share price NZ$1.70  NPAT*(NZ$m) 517 512 665 80.7 PE 178 180 138 114
Target price NZ$2.15  EPS*(NZc) 9.5 95 123 149 EV/EBIT 19.9 210 168 140
Risk rating Medium  EPS growth* (%) 22 -09 299 213 EV/EBITDA 18.1 187 151 126
Issued shares 541.9m DPS (NZc) 5.8 5.8 7.0 9.0 Price / NTA 1.3 1.2 1.2 11
Market cap NZ$921m  Imputation (%) 100 100 100 100  Cashdivyld (%) 34 34 41 53
Avg daily turnover 529.2k (NZ$863k) *Based on normalised profits Gross div yld (%) 4.7 4.7 5.7 7.4
What's changed?

= Earnings: Minor near-term forecast earnings changes (FY21/22 +1%/+2%), more material changes thereafter.
= Target price: Increased to NZ$2.15 (from NZ$1.90)
= Rating: Upgraded to OUTPERFORM (from NEUTRAL)

Six maturing villages set to underpin an acceleration of organic growth

We have taken a closer look at the maturity profile of six major villages acquired since listing. These six villages comprise of c. 1,000
Independent Living Units (ILUs), making up approximately half of ARV's total ILUs. Half of these acquired ILUs were completed in the
period from 2012 to 2017 and are approaching maturity. We estimate the three Sanderson villages acquired in 2019 will add c.
NZ$15m of incremental re-sale gains over the next five years, adding 60% to ARV's current level of re-sale gains.

Attractive valuation on both an absolute and relative basis

After under performing both the aged care sector and the broader market, ARV is currently valued at or close to relative all time lows
on P/E. We believe this under performance has primarily been driven by concerns around increasing leverage and slow organic
growth. We expect robust FY21 earnings, but believe a sustained re-rating will be driven by the market pricing in the earnings
potential from maturing villages and care ORA.

Care ORA relieves pressure on balance sheet and accelerates growth; but a slow burner on the P&L

After a somewhat cautious start, ARV, much like OCA, has fully committed to building out its care offering using the care ORA model
whereby care beds are sold using an Occupational Rights Agreement (ORA) rather than a Premium Accommodation Charge (PAC).
Over 90% of ARV's planned care units will be built with the intention of selling them under an ORA and will improve cash recovery of
capex materially.

This publication is not for reproduction, public circulation or the use of any third party (whether in whole or in part) without the prior written consent of Forsyth Barr Limited.
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Arvida Group Limited (ARV)

Priced as at 13 Apr 2021 (NZ$)

12-month target price (NZ$)*
Expected share price return
Net dividend yield

Estimated 12-month return

Key WACC assumptions
Risk free rate

Equity beta

WACC

Terminal growth

Profit and Loss Account (NZ$m)
Sales revenue

Normalised EBITDA
Depreciation and amortisation
Normalised EBIT

Net interest

Associate income

Tax

Minority interests

Normalised NPAT
Abnormals/other

Reported NPAT

Normalised EPS (cps)

DPS (cps)

Growth Rates
Revenue (%)

EBITDA (%)

EBIT (%)

Normalised NPAT (%)
Normalised EPS (%)
Ordinary DPS (%)

Cash Flow (NZ$m)

EBITDA

Working capital change
Interest & tax paid

Other

Operating cash flow

Capital expenditure
(Acquisitions)/divestments
Other

Funding available/(required)
Dividends paid

Equity raised/(returned)
(Increase)/decrease in net debt

Balance Sheet (NZ$m)
Working capital
Fixed assets
Intangibles

Right of use asset
Other assets

Total funds employed
Net debt/(cash)

Lease liability

Other liabilities
Shareholder's funds
Minority interests
Total funding sources

2019A
179.4
49.6
(5.0)
44.6
(3.6)
0
(2.3)
0
38.6
20.4
59.1
9.3
54

2019A
18.0
14.7
14.2
171
17.1
6.8

2019A
49.6
8.6
(5.9
(22.8)
29.5
(82.0)
12.2
(3.6)
(43.9)
(22.7)
0
(66.6)

2019A
(45.9)
1,190.3
54.0

0

42.8
1,241.2
185.5

0

496.8
558.8

0
1,241.2

2020A
203.0
63.3
(5.8)
57.5
(4.1)
0
(1.7)
0
517
(9.0)
42.6
9.5
58

2020A
13.1
277
291
338
22

8.4

2020A
63.3
240
(5.8)
(54.4)
271
(150.6)
(104.1)
(7.4)
(235.0)
(29.6)
141.7
(122.8)

2020A
(69.9)
1,804.2
36.0

0

514
1,821.8
308.3
4.9
778.8
729.8
0
1,821.8

2021E
218.0
65.0
(7.1)
58.0
(5.7)
0
(1.0)
0
512
28.1
794
9.5
5.8

2021E
74
2.7
0.8
-0.9
-0.9
0.0

2021E
65.0
8.0
(6.7)
(31.5)
34.8
(131.2)
113.6
1.0
18.2
(31.4)
0
(13.2)

2021E
(77.9)
1,997.5
36.0

0

52.6
2,008.2
3215
4.9
904.1
7777

0
2,008.2

2022E
2504
80.6
(8.1)
725
(6.0)
0

0

0
66.5
20.7
87.2
12.3
7.0

2022E
14.9
239
251
29.9
29.9
20.7

2022E
80.6
20.6
(6.0)
(45.6)
49.6
(180.8)
152.3
1.0
222
(37.9)
0
(15.7)

2022E
(98.5)
2,247.1
36.0

0

59.6
2,244.2
337.2
4.9
1,075.1
827.0

0
2,244.2

1.70

215
26.5%
4.2%
30.7%

2.30%
0.88
5.9%
1.5%

2023E
2837
96.5
(9.2)
87.3
(6.6)
0

0

0
80.7
12.5
93.1
14.9
9.0

2023E
13.3
19.7
20.4
213
21.3
28.6

2023E
96.5
18.5
(6.6)
(50.8)
57.6
(205.8)
177.9
1.0
30.7
(48.8)
0
(18.0)

2023E
(117.0)
2,526.4
36.0

0

64.3
2,509.7
355.2
4.9
1,278.2
8714

0
2,509.7

* Forsyth Barr target prices reflect valuation rolled forward at cost of equity less the next 12-

months dividend

Spot valuations (NZ$)
1. EV/Annuity EBITDA
2.DDM

3.n/a

DCF valuation summary (NZ$m)
Total firm value
(Net debt)/cash
Less: Capitalised operating leases
Value of equity

Valuation Ratios
EV/EBITDA (x)

EV/EBIT (x)

PE (x)

Price/NTA (x)

Free cash flow yield (%)
Net dividend yield (%)
Gross dividend yield (%)

Capital Structure
Interest cover EBIT (x)
Interest cover EBITDA (x)
Net debt/ND+E (%)

Net debt/EBITDA (x)

Key Ratios

Return on assets (%)

Return on equity (%)

Return on funds employed (%)
EBITDA margin (%)

EBIT margin (%)

Capex to sales (%)

Capex to depreciation (%)
Imputation (%)

Pay-out ratio (%)

Operating Performance

Care fees
Management fees
Resale gains

New sale gains
Other

Total revenue

Key Drivers

Sales - new units

Ave price - new sales (NZ 000's)
Sales - resold units

Ave price - new sales (NZ 000's)
Gross development margin
Gross resales margin

Total portfolio
Standard care beds
Serviced apartments
ILU's

Care suites (ORA)
Care suites (PAC)
Total

2019A
21.2
23.6
18.2
14
-5.7
3.1

4.4

2019A
12.3
13.7
24.9
3.7

2019A
34

6.9

52
27.6
24.8
45.7
1,624
100
57

2019A

125.6
214
19.5

7.5
54
179.4

70
633
258
338
17%

22%

1,722
664
1,266
25

3,677

2020A
18.1
19.9
17.8
13
-13.4
3.4

47

2020A
14.1
15.6
29.7
4.9

2020A
3.0

71

5.0
312
28.3
74.2
2,585
100

61

2020A

129.5
29.0
237
15.6

51

203.0

126
763
278
377
16%
23%

1,688
662
1,788
25

4,163

2021E
18.7
210
18.0
12
-10.5
3.4
47

2021E
10.1
113
29.2
4.9

2021E
27
6.6
45
29.8
26.6
60.2
1,850
100
61

2021E

136.1
332
26.2
17.5

50

2180

145
804
263
428
15%
23%

1,688
662
1,894
101
65
4,410

2022E
15.1
16.8
13.8
12
-14.2
4.1
57

2022E
121
135
29.0
42

2022E
3.0
8.0

5.5
322
29.0
722
2,226
100
57

2022E

146.9
40.0
327
255

53

250.4

211
746
324
458
16%
22%

1,688
662
2,084
136
75
4,645

220
2.10
n/a

n/a
n/a
n/a
n/a

2023E
12.6
14.0
11.4
11
-16.1
53
7.4

2023E
13.2
14.6
29.0
3.7

2023E
32
9.3
6.3
34.0
30.8
725
2,226
100
60

2023E

157.1
48.8
43.2
29.2

55

283.7

245
743
372
482
16%
24%

1,688
662
2,284
216
85
4,935
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Our upgrade in charts

We upgrade ARV to OUTPERFORM (from NEUTRAL) following its relative underperformance against; (1) the aged care sector, (2)
NZ growth peers and (3) the NZ market. As a result, we now view valuation as particularly attractive on both an absolute (~14x 12m

forward PE and ~20x 12m forward EV/Annuity EBITDA) and relative basis with its relative trading range approaching near all-time
lows against both the NZ market median and sector peers.

Figure 1. ARV has underperformed over the past six months... Figure 2. ...and valuation now looks attractive versus the
160 sector...
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Figure 3....and the NZ market Figure 4. ..with no multiple expansion through time
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Figure 5. Organic underlying growth has been subdued to date...
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Source: Forsyth Barr analysis, Company reports

Figure 6. ...however, we expect this to change

300

250

200

150

100

50

Organic underlying profit indexed at 100

2015
2016

Source: Forsyth Barr analysis, Company reports

2017

2018

2019

2020

2021E

2022E

2023E

2024E
2025E

We believe the main reason for ARV's relatively low valuation relates to its historically modest organic growth. While the headline
growth has been sector leading at 30% per annum, this has primarily been achieved through acquisitions, partly funded by multiple
equity raisings. Organic growth as well as per share earnings growth have been modest, we estimate around mid-single digits.

A closer look at recent acquisitions points to substantial acceleration in re-sale gains and associated DMF

ARV's acquisitions have been focussed on relatively young villages, particularly in the case of the most recent high-end Sanderson
acquisitions. This has introduced a level of uncertainty around the steady state earnings potential from these villages. As an
illustrative point, Bethlehem Shores, with 146 ILUs, had less than five re-sales in FY20 while the equally large but more mature
Bethlehem Country Club had 10-15. More broadly, our analysis of the timing of first occupant for the three Sanderson villages
acquired points to the number of re-sales doubling over the next five years.

Figure 7. Annuity growth phase only just approaching
(Sanderson case study)...

Figure 8. ..with strong resales gains set to be realised
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= Sanderson acquistions resales (LHS)
= Sanderson acquisitions resales value (RHS) Source: Forsyth Barr analysis

Source: Forsyth Barr analysis, NB; Sanderson case study represents Bethlehem Shores,
Bethlehem Country Club and Queenstown Country Club

The impact on re-sale gains is likely to be significantly larger due to the compounding effect of higher house prices. By 2025, using a
35% re-sale margin (which we believe to be conservative) we estimate that the three Sanderson villages alone will deliver close to

NZ$20m of re-sale gains, up from around NZ$4m today. To put this into context; in FY20 ARV reported total re-sale gains of
NZ$24m.
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Figure 9. Strong history of acquisitions since listing Figure 10. .Maturity is now approaching for ARV's large recent
2000 acquisitions
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Source: Forsyth Barr analysis, Company reports. NB; "Large 6" represents Bethlehem Country

Source: Forsyth Barr analysis, Company reports, NB; BCC=Bethlehem Country Club, Club, Bethlehem Shores, Copper Crest, Mary Doyle, Lauriston Park, Village at the Park

BS=Bethlehem Shores, CC=Copper Crest, MD=Mary Doyle, LP=Lauriston Park, VAP=Village at
the Park

DMEF is effectively a function of new and re-sales. The combination of higher re-sale gains and DMF should drive an acceleration of
organic growth in annuity earnings from mid single digits to over 15% p.a.
Earnings changes

We make minor near-term forecast earnings changes (FY21/22 +1%/+2%), more material changes are made thereafter as we
incorporate the full benefits of ARV's transition into care suites. Albeit, this will take time to reach maturity given ARV is still very
much in the early days of its care portfolio transformation.

Figure 11. Forecast earnings changes (NZ$m)

FY21E FY22E FY23E
Oold New Change Oold New Change Oold New Change
Care fees 133.5 136.1 2% 141.4 146.9 4% 149.7 157.1 5%
DMF 33.1 33.2 0% 40.2 40.0 -1% 48.8 48.8 0%
Resale gains 25.1 26.2 4% 31.7 32.7 3% 36.7 43.2 17%
Newsale gains 17.9 17.5 -2% 26.5 25.5 -4% 30.1 29.2 -3%
Other 5.0 5.0 0% 5.3 5.3 0% 55 5.5 0%
Total revenue 214.6 218.0 2% 245.0 250.4 2% 270.9 283.7 5%
Total costs 149.5 152.9 2% 164.3 169.8 3% 178.5 187.2 5%
EBITDA 65.2 65.1 0% 80.7 80.6 0% 925 96.5 4%
Depreciation & amortisation 7.3 7.1 -2% 8.2 8.1 0% 9.3 9.3 -1%
EBIT 57.9 58.1 0% 72.6 72.5 0% 83.1 87.2 5%
Net interest & tax 6.7 6.7 0% 6.2 6.0 -4% 6.7 6.6 -2%
Underlying profit 51.2 51.3 0% 66.3 66.5 0% 76.5 80.7 6%
Annuity EBITDA 47.3 47.6 1% 54.2 55.1 2% 62.3 67.3 8%
EPS (cents) 9.4 9.5 0% 12.2 12.3 0% 14.1 14.9 6%
DPS (cents) 5.8 5.8 0% 7.0 7.0 0% 7.5 9.0 20%

Source: Forsyth Barr analysis
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Figure 12. Price performance Figure 13. Substantial shareholders
Shareholder Latest Holding
$2.50 1.50 Forsyth Barr Investment Management 9.4%
$2.30 1.40 Generate Investment Management 5.1%
$2.10 1.30 Source: NZX, Forsyth Barr analysis, NOTE: based on SPH notices only
$1.90 1.20
$1.70 1.10
$1.50 1.00
$1.30 0.90
$1.10 0.80
$0.90 0.70
$0.70 0.60
$0.50 0.50
Apri8 Aprl9 Apr20 Apr21
—Price -=--Relative to S&P/NZX 50
Source: Forsyth Barr analysis
Figure 14. International valuation comparisons
Company Code Price Mkt Cap PE EV/EBITDA EV/EBIT CashYid
(metrics re-weighted to reflect ARV's balance date - March) (m) 2021E 2022E 2021E 2022E 2021E 2022E 2022E
Arvida Group Limited ARV NZ Nz$1.70 Nz$921 18.0x  13.8x 18.9x  15.3x 21.2x  17.0x 4.1%
RYMAN HEALTHCARE * RYMNZ NZ$14.87 NZ$7,435 30.9x  24.4x 31.1x  24.9x 35.0x  27.7x 2.1%
SUMMERSET GROUP LIMITED * SUMNZ NZ$12.00 NZ$2,753 25.5x  19.2x 26.0x  19.7x 27.8x  20.9x 1.6%
OCEANIAHEALTHCARE * OCANZ NZ$1.33 NZ$913 17.9x  13.8x 17.8x  13.2x 22.2x  16.2x 3.4%
REGIS HEALTHCARE REG AT A$2.29 A$689 69.0x  26.2x 6.4x 6.3x 10.3x 9.5x 3.5%
JAPARA HEALTHCARE JHCAT A$0.77 A$204 <Ox  58.6x 13.0x  13.0x <Ox <Ox 1.5%
ESTIAHEALTH EHE AT A$2.34 A$611 75.0x  48.2x <0x 7.8x 9.0x  11.3x 2.3%
Compco Average: 43.7x  31.7x 18.9x 14.2x 20.9x 17.1x 2.4%
EV = Current Market Cap + Actual Net Debt ARV Relative: -59% -56% 0% 8% 2% -1% 73%

Source: *Forsyth Barr analysis, Bloomberg Consensus, Compco metrics re-weighted to reflect headline (ARV) companies fiscal year end

Figure 15. Consensus EPS momentum (NZ$) Figure 16. One year forward PE (x)
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Important information about this publication

Forsyth Barr Limited (“Forsyth Barr”) holds a licence issued by the Financial Markets Authority to provide financial advice services. In making this publication
available, Forsyth Barr (and not any named analyst personally) is giving any financial advice it may contain. Some information about us and our financial
advice services is publicly available. You can find that on our website at www.forsythbarr.co.nz/choosing-a-financial-advice-service

Any recommendations or opinions in this publication do not take into account your personal financial situation or investment goals, and may not be
suitable for you. If you wish to receive personalised financial advice, please contact your Forsyth Barr Investment Adviser.

The value of financial products may go up and down and investors may not get back the full (or any) amount invested. Past performance is not necessarily
indicative of future performance. Forsyth Barr’s research ratings are OUTPERFORM, NEUTRAL, and UNDERPERFORM. The ratings are relative to our other
equity security recommendations across our New Zealand market coverage and are based on risk-adjusted Estimated Total Returns for the securities in
question. Risk-adjusted Estimated Total Returns are calculated from our assessment of the risk profile, expected dividends and target price for the relevant
security.

Ratings distributions: As at 12 Apr 2021, Forsyth Barr's research ratings were distributed as follows: OUTPERFORM NEUTRAL UNDERPERFORM
43.6% 41.8% 14.5%

This publication has been prepared in good faith based on information obtained from sources believed to be reliable and accurate. However, that information
has not been independently verified or investigated by Forsyth Barr. If there are material inaccuracies or omissions in the information it is likely that our
recommendations or opinions would be different. Any analyses or valuations will also typically be based on numerous assumptions (such as the key WACC
assumptions); different assumptions may yield materially different results. Forsyth Barr does not undertake to keep current this publication; any opinions or
recommendations may change without notice to you. In giving financial advice, Forsyth Barr is bound by duties under the Financial Markets Conduct Act
2013 (“FMCA”) to:

e exercise care, diligence, and skill,

e give priority to the client’s interests, and

e when dealing with retail clients, comply with the Code of Professional Conduct for Financial Advice Services, which includes standards relating to
competence, knowledge, skill, ethical behaviour, conduct, and client care.

There are likely to be fees, expenses, or other amounts payable in relation to acting on any recommendations or opinions in this publication. If you are Forsyth
Barr client we refer you to the Advice Information Statement for your account for more information.

Analyst certification: The research analyst(s) primarily responsible for the preparation and content of this publication ("Analysts") are named on the first
page of this publication. Each such Analyst certifies (other than in relation to content or views expressly attributed to another analyst) that (i) the views
expressed in this publication accurately reflect their personal views about each issuer and financial product referenced and were prepared in an independent
manner, including with respect to Forsyth Barr Limited and its related companies; and (ii) no part of the Analyst’s compensation was, is, or will be, directly or
indirectly, related to the specific recommendations or views expressed by that Analyst in this publication.

Analyst holdings: The following Analyst(s) have a threshold interest in the financial products referred to in this publication: N/A. For these purposes, a
threshold interest is defined as being a holder of more than $50,000 in value or 1% of the financial products on issue, whichever is the lesser.

Other disclosures: Forsyth Barr and its related companies (and their respective directors, officers, agents and employees) ("Forsyth Barr Group") may have
long or short positions or otherwise have interests in the financial products referred to in this publication, and may be directors or officers of, and/or provide
(or be intending to provide) investment banking or other services to, the issuer of those financial products (and may receive fees for so acting). Forsyth Barr is
not a registered bank within the meaning of the Reserve Bank of New Zealand Act 1989. Members of the Forsyth Barr Group may buy or sell financial
products as principal or agent, and in doing so may undertake transactions that are not consistent with any recommendations contained in this publication.
Other Forsyth Barr business units may hold views different from those in this publication; any such views will generally not be brought to your attention.
Forsyth Barr confirms no inducement has been accepted from the issuer(s) that are the subject of this publication, whether pecuniary or otherwise, in
connection with making any recommendation contained in this publication. In preparing this publication, non-financial assistance (for example, access to staff
or information) may have been provided by the issuer(s) being researched.

Investment banking engagements: Other than confidential engagements, Forsyth Barr has within the past 12 months been engaged to provide investment
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