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Metlifecare Limited
Bond Offer

Metlifecare (MET) is undertaking an offer of up to NZ$75m (plus the ability
to accept up to NZ$25m of oversubscriptions) of secured, unsubordinated
fixed rate bonds. The seven year bonds will be quoted on the NzZDX.
Neither MET nor the bonds are rated.

Issuer Metlifecare
Key Points: Security Secured, unsubordinated
B 7 year senior bonds, quoted on the NZDX NZDX Code MET010
Coupon TBA
B A prudent approach to development Margin TBA
B Proceeds will be used to repay existing bank debt Amount on issue NZ§75m (plus NZ$25m)
Interest frequency Quarterly
Auckland focussed Maturity date 30-Sep-2026
Credit ratin nir
MET is an aged care provider with a portfolio that is dominated by assets 9
. . ISIN NZMETDT001C2
located in Auckland and the upper North Island. MET operates 25 villages and Supervisor Public Trust
is home to over 5,500 residents. MET's portfolio is tilted towards an RUPét 10 c u tlc hus
independent living unit (ILU) offering, but its care operations are substantial and egistrar omputershare
growing.
Important Dates
Resales gains provide earnings lift Opening 16-Sep-19
Closin 20-Sep-19
MET’s occupational right agreement (ORA) structure provides it with the ability Rate sit 20-Sep- 19
to recycle capital into new development and capture capital gains when units | dat 30-S P 19
are resold. This was a key feature of its recent FY19 result as it recorded lssue ate Mar. J S- epD-
NZ$39.4m of resale gains at a margin of 35%. These resale gains have driven ntere§t payments ar, Jun, Sep, Uec
Maturity 30-Sep-26

the majority of MET’s earnings growth over the past few years, and have been
supported by a strengthening Auckland housing market.

Repaying bank debt

MET has indicated that it intends to raise debt via the bond market to repay
existing bank debt. This will allow MET to (i) diversify its funding sources and (ii)
improve its maturity profile to 4.1 years (versus its current weighted average
debt maturity of 2.9 years). MET is planning to reduce its bank facilities
following the bond issue.

Property market sensitivity

MET has 4 development sites with a plan to add further sites in the coming
years. The Auckland property market in particular has slowed in recent times
and the cost of construction continues to be a concern for aged care providers.
MET indicated at its FY19 result that it has reduced its planned annual build
rate from 300 to 200 units and beds.

Source: Forsyth Barr analysis

Matt Sturmer

matt.sturmer@forsythbarr.co.nz

+64 4 495 8204

Forsyth Barr Limited has been appointed Joint Lead
Manager to the offer of Bonds and will receive fees in
connection with this role. The offer is only being
offered to investors who are resident in New Zealand.
Full details of the offer are contained in the Product
Disclosure Statement. Potential investors should read
the Product Disclosure Statement thoroughly.

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.



Figure 1. Security structure
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Structure of the Issue

MET uses debt to develop its villages and this debt is repaid from the sale of new
developed units. Metlifecare owns the companies within the Metlifecare Group and is the
issuer of the bonds. Each retirement company is owned by Metlifecare or Metlifecare
Holdings.

In the event of financial difficulties, Metlifecare believe it would have a number of options
such as; slow development, rely on core earnings, sell undeveloped land or sell villages
as going concerns.

In a liquidation event, the relevant statutory supervisor has the first rights to the proceeds
of enforcement against the land (including permanent buildings) of each retirement village
company — on behalf of residents.

The bonds are guaranteed, secured, unsubordinated fixed rate securities. Bondholders
and bank lenders have a first ranking mortgage over undeveloped land and land under
development owned by Non-Village Registered companies. Bondholders and bank
lenders are second ranking security holders on land and permanent buildings held by
Village Registered companies.

A Non-Village Registered company builds a retirement village and when completed it
registers that village under the Retirement Villages Act and it becomes a Village
Registered Company.

Source: Forsyth Barr analysis, Metlifecare
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Financial Covenants

Loan to Valuation Ratio

One of the covenants requires MET to not exceed an LVR of 50%, and this will be tested
semi annually. More formally:

“Under the Loan to Valuation Ratio, Metlifecare has agreed to ensure that the total
principal amount of all debt secured under the Security Trust Deed is not more than 50%
of the total valuation of the Retirement Village and Care Home Portfolio, on 30 June and
31 December in each year.”

MET'’s track record suggests that this will not be a problem, with its LVR being very low
over the past few years. As at 30 June 2019, MET’s LVR covenant was 15.1%. Whilst a
significant jump from FY18’s 9%, the LVR compares favourably to its peers. Summerset’s
LVR covenant as at 31 December 2018, (full year result) was 32.3%.

Plenty of time to remedy

If there is a breach of the LVR covenant, MET must remedy or provide a plan to remedy
the breach within six months. This effectively provides MET 12 months to remedy any
breach. If the breach is not remedied within 12 months, however, an Event of Default will
occur.

Figure 2. MET LVR covenant
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Source: Forsyth Barr analysis

Other covenants

MET is also subject to further covenants via its bank facility. At present the covenants are
an LVR covenant, the same as bondholders, although this is measured on a quarterly
basis.

A minimum interest cover ratio of 1.75:1, (currently 5.9x) also measured quarterly
alongside a forecast interest cover ratio of 1.50:1 (currently 3.8x).

Distribution Stopper

MET is not permitted to make any distribution if an Event of Default is continuing or if it
would result in an Event of Default.

Credit Rating

The bonds are not rated by any credit rating agency.
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Figure 3. Debt profile
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Debt

MET’s debt increased by +78% in FY19 from NZ$156m to NZ$278m as at 30 June 2019.
This was due to MET beginning to build up its development programme. MET now has
development across 10 sites which is 1,327 units and beds.

As at 30 June 2019, MET had drawn debt of NZ$278m with facilities of NZ$450m. These
debt facilities are provided by ANZ, BNZ, CBA and Westpac. The proceeds of the bond
issue will be used to repay existing bank debt. The total banking facility will be reduced
post the issuance of the bond.

The bond issue will provide funding diversification as well as increasing MET’s debt
maturity profile to 4.1 years (from 2.9 years). The weighted average cost of debt for
MET'’s existing debt portfolio is 3.3%.

Figure 4. Maturity profile
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Source: Forsyth Barr analysis, as at 30 June 2019

Figure 5. Ranking
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Source: Forsyth Barr analysis, assumes NZ§100m MET010 is issued

Subordinated to resident loans

MET’s debt is associated with its development of new villages. As Figure 6 highlights as
at 30 June 2019, MET had NZ$355m of development assets supporting NZ$278m of
debt. In a severe economic downturn the value of the development land remains
uncertain.

Figure 6. Borrowing supported by development land & stock value
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Source: Forsyth Barr analysis

Metlifecare Limited
Bond Offer

Source: Forsyth Barr analysis

New Zealand Fixed Interest Research
4 6 September 2019



Figure 7. Net debt / net + equity
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Credit Metrics

MET becomes the second aged care provider after Summerset (SUM) to issue bonds as
opposed to rely solely on bank debt funding. MET’s current credit metrics give it plenty of
headroom to increase its development programme.

Both net debt to net debt plus equity and net debt to EBITDA ratios are well inside those
of its peers, Ryman Healthcare (RYM) and SUM, although it is likely that changes as
MET undertakes developments.

Figure 8. Net debt / EBITDA
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Source: Forsyth Barr analysis, SUM FY19 forecast

Figure 9. Resales activity (NZ$M)

Source: Forsyth Barr analysis, SUM FY19 forecast

Performance

MET has 90% of its future development planned for Auckland and its FY19 result
signalled a cautious approach to this strategy. Underlying profit increased by +4% to
NZ$90.5m with solid gains in care and village fees (+9% on the pcp). MET also recorded
a +15% lift in resales on the back of increased margins (35.3%) and pricing (+6% at
NZ$572k per unit). MET's development margins also remained healthy at 21% in FY19.

Village occupancy of 97% and care occupancy of 96% illustrate solid demand for MET’s
product. MET is maintaining its quest for a greater care offering with +19% increase in
care capacity during FY19.

12 months ending FY18 FY19 % chg pcp 1H19 2H19 pep chg seq chg
30 June

Realised gains $62.3m $71.5m 14.80% $32.1m $39.4m 9.90% 22.70%
Resale margin 33.50% 35.30% 5.40% 33.00% 37.40% 10.10% 13.30%
Gross proceeds $185.9m $202.5m 8.90% $97.2m $105.3m -0.20% 8.30%
Value per unit $541,983 $572,034 5.50% $571,765 $572,283 4.70% 0.10%
Total units 343 354 3.20% 170 184 -4.70% 8.20%

Source: Forsyth Barr analysis, Company reports
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Pricing

SUM has issued two bonds with its latest issued in September 2018. The NZ$125m
seven year issue was priced at 165bp over swap. SUM is also unrated. With six years
remaining until maturity SUM020 is currently trading at 163bp based on its last yield of
2.60%.

The most recent unrated senior seven year issue completed was issued by Trustpower
(TPW). This bond was issued at a margin of 175bp. In terms of bonds issued in the
property sector, Argosy (ARG) issued a seven year bond back in March, also at a margin
of 175bp.

Figure 10. Secondary market credit spreads
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Source: Forsyth Barr analysis, Thomson Reuters

Base rate

The coupon rate will be set at a credit spread (indicative range to be announced 16
September) over the prevailing seven year swap rate on 20 September (subject to the
minimum rate).

Figure 11. Seven year swap rate
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Source: Forsyth Barr analysis, Thomson Reuters

Metlifecare Limited New Zealand Fixed Interest Research
Bond Offer 6 6 September 2019



Metlifecare Limited
Bond Offer

%% FORSYTH BARR

Cash flow

Through monthly fees, care fees, capital gains (resale margins) via beneficial Occupation
Right Agreements, deferred management fees and development margins, MET receives
its income from a variety of different sources.

Occupation Right Agreements

Every resident moving into a MET retirement village enters into an Occupation Right
Agreement (ORA) and this is a key driver of MET’s cash flow. An ORA grants the resident
the right to occupy a retirement unit for as long as they choose to in exchange for a lump
sum (NZ$500k in the below chart). Legal ownership of the unit remains with MET and the
lump sum is recorded as residents’ loans on MET’s balance sheet. The residents’ loans
have no set term and are non-interest bearing. Another key feature and protection for
MET in a potential property downturn is that MET is not required to repay an outgoing
resident the repayment amount (NZ$350k in the below chart) until the ORA for the unit is
resold to an incoming resident. A resident is not entitled to any possible capital gain over
the period (NZ$109k in the chart below).

The right of the resident under an ORA is protected by the Statutory Supervisor who has
a first ranking mortgage over the land and permanent buildings owned by the MET
company that operates the registered retirement village.

The bonds and bank debt rank below the residents’ loans in respect of these assets.

Deferred management fee

Income is also derived from a deferred management fee (DMF, represented as NZ$150k
on the chart below). This is a primary source of income for established villages. The DMF
is accrued over a resident’'s occupancy of the unit and released on the resale of their
ORA. For MET this is typically up to 30% of the ORA price. The DMF is deducted from
the resale proceeds when an ORA is resold.

Other fees

A weekly fee is also payable. This contributes to costs such as rates, communal building
insurance, lawns and garden care, rubbish collection etc. This fee can also increase with
any increases in national superannuation.

Figure 12. ORA cash flows
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Source: Forsyth Barr analysis
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Financials

Figure 13. Financial summary

Year to 30 June 2018A 2019A 2020E 2021E 2022E
Total Revenue 195.4 212.9 218.2 232.0 250.8
Total Costs 104.0 114.9 119.1 125.6 133.9
EBITDA 91.4 98.0 99.1 106.4 116.9
Depreciation 42 5.8 6.0 6.4 6.8
Amortisation 0.0 0.0 0.0 0.0 0.0
EBIT 87.2 92.2 93.2 100.1 1101
Interest Income 0.2 0.2 0.0 0.0 0.0
Interest Expense (0.3) (1.9) (2.6) (2.5) (2.5)
Net Interest (0.1) (1.6) (2.6) (2.5) (2.5)
EBT 87.2 90.5 90.6 97.6 107.6
Tax 0.0 0.0 0.0 0.0 0.0
NPAT 87.2 90.5 90.6 97.6 107.6
Abnormal ltems 0.0 0.0 0.0 0.0 0.0
Reported Profit 87.2 90.5 90.6 97.6 107.6
Normalised Profit 87.2 90.5 90.6 97.6 107.6
Cashflow
Operating Cashflow 111.0 119.9 149.4 228.5 224.2
Capital Expenditure 173.8 232.9 91.8 218.3 189.7
Interest Paid (0.1) (1.6) (2.6) (2.5) (2.5)
Balance Sheet
Cash 16.3 34 34 34 34
Other Current Assets 20.9 235 179 191 20.6
Fixed Assets 32374 3477.0 3648.5 3949.8 4227.5
Other Non-Current Assets 12.1 11.8 11.8 11.8 11.8
Total Assets 3286.6 3515.7 3681.7 3984.1 4263.4
Net Debt 140.5 275.8 242.2 256.6 2471
Other Liabilities 1678.0 1755.0 1800.1 19771 2157.6
Total Liabilities 1818.5 2030.7 2042.3 2233.7 2404.7
Shareholders’ Funds 1468.1 1485.0 1639.4 1750.4 1858.7
Total Shareholder Equity 1468.1 1485.0 1639.4 1750.4 1858.7

Source: Forsyth Barr analysis

Not personalised financial advice: The recommendations and opinions in this publication do not take into account your personal financial situation or investment goals. The financial products referred to in this
publication may not be suitable for you. If you wish to receive personalised financial advice, please contact your Forsyth Barr Investment Advisor. 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. Disclosure statements for Forsyth Barr Investment Advisors are available on request and free of
charge. Disclosure: Forsyth Barr Limited and its related companies (and their respective directors, officers, agents and employees) (“Forsyth Barr”) 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. Forsyth Barr 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. Forsyth Barr confirms no inducement has been accepted from the researched entity, whether pecuniary or
otherwise, in connection with making any recommendation contained in this publication. Analyst Disclosure Statement: In preparing this publication the analyst(s) may or may not have a threshold interest in the financial
products referred to in this publication. 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. In preparing this
publication, non-financial assistance (for example, access to staff or information) may have been provided by the entity being researched. Disclaimer: 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. Forsyth Barr does not make any representation or
warranty (express or implied) that the information in this publication is accurate or complete, and, to the maximum extent permitted by law, excludes and disclaims any liability (including in negligence) for any loss which
may be incurred by any person acting or relying upon any information, analysis, opinion or recommendation in this publication. Forsyth Barr does not undertake to keep current this publication; any opinions or
recommendations may change without notice. Any analyses or valuations will typically be based on numerous assumptions; different assumptions may yield materially different results. Nothing in this publication should
be construed as a solicitation to buy or sell any financial product, or to engage in or refrain from doing so, or to engage in any other transaction. 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. This publication is not intended to be distributed or made available to any person in any jurisdiction where doing so would constitute a breach
of any applicable laws or regulations or would subject Forsyth Barr to any registration or licensing requirement within such jurisdiction. Terms of use: Copyright Forsyth Barr Limited. You may not redistribute, copy,
revise, amend, create a derivative work from, extract data from, or otherwise commercially exploit this publication in any way. By accessing this publication via an electronic platform, you agree that the platform provider
may provide Forsyth Barr with information on your readership of the publications available through that platform.

Metlifecare Limited New Zealand Fixed Interest Research
Bond Offer 8 6 September 2019



