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Oceania Healthcare Limited (OCA) is undertaking an offer of up to NZ$75m (plus the ability to accept up to NZ$50m of

oversubscriptions) of secured, unsubordinated fixed rate bonds. This is OCA's first foray into the listed New Zealand bond

market, joining peers Metlifecare and Summerset. 

Figure 1. Issue details

Issuer Oceania Healthcare Limited Maturity date 19-Oct-2027 Key dates

Security Secured, unsubordinated  Credit rating n/r Open 5-Oct-2020

NZDX code OCA010 Credit rating outlook n/a Rate set 9-Oct-2020

Coupon (min) 2.30% Min holdings NZ$5k, 1k Close 9-Oct-2020

Amount on issue NZ$75m (plus NZ$50m) ISIN NZOCADT001C3 Issue 19-Oct-2020

Interest payments Quarterly Registry Computershare Investor Services Expected quotation 20-Oct-2020

Indicative margin 2.00% to 2.20% Supervisor NZ Permanent Trustees First interest pymt 19-Jan-2021

Source: Forsyth Barr analysis

Positive post COVID-19 signs

Oceania Healthcare (OCA) reported a flat FY20 (COVID-19 impacted) result although OCA still  achieved EBITDA of NZ$63.4m.

OCA's debt levels are increasing, which is a similar theme across the sector. OCA sold around NZ$100m of new sales versus capex of

NZ$136m demonstrating the capital intensive nature of the current aged care model.

Property development funding

OCA uses debt to purchase, develop and build its villages with NZ$361.3m worth of development assets backing NZ$309.1m of net

debt.  Bondholders (and other debt holders)  do have the support of  the earnings from the existing business including aged care

earnings and resales of existing units and care suites.

Before COVID-19 appeared OCA were well ahead of the prior corresponding period in respect of delivery of care suites. OCA sold

175 (new and resale) care suites in FY20 compared to 93 in FY19. Development margins were also healthy at 33.1%. As at 31 May

2020, occupancy sat at 93.7% with 1,851 units in the development pipeline.

A point of difference — A call option

While  the  majority  of  the  bond  features  are  very  similar  to  Summerset and  Metlifecare bonds,  OCA's bonds  contain  an  early

redemption feature. OCA may elect to redeem all, but not some, of the bonds on any interest payment date after the third anniversary

of the issue date (19 October 2023). If OCA was to redeem the bond prior to maturity, it will repay the bonds at the higher of the

principal amount and the market value. A call option is not common and usually the issuer would pay a premium for such an option.

Loan to Value covenant

The standard loan-to-value (LVR) covenant is in place with similar or identical terms and conditions as other Aged Care and property

bonds. OCA's limit is 50% of which it is well within at 33.8%

Dividend Stopper

If an 'Event of default' occurs such as failing to make an interest payment on the bonds, then OCA is not permitted to make any

distribution such as ordinary dividend payments.
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Security
Similar  to  previous  bond  offerings  from  Summerset and  Metlifecare,  the  bonds  rank  below  those  amounts  owing  to

Registered Retirement Village residents (NZ$535m). The bonds do rank equally with OCA's bank debt.

Security structure

Source: Forsyth Barr analysis, OCA bond presentation, solid orange indicates ownership, dotted orange lines indicate security

Net debt

Net debt is expected to peak in 2021 at around NZ$346m and is all development related. Bondholders do have the benefit of core

earnings generation from the operating business in addition to development asset backing as highlighted in Figure 3.

The structure and ranking is not new to investors with Summerset and Metlifecare bonds presenting similar bond offerings. As of 31

May 2020, OCA had ~1,600 units and beds consented/under construction in its pipeline.

Figure 2. Ranking of bonds

Source: Forsyth Barr analysis

Figure 3. Property development asset backed for bonds

Source: Forsyth Barr analysis
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Covenant(s)

OCA is both a greenfield (acquiring land) and brownfield (redevelopment of existing sites) developer, using funds (debt) to acquire and

develop land into future villages. Bondholders have one covenant in their favour, being a loan-to-value (LVR) ratio with a limit of 50%.

OCA's bankers have additional covenants including an interest cover ratio. If OCA was to breach its LVR covenant, OCA has around

12 months to remedy the breach. As at 31 May 2020, OCA's LVR covenant was 33.8%.

​​​​​​​Under its banking arrangements, a minimum interest cover ratio of 2.0x exists. As at 31 May 2020, OCA's interest cover ratio was

7.7x.

OCA  states,  as  do other  aged  care  providers,  that  in  difficult  financial  times  it  will  be  able  to  reduce  debt  levels  by  slowing

development whilst relying on the core earnings of the business. OCA also believes it could sell underdeveloped land and/or villages.

The value of such divestments in difficult financial times is of course very uncertain.

Debt facilities

OCA currently funds its operations via an NZ$420m bank facility from ANZ and Westpac. These facilities are split in the form of a

NZ$350m facility expiring in July 2023 and an NZ$70m facility which will be cancelled post the issue of the bonds.

As at 31 May 2020, OCA had net debt of NZ$309.1m (excluding finance leases).

The Sector

The Aged Care sector in terms of the listed market is dominated by Ryman, Summerset, Oceania, Arvida and Metlifecare, however,

smaller players make up a much larger portion of the market. Net debt levels have been increasing over the last few years and the

lockdown(s) have impacted new sales.

Overall, the Aged Care sector has reported strong performances despite the COVID-19 impacts throughout the last six months, with

sales and resales rebounding strongly post the March/April lockdown.

Figure 4. LVR covenant

Source: Forsyth Barr analysis

Figure 5. Debt facilities

Source: Forsyth Barr analysis, excludes derivatives and financial instruments

Figure 6. Portfolio mix

Oceania Arvida Summerset Ryman

Care beds          1,882          1,688                 901          3,911

Serviced Apartments             679             687                 691          2,159

Independent units          1,285          1,788              3,534          5,264

Source: Forsyth Barr analysis

Figure 7. Geographical spread

Oceania Arvida Summerset Ryman Metlifecare

Auckland 38% 9% 29% 31% 62%

Rest of New Zealand 62% 91% 71% 61% 38%

Victoria n/a n/a n/a 8% n/a

Source: Forsyth Barr analysis
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Comparative securities

This offer from OCA will be the sector's fifth with Summerset being the most recent issuer in early September. The SUM030 bond was

issued with a minimum coupon of 2.30%. The seven year swap rate is only around -2bp lower from when SUM030's pricing was set.

OCA has announced an indicative marge range of 200bp to 220bp over the seven year swap rate.

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 report.

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. 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.

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 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.  Disclosure statements for Forsyth Barr Investment Advisers are available on

request and free of charge.

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 to you.  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. 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.

Figure 8. Aged care and property secondary market margins

Source: Forsyth Barr analysis, Refinitiv

Figure 9. Aged care secondary market margins

Source: Forsyth Barr analysis, Refinitiv

 

4 


	Oceania Healthcare
	Bond Offer
	Figure 1. Issue details
	Positive post COVID-19 signs
	Property development funding
	A point of difference — A call option
	Loan to Value covenant
	Dividend Stopper
	Security
	Security structure
	Net debt
	Figure 2. Ranking of bonds
	Figure 3. Property development asset backed for bonds
	Covenant(s)
	Figure 4. LVR covenant
	Figure 5. Debt facilities
	Debt facilities

	The Sector
	Figure 6. Portfolio mix
	Figure 7. Geographical spread

	Comparative securities
	Figure 8. Aged care and property secondary market margins
	Figure 9. Aged care secondary market margins




