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NEUTRAL @

Metlifecare (MET) has reported an FY20 result largely in-line with last year's result, ahead of expectations, with small beats
across the board. These results again highlight the strong performance by the aged care operators during and immediately
after the COVID-19 lockdown period. However, near-term focus is squarely on the Scheme Implementation Agreement (SIA)
where APVG (an entity owned by EQT Infrastructure) has agreed to acquire all MET's shares for NZ$6.00 per share. The
NZ$6.00 offer represents a 5.5% discount to the midpoint of the current independent adviser range (NZ$5.80-NZ$6.90 per
share) and a 1% premium to the current share price.

NZX Code MET Financials: Jun/ 19A 20E 21E 22E Valuation (x) 19A 20E 21E 22E
Share price NZ$5.92 NPAT* (NZ$m) 90.5 726 698 856 EV/EBITDA 149 186 189 157
Target price NZ$6.00 EPS* (NZc) 424 341 327 401 EV/EBIT 158 200 206 16.9
Risk rating High EPS growth* (%) 38 -198 -39 227 PE 139 174 181 1438
Issued shares 213.3m DPS (NZc) 11.0 0.0 7.0 8.0 Price /NTA 0.9 0.8 0.7 0.7
Market cap NZ$1,263m Imputation (%) 0 0 0 0 Cash divyld (%) 1.9 0.0 1.2 1.4
Avg daily turnover 1,314k (NZ$7,460Kk) *Based on normalised profits Gross div yld (%) 1.9 0.0 1.2 14

Scheme timetable

The scheme is scheduled to be put to a shareholder vote at a special meeting on 2 October 2020. Should shareholders accept the
scheme, which we expect, it is scheduled to be implemented in late October/early November 2020, provided all conditions under the
SIA are satisfied. We have not changed our forecasts, acknowledging the new Scheme Implementation Agreement to acquire 100% of
MET's shares for NZ$6.00 announced in early July. Our target price remains in line with the scheme offer price of NZ$6.00.

What did we learn from the results?

Fundamentals may not be in focus with respect to MET's near-term performance, however, the result re-enforced our view that the
aged care sector has emerged from the COVID-19 crisis strong. MET's result was only the 2nd "full" COVID-19 impacts read through
on calendar Q2, after SUM on 17 August, the reported numbers coupled with management commentary suggests that demand in
June was largely back to normal while July and August have been above last year's level. Separately, we note that MET, much like SUM
expects construction costs to reduce, although that was not quantified. MET expects the high construction costs experienced in
FY19/20, combined with likely flattish price realisation, will weigh on development margins in FY21. This comment wasn't echoed in
as much clarity by the other aged care operators.

Why do we think that the SIA will pass?

We take the view that the Scheme Implementation Agreement is likely to pass for three reasons; (1) the NZ Superannuation fund,
with a 20% holding, has released a statement that they will vote in favour; (2) we estimate that the group of hedge funds that worked
behind the scenes and in the media to garner support for a revised bid has the backing of a further c. 25% of share holders; and (3)
acquisition through an SIA has a relatively low barrier to be approved: 75% of votes cast need to approve the SIA and over 50% of
total shares on issue needs to vote in favour. The 2nd criteria is largely fulfilled with the known supporters, for the SIA to fail on the
first criteria you need both a high degree of voting and for a (likely large) majority of those to vote against. If the SIA does not pass, we
would expect a much smaller share price reaction than when the first deal fell through, as the sector has performed well since Nov 19.

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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Metlifecare Limited (MET)

Priced as at 26 Aug 2020 (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

2018A
195.4
91.4
(4.2)
87.2
(0.1)
0

0

0
87.2
0
87.2
40.9
10.0

2018A
53

6.1
13.3
6.1

6.1
24.2

2018A
91.4
18.8
0.7

0
1110
(173.8)
0

11
(61.7)
(19.3)
0
(81.0)

2018A
(51.2)
3,237.4
1.2

0

10.8
3,198.3
140.5

0
1,589.7
1,468.1
0
3,198.3

2019A
212.9
98.0
(5.8)
92.2
(1.6)
0

0

0
90.5
0
90.5
42.4
110

2019A
8.9

71
5.6

3.9

3.8
10.0

2019A
98.0
226
(0.6)

0
119.9
(232.9)
0

(0.0)
(113.1)
(22.4)
0
(135.4)

2019A
(17.8)
3,477.0
1.0

0

10.8
3,471.0
275.8

0
1,710.2
1,485.0
0
3,471.0

2020E
199.8
811
(5.9)
75.2
(2.5)

0

0

0

72,6

72,6
34.1

2020E
-6.1
-17.2
-18.4
-19.8
-19.8
-100.0

2020E
811
50.1
(2.5)

0
128.6
(84.9)

43.8

2020E
(18.3)
3,623.6
1.0

0

10.8
3,617.0
2320

0
1,739.6
1,645.5
0
3,617.0

2021E
202.1
784
(6.2)
721
(2.4)
0

0

0
69.8
0
69.8
327
7.0

2021E
12
-34
-4.0
-3.9
-3.9
n/a

2021E
784
90.5
(2.4)

0
166.5
(160.7)
0

0

5.8
(14.9)
0

(9.1)

2021E
(20.4)
3,839.5
1.0

0

10.8
3,830.9
2411

0
1,857.3
1,7325
0
3,830.9

5.92

6.00
1.4%
1.2%
2.6%

1.30%
0.91
7.6%
1.5%

2022E
225.8
94.6
(6.6)
88.0
(2.4)
0

0

0
85.6
0
85.6
40.1
8.0

2022E
11.7
20.7
220
227
227
14.3

2022E
94.6
95.5
(2.4)

0
187.6
(167.3)
0

0

204
(17.1)
0

3.3

2022E
(21.5)
4,073.9
1.0

0

10.8
4,064.3
237.8

0
2,002.4
1,824.0
0
4,064.3

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

months dividend

Spot valuations (NZ$)
1. Acquisiton valuation
2.n/a
3.n/a

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

Valuation Ratios 2018A 2019A
EV/EBITDA (x) 14.8 14.9
EV/EBIT (x) 15.6 15.8
PE (x) 14.5 13.9
Price/NTA (x) 0.9 0.9
Free cash flow yield (%) -5.0 -9.0
Net dividend yield (%) 1.7 1.9
Gross dividend yield (%) 1.7 1.9
Capital Structure 2018A 2019A
Interest cover EBIT (x) >100x 56.7
Interest cover EBITDA (x) 82.2 315
Net debt/ND+E (%) 8.7 15.7
Net debt/EBITDA (x) 15 2.8
Key Ratios 2018A 2019A
Return on assets (%) 2.7 2.6
Return on equity (%) 5.9 6.1
Return on funds employed (%) 5.7 54
EBITDA margin (%) 46.8 46.0
EBIT margin (%) 44.6 43.3
Capex to sales (%) 89.0 109.4
Capex to depreciation (%) 4,139 4,016
Imputation (%) 0 0
Pay-out ratio (%) 24 26
Operating Performance 2018A
Revenue (NZ$m)

Village/care fees 59.9
Management fees 55.2

Fair value m'ment in Investment Property (NZ$m)

Realised 78.7
Unrealised 0
Total revenue 195.4
Key Drivers

Sales - new units 98
Ave unit price - new sales (NZ$000) 655
Sales - resold units 343
Ave unit price - resales (NZ$000) 542
Gross development margin (%) 25.5
Gross resales margin (%) 335
New apartments/units 185
New beds 69
Portfolio

Apartments/units

2020E
18.6
20.0
17.4
0.8
3.5
0.0
0.0

2020E
29.6
319
124
29

2020E
21
4.4
4.1
40.6
37.6
42.5
1,430
0

0

2021E

18.9
20.6
18.1
0.7
0.5
12
12

2021E

30.5
33.1
12.2

31

2021E

1.9
4.0
37
38.8
357
79.5

2,576

2019A 2020E

65.4
58.9

88.4
0
212.9

116

690

354

572

211
35.3
112

70

67.4
64.5

67.7

199.8

119
717
296
589
16.0
310

70

0
21

2021E

69.1
713

615

202.1

94
739
305
566
19.0

28.0
140
60

6.00
n/a
n/a

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

2022E
15.7
16.9
14.8
0.7

1.6

14

14

2022E
36.7
39.5
11.5
2.5

2022E
21
47
4.3
41.9
39.0
74.1
2,529
0

20

2022E

734
785

737

2258

120

754
339

577

210
28.0
150

40

4,391.0 4,478.0 4,548.0 4,688.0 4,838.0

Beds 388.0 440.0 4400 5000 5400
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Charts of interest

Figure 1. The market is pricing in near certainty... Figure 2. ...but we have been here before
8 Key  Date Comment
7 1 20/11/2019 NBIO received from EQT
2 19/12/2019 Offer received at NZ$6.50 per share
& 6 3 30/12/2019 MET board recommends scheme of
E 5 arrangement of NZ$7 per share
8 4 4 16/03/2020 Speculative commentary around material
s adverse change (MAC) clause
_% 3 © 5 26/03/2020 Speculation continues around MAC
e 2 6 8/04/2020 APVG announces intention to terminate SIA
based on COVID triggering MAC clause
1 7 6/07/2020 New NBIO received from EQT
0 n/a 2/10/2020 SIA voting date
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Source: Forsyth Barr analysis, Eikon

Figure 3. MET has outperformed average of listed peers by 13%  Figure 4. MET share price over last 6 years
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Investment Summary

Metlifecare's (MET) share price has risen ~+60% since March following the announcement it had entered into a new Scheme
Implementation Agreement (SIA) for the acquisition of all MET shares for NZ$6.00 per share. The new agreement follows the
cessation of the original SIA on April 8 as a result of COVID-19 activating a material adverse change clause. MET has received
strong investor support for the new offer price with its largest shareholder (NZ Super at 19.96% interest) agreeing to vote in
favour of the agreement. At present, the scheme will likely be implemented in late October/early November. NEUTRAL.

Business quality
= Development expertise growing: Development activity underway, including large greenfield projects, provides MET with an

opportunity to demonstrate its capability, allowing further upside to our expectations.
= Care expertise: The expertise required to successfully operate in the aged care sector is a barrier to entry and a key focus for MET
going forward.

Earnings and cashflow outlook
= Lifting the build rate: MET is focussed on developing new integrated villages and has a goal of 200+ units and beds. This has dialled

back from a goal of 300+ units and beds per annum from FY20 onwards and had a significantly lower build rate in FY20 as it resets
its programme. This may be delayed further with the recent COVID-19 lockdown.

= Leveraged to Auckland market: With 15 villages in Auckland, MET can capitalise on high house prices and significant levels of
embedded value.

= Recycling capital: The occupational right agreement (ORA) structure provides MET with the ability to recycle capital into new
developments and capture capital gains when units are resold.

= Positive demographic trends: There are currently 280,000 people in NZ aged 75 and over, a figure expected to more than double
by 2035.

Financial structure
= Balance sheet robust: Contrasted with last cycle, MET has a low level of gearing at around 15%, providing ample capacity to

workthrough its development pipeline or to provide cover should market conditions slow.

Risk factors
= Housing market downturn: Any significant downturn in the slowing Auckland housing market poses a threat to resales and new

sales pricing. MET's existing portfolio remains weighted to independent living (lifestyle villages) with a small number of care beds
and serviced apartments.

= Oversupply: The significant development pipeline in Auckland posed the threat of a short-term oversupply for retirement units,
however, we expect this risk to reduce with the softening economic outlook.

Figure 5. FY20 revenue mix Figure 6. Portfolio as at 30 June 2020
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= 2,500
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33% Care Beds ORA's
SA's m|LU's
Source: Forsyth Barr analysis, Company reports Source: Forsyth Barr analysis, Company reports



£% FORSYTH BARR

Figure 7. Price performance Figure 8. Substantial shareholders
Shareholder Latest Holding
$7.50 New Zealand Superannuation Fund 19.9%
$7.00 ’ 140 UBS 13.3%
) 1.20 Maso Capital Partners Limited 5.4%
$6.50 JPMorgan Chase & Co. and its affiliates 5.3%
$6.00 1.00 Credit Suisse 5.2%
$5-50 0.80 Source: NZX, Forsyth Barr analysis, NOTE: based on SPH notices only
$5.00 0.60
$4.50 0.40
$4.00 0.20
$3.50 0.00
Sepl7 Sep18 Sep19 Sep20
——Price -=--Relative to S&P/NZX 50
Source: Forsyth Barr analysis
Figure 9. International valuation comparisons
Company Code Price Mkt Cap PE EV/EBITDA EV/EBIT Cash YId
(metrics re-weighted to reflect MET's balance date - June) (m) 2020E 2021E 2020E 2021E 2020E 2021E 2021E
Metlifecare MET NZ NZ$5.92 NZ$1,263 17.4x  18.1x 19.0x  19.6x 20.5x  21.3x 1.2%
RYMAN HEALTHCARE * RYMNZ NZ$13.36 NZ$6,680 27.7x  26.4x 28.9x  27.1x 32.0x  30.0x 1.9%
SUMMERSET GROUP * SUMNZ NZ$8.61 NZ$1,964 19.0x  18.2x 19.0x  17.7x 20.4x  18.9x 1.8%
OCEANIAHEALTHCARE * OCANZ NZ$1.03 NZ$641 14.6x  13.1x 14.8x  13.1x 19.2x  16.8x 3.9%
ARVIDA GROUP LIMITED * ARV NZ NZ$1.63 NZ$884 17.1x  19.6x 19.2x  19.4x 21.6x  22.7x 2.9%
Compco Average: 19.6x  19.3x 20.5x  19.3x 23.3x  22.1x 2.6%
EV = Current Market Cap + Actual Net Debt MET Relative: -11% -6% -7% 2% -12% -4% -55%

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

Figure 10. Consensus EPS momentum (NZ$) Figure 11. One year forward PE (x)
0.54 191
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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.

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.

Ratings distributions: As at 25 Aug 2020, Forsyth Barr's research ratings were distributed as follows: OUTPERFORM NEUTRAL UNDERPERFORM
49.1% 37.7% 13.2%

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.

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.

Investment banking engagements: Other than confidential engagements, Forsyth Barr has within the past 12 months been engaged to provide investment
banking services to the issuer that is the subject of this publication. For information about whether Forsyth Barr has within the past 12 months been engaged
to provide investment banking services to any other issuer referred to in this publication, please refer to the most recent research report for that issuer’s
financial products.

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.
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