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Private Equity

Rym AN Healthcare Lists on
NZ Stock Exchange

Christchurch based retirement

village operator Ryman

Healthcare has recently become the
second investee company to list on

the New Zealand Stock Exchange in
the last six months.

Ryman's listing in June follows that of
Auckland wine producer, distributor and
marketer Nobilo Wines in December last year.
Both Ryman and Nobilo expressed the intention to
list at the time of the initial investment and Direct
Capital Private Equity (see name change story page
2), had an integral involvement in both guiding the
companies towards the listing and as financial advisor
in the actual float processes themselves.
The $7.5 million invested in 1997 for a 25 per cent
stake in Ryman was valued at $27 million on listing,
providing a return on the initial investment in excess of
75 per cent per annum.
That capital injection in 1997 gave Ryman the ability to
commence two retirement village developments at the same
time, and the financial benefits of that acceleration are now
visible. The company more than doubled its after tax profit
to $6.2 million in the March 1999 financial year and is
forecasting it will more than double that again to $14.1
million for the 2000 financial year.
Ryman will use the additional capital raised in the listing
to further expand its operations, primarily in the North
Island. It has previously been based in the South Island,
with only the Dame Malvina Major Retirement Village in
the Wellington suburb of Khandallah in the North Island.
The higher number of elderly in the North Island makes
expansion in that market attractive. In addition, higher
average house prices provide elderly in the North Island
with a greater financial capacity to fund their
retirement.
Since entering the healthcare industry in 1984, Ryman
has pursued a clear objective — to become the
leading provider of healthcare facilities for the
elderly in New Zealand. The float was successful
for the same reasons that the company was a

successful private equity

investment in 1997,

namely:

e New Zealand’s rapidly ageing population - the
proportion of the total population that is 65 or
older is expected to more than double

between the 1996 Census and 2031.

e The low penetration of retirement villages
by international standards — in 1998 there
was only approximately 3 per cent of the

elderly population in New Zealand living in

a retirement village, compared to 15 per
cent in the US.

Ryman Healthcare’s

Dame Ngaio Marsh
Retirement Village in
Christchurch, completed

earlier this year.
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Direct Capital Private Equity

Direct Capital Private Equity is the new name for
what was previously Direct Capital

Management.
The people and the business are unchanged - Ross
George, Mark Hutton and Bill Kermode continue

as directors of the company that was responsible
for setting up and managing New Zealand's first
listed private equity fund, Direct Capital
Partners, in 1994.
What is now Direct Capital Private Equity has
been the dominant force in the New Zealand
private equity market since that time. It has
led investments totalling more than $120
million in 17 unlisted companies. It has also
been involved in the sale of two, and the
successful listing of a further two of those
investments. A third, Ryman Healthcare,
listed on the New Zealand Stock Exchange
at the end of June.
The listed fund set up by Direct Capital
Private Equity in 1994, Direct Capital
Partners, was taken over by Canadian
investor Emerald Capital in 1998. Direct
Capital Private Equity is no longer
responsible for day to day management of
the investee companies but its core business
remains unchanged: to take equity stakes in
unlisted businesses with the objective of
growing shareholder wealth.
Typically Direct Capital Private Equity makes
investments in companies where ownership
changes have been signalled. This might be
100 per cent buy outs of existing businesses
or divisions of companies; management buy
outs or buy ins; buy outs of divisions of multi
national companies; minority stakes in
privately owned or family businesses; or start
ups with large corporate partners.
Ross George, managing director of Direct
Capital Private Equity, says the company
continues to partner with one or more investors
in buying businesses.
“More often than not the primary partner is
management,” he says. “But other groups we have
partnered with in investments this year are leading
international MBO specialist 3i and the direct
investment arm of AMP. We also look for a direct

shareholding ourselves in investments, alongside

other investors.”
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Direct Capital Private Equity continues
to seek investments in the shareholding
range of 20 — 45 per cent. Direct Capital
Private Equity's contribution to companies
is through board representation and is
typically in areas which include:
e financial direction and reporting
e strategic direction
e growth by acquisition or merger
e stock exchange listing
e “in-house” commercial sounding board
e scoping and appointment of advisers.
When appropriate, it also has a commercial
director role, supplementing senior executives
in strategic and financial areas such as banking,
mergers, acquisitions and divestments, stock
exchange listing, and international
benchmarking and trend analysis.

Ryman Healthcare Story
continued...

e Developing purpose-built integrated facilities for
the care of the elderly - Ryman’s retirement
villages provide a balanced mix of services and
facilities which allow residents, and married
couples with different care requirements, to stay
within the retirement village complex as their
health needs change over time.
® An experienced team — Ryman employs 482
operational staff, 40 construction staff
and 11 head office staff. The combined team has
significant experience and a proven track record
in the New Zealand retirement village industry.
e Strategically located urban sites — Ryman'’s
policy of choosing village sites in suburban
areas, allows the elderly to retain close ties
with their local communities, family and
friends.
e Modern facilities — the average age of
Ryman'’s retirement facilities is 4.5 years,
which is considerably lower than the
average of facilities already in the market
place.

John Ryder and Kevin Hickman retain a
combined 37.5 per cent shareholding in
Ryman Healthcare and will continue as
joint managing directors.



New Zealand-led

Australasian MBO

Direct Capital Private Equity has led one of
Australasia’s largest management buy outs
(MBOs) effected out of New Zealand.

In January, Direct Capital coordinated the acquisition
of Moore Australasia, Australia’s largest print and
forms company, through a MBO with partners AMP
Asset Management New Zealand, 3i Group and
Moore senior management.
Moore Australasia has an annual turnover of
NZ$200 million and 1050 employees in
operations throughout Australia, New Zealand
and Papua New Guinea.
Direct Capital Private Equity managing director
Ross George says they were pleased to have led
an acquisition of that size from New Zealand.
“More importantly, it signalled the continued
development of the private capital market in
New Zealand, which was virtually non existent
when we raised our first $50 million fund five
years ago,” he says.
The New Zealand industry is now developing
in line with strong offshore industry trends.
AMP Asset Management New Zealand
announced at the beginning of the year a
$100 million commitment to private capital
in New Zealand.
Murray Gribben, managing director of AMP
Asset Management, says that they felt the
Moore acquisition was a strong sign on their
behalf to the market they were serious
about private capital in New Zealand.
Moore Australasia was acquired from NYSE
listed Moore Corporation, which is refocusing

The new Moore Australasia board and shareholder representatives.

Back row from left: Alistair Morrison (3i Singapore), Ant Duncan (Moore),Tim Reid (Moore),

Tim Evans (Moore), Alan Hyslop (3i Group), Mark Hutton (Direct Capital Private Equity).

Front row from left: Ross George (Direct Capital Private Equity), Brian Gray (Moore Deputy Chairman),

Harvey Parker (Moore Chairman), Jim MacDonald (Moore).

on its North American base, and had also just

sold its European operations. The shareholdings

in the company are 24.1 per cent for Direct Capital
Private Equity, 24.1 per cent for Moore Management,
26.9 per cent for 3i Group and 24.9 per cent for AMP.

More on
Vioore
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Private equlty — hot investment area

Development or venture capital, known more
commonly in the New Zealand market as

private equity, is an investment area on the

move, according to recent Australian data.

Private equity is the business of investing
directly in unlisted companies. Internationally,
in recent years, it has generated higher
returns than available from investing in more
conventional asset classes such as cash, fixed
interest or listed equities. Private equity has
also become an important asset class for
institutions looking for investment
diversification and a marketing edge.
The importance of private equity as a
source of funds for companies which either
cannot or do not wish to raise capital in
the public market, has increased steadily
in recent years. It has been the fastest
growing market for corporate finance and
in the US is now approximately one-sixth
the size of the commercial bank loan and
commercial paper markets. The explosive
growth of the private equity market over
the past 15 years translates to increased
opportunities for investors and greater
access to capital for companies.
Most private equity companies will
consider investments in a wide range of
industries, as long as the business seeking
to raise capital has a reasonable likelihood
that it will continue growing. These
private equity companies, including Direct
Capital Private Equity, generally take board
representation and maintain a close
working relationship with owners and
management.
A recent survey by Arthur Andersen shows
just how large the Australasian private equity
market is. The 1998 survey of the
22 members of the Australian Venture Capital
Association (AVCAL), found that A$1.7 billion
in private equity capital had now been invested
in 221 businesses, with 50 new businesses
receiving funding in 1997/98. A further A$810
million remains available to be invested.
In addition, in the past three years, the
membership of AVCAL has jumped from
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17 management groups to 31,
with 101 professional managers
employed.
Direct Capital Private Equity
managing director Ross George says
Australasia's private equity industry has
really come of age. Investors now look
to achieve returns which typically
average 30 per cent per annum.
Behind the growth of the industry has
been the establishment of a track record.
Westpac in Australia claims an internal
rate of return of 25 per cent on its
development capital fund, while
management buy out (MBO) group Catalyst
has returned 30 per cent on its
investments. The six realisations to date
from investments led by Direct Capital
Private Equity have averaged a 46 per cent
return.
Private equity also has a well-established
track record in contributing to national
economic performance. The 1998 survey of
'The Economic Impact of Venture Capital' by
Coopers and Lybrand found that in
companies in Australia supported by private
equity funds:
e Employment increased at an average
annual rate of 9.5 per cent between 1992

-1993
and 1996-1997
e Sales increased at an average rate of
12.1 per cent, profits at 34.9 per cent and
exports at 15.2 per cent
e Expenditure on research and
development increased at a rate of 57 per

cent and
investment in new fixed assets by

30.1 per cent



Direct Capital Private Equity
lands a stake in

Pacific Flight Catering

Direct Capital Private Equity has announced
its joint investment with AMP Asset
Management of a 27 per cent stake in
Pacific Flight Catering, one of the two

players in the flight catering industry in  racific flight catering
makes the most of Mrs

New Zealand, with a 25-30 per cent
Albright's flying New

market share. Zealand visit. From

Ross George, managing director of Direct left: Paul Gradisha,

Capital Private Equity, says the company
worked in 1996 with the executive
directors of Pacific Flight Catering to
acquire the business in an MBI from the
P&O Group.
“When the opportunity arose to invest

cen i Pacific Flight

acted very quickly to secure it. We are

delighted to provide capital once again to ° . R
back the operational expertise of the Ca.t er I n g |S Alrlght fOf
company,” he says.

o
Pacific Flight Catering’s customers include A | br I g h -t

airlines such as Ansett New Zealand,
United Airlines, EVA, Canadian Pacific,

Steve Smith,
Madeleine Albright,
Dave Cattrell, Warwick

Rottaham and PFC

director Terry Hay.

Garuda and Air Pacific. It has operations
servicing international airports in
Auckland, Wellington and Christchurch,
and operations in Rotorua, Palmerston
North, Dunedin, Invercargill and
Queenstown to service Ansett's domestic
network.
David Nathan, executive chairman of Pacific
Flight Catering, says the investment by
Direct Capital Private Equity and AMP is a
very positive development for the company.
“It allows us to take advantage of flight
catering opportunities in this region and other
food processing related acquisitions, secure in
the knowledge that we have both the capital
and strategic support from our new partners to

do so,” he says.

Pacific Flight Catering director Terry Hay

showed last year that his company is not

only a heavyweight in the flight catering
business, but also on the need-to-know
list for top American officials.

At the beginning of August, Terry's Epsom,
Auckland, home was host to a private
dinner for US Secretary of State Madeleine
Albright and 15 other American and New

Zealand officials.

Four Pacific Flight Catering chefs attended
to their needs, working around myriad
security agents while the visitors

conducted their business over dinner.

Mrs Albright's visit broke a 14-year
drought of top-level visitors from the
US administration to this country.
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Types of o
private equity investment

The private equity market in New Zealand takes

on about a dozen differing forms. The examples

below are representative of these different Partn ers h I p PYO]C| | e T
types of direct investment: .
Private Companies These investments can be for a company 3 I P LC
that requires new equity for organic growth (e.g. Ryman
Healthcare), or in order to buy a competitor, supplier or
distributor (e.g. Blue Star Group). Or it may be one partner provider of investment capital to
selling out (e.g. Open Group), or an owner partially selling
down to diversify risk (e.g. E.FTI.DOS New Zealand). investment capital — both equity and
Management Buy Outs / Buy Ins This is one of the most
successful and fastest growing forms of private equity long-term loan capital — to businesses
investment. Direct Capital Private Equity examples
include Moore Australasia, Gallagher Mailing Services,
o . . markets.
Pacific Flight Catering and Tasman Building Products.
Public Unlisted Companies Many examples exist in

3i is Europe’s leading specialist

unquoted businesses. It provides

that do not have ready access to capital

Since it was
New Zealand including Palliser Estate and Genesis established in
Research and Development. 1945, 3i has
Pre Listing Placements Placements to institutions or invested more
prelisting capital raisings (e.g. Sky City). than £7
Sale of Multinational Divisions / Operations Sale to billion in over
private companies or management (e.g. P&O to 13,000
Pacific Flight Catering). businesses.
Public Company Divestments Public companies Today, 3i has
disposing of non-core divisions. These disposals are a portfolio of
often via an MBO funded by private equity investments
investment (e.g. Moore Australasia from Moore Working in partnership  in over 3,000 businesses, most of which have a
Corporation; and Carter Holt Harvey Building on the Moore turnover of between £1 million and £100

Products division, now Tasman Building Products).
Investors / Business Operators Looking to Buy
Businesses People with good skills and energy

requiring equity partners to buy companies (e.g. Morrison (also 31) and
Pacific Flight Catering). Mark Hutton.
Local Partner Acquiring businesses as the local partner
jointly with foreign acquirers.

Australasia MBO, from million.

left: Alan Hyslop (31), In 1997, 3i established an Asian presence in

Singapore, from where it has completed eight
investments within South East Asia and
Australasia.

3i is a shareholder in the recent Moore

Ross George, Alistair

L i . Australasia MBO led by Direct Capital Private
Acquisitions Involving Syndicates New Zealand .
. . Equity.
examples include Radio New Zealand and the New ;
Zealand Rail consortium In March this year, the company completed
, ' th h f a 60 per cent shareholdin
Start-ups with Large Corporate Partners Best known ; eopltirc lassedo Bahd P iously held b 9
New Zealand example is Sky TV, which involved Time I: ! hoo SM In . ,lprevc:ous y hela by
Warner, TCl, TVNZ, a New Zealand individual and eight ntla d'(a a §y5|an e om i
other investment groups; also Sky City. Inclu .|ng an |nvestrT1§nt to support
Local Body Business Units For example, different city onggmg grovyth, 3.' |nves“Fed UBiies
councils” airport, forestry and port holdings. A recent r‘mlhon, mak.lng O|Itoo.ls its largest
example was Manukau City’s works department, Excell investment in the region to date.
Corporation Managing director of 3i Asia Pacific
Co-operatives Usually involves smaller dairy companies, or Jane Crawford visited NeW.ZeaI.and last
subsidiaries of co-operatives such as non-dairy units like year as a guest speaker with Direct
packaging, or fertilizer co-operative structures. Capital Private Equity on MBOs, and
Technology or Biotech Investment Companies in 'new" industries was featured in the last issue of this
(e.g. Genesis Research and Development). magazine.
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Moore Australia moors
Significant Australian Contract

Direct Capital Private Equity investee
company, Moore Australia, has just been
awarded a significant print and document
contract valued at approximately A$7

million per annum by Boral Limited.

Boral Limited’s core businesses are building
products, construction materials and energy,
and the three year contract, with options to

expand, spans Boral's 150 operating units

across Australia.
Boral employs 18,600 people in over 20
countries around the world, with annual
sales approaching A$5 billion. The
Australian print management contract
awarded to Moore is one of the most
complex and comprehensive ever
undertaken in the country, and will result
in a significant reduction in costs
associated with Boral’s business
information flow.
The suite of solutions presented by Moore
for Boral Limited is extensive and in
addition to print management it includes
corporate re-branding and design,
migration of paper based forms to
electronic, and management reporting.
Boral's aim was to reduce processing costs,
consolidate printing suppliers and offer all
its offices a single business document
source says Nick Servino, Boral's general
manager of procurement.
“Moore, with its national network of sales
offices and warehouses, is well placed to
meet our needs today and into the next
millennium,” he says.
Chief executive officer of Moore Business

Systems Australia Limited, Jim MacDonald, says

their goal is to help Boral increase its revenue,

reduce costs and manage its assets more
effectively by implementing a best practice print
management programme.
“Our expertise in print management, supported by
a dedicated team of professionals, innovative
products and services, and our national presence will
ensure Moore meets Boral’s expectations,” he says.

Direct Capital Private Equity led an MBO of
Moore Australasia in January with partners
AMP Asset Management, 3i and Moore
senior management (story on page 3).

Direct Capital Private Equity
Fact File

e Promoted and managed New Zealand's first
listed private equity fund, Direct Capital Partners
in 1994 — DCP was acquired by Emerald Capital in
mid 1998
e Has led 17 private equity investments since
1995, in which more than $120m has been
invested
e Average transaction size over 17 investments of
$6.3m
e Average transaction size over seven investments in
the last two years of $8.1m
e 17 acquisitions or disposals within investee
companies
e Six MBO or MBI investments
e Six realisations to date
e Realisation returns across six investments
averaging 46 per cent per annum
e Minimum realisation return of 25 per cent,
maximum return of 76 per cent
e Four floats or listed exits (including PC Direct for
stock)
® Three trade sales (including PC Direct for stock)
e Three investments in which new equity
partners were subsequently introduced
e Industries invested in to date include:
e telecommunications
e electronic commerce
e information management
® print management
* wine
e retirement villages
e computer manufacturing
e airline catering
e manufacturing
e television and film production
e building products
® aviation
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Direct Capital Private Equity —

the people

Since we last profiled our people,
the company has gained two new

investment managers.

Gavin Lonergan, BBus CA, joined the
company in early 1998. Prior to this, he
held senior analyst positions with both
Clear Communications in New Zealand and
British Telecom in London. At Direct
Capital Private Equity he is responsible for
financial and commercial analysis and
evaluation, industry research and
management of due diligence processes.
Matt Riley, BCom MBA CA, also joined
Direct Capital Private Equity last year,
after completing a project for the
company as part of his University of
Otago MBA. He worked as an accountant
in Dunedin for three years before four
years in the UK with one of the country’s
first hedge funds, which ultimately
became a subsidiary of Rothschilds and US
insurance giant, AlG. His role at Direct
Capital Private Equity is similar to Gavin's,
and encompasses preparation of investment
memorandums, corporate valuations,
financial analysis and analysis of potential
investments.
Investment manager Tony Batterton has gone
to London to gain valuable overseas private
equity experience. The industry is led out of
the UK and the US, with UK experience being
particularly relevant to trends in Australasia.
Ross George, Mark Hutton and Bill Kermode
continue their roles as directors of the company,

as well as acting as directors on investee company
boards.

g
g
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Mark has been a director of Airwork,
Blue Star Group, Gallagher
InfoManagement, Nobilo Wines, Open
Holdings Ltd, Tasman Building Products,
Pacific Turbine Pty Ltd (Sydney) and Pacific
Flight Catering Ltd, a directorship Ross
George now holds. Mark is currently on the
board of Moore Australasia.
Bill Kermode has been a director of Ryman
Healthcare, EFTPOS NZ, PC Direct, Robinson
Industries and Communicado. He is currently
a member of the Public Trust Investment

Board.
Direct Capital Private Equity managers

continue to receive support from office
manager Fran Woods.

The Direct Capital Private Equity team. From left: Bill Kermode, Ross George, Gavin

Lonergan, Mark Hutton, Fran Woods and Matt Riley.

Direct Capital Private Equity Limited

Level 7, Tower Two, Shortland Centre, 55-65 Shortland St
PO Box 4450, Auckland, New Zealand

Telephone: 0-9-307 2562, Facsimile: 0-9-307 2349

www.directcapital.co.nz



