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Abbreviations and Definitions 

BOS BOS International (Australia) Limited 

EV Enterprise Value 

Fair Value The amount for which an asset could be exchanged 

or a liability settled, between knowledgeable, willing 

parties in an arm’s length transaction 

FIHL Financial Investment Holdings Limited, currently the 

100% shareholder in Geneva 

FY Financial year ending 31 March 

Geneva or Company Geneva Finance Limited 

Moratorium Principal repayment moratorium entered into by 

Geneva in November 2007 

Northington Partners Northington Partners Limited 

Noteholders Holders of Subordinated Notes issued by Geneva 

NPV Net Present Value 

NTA Net Tangible Assets 

Quest Quest Insurance Group Limited 

Reconstruction Proposal The detailed Capital Reconstruction proposal as set 

out in the Offer Document (comprising an 

Investment Statement and Prospectus) prepared by 

Geneva 

Receivership Scenario The projected outcome for Geneva stakeholders in 

a receivership scenario, based on the approach 

and assumptions documented in this report 

Stellar Stellar Collections Limited 

Stockholders Holders of Debenture Stock issued by Geneva 

(excluding BOS) 
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Executive Summary  

Investors in Geneva Finance Limited (“Geneva” or “Company”) voted in November 2007 

to put in place a moratorium on the principal repayment of all outstanding securities 

(“Moratorium”) until 30 April 2008. Based on concerns about the projected capital 

position and likely liquidity of the Company when the Moratorium ends, Geneva has 

developed a capital reconstruction proposal (“Reconstruction Proposal”) which the 

Company believes is in the best interests of all investors. The Directors of Geneva have 

engaged Northington Partners Limited (“Northington Partners”) to provide an 

independent assessment of the merits of the Reconstruction Proposal, primarily for the 

benefit of the holders of secured debenture stock (“Stockholders”) and subordinated 

notes (“Noteholders”). 

The main aim of the Reconstruction Proposal is to recapitalise Geneva so that it can 

continue to operate as a going concern. If the plan is approved, the recapitalisation will be 

achieved by converting 15% of all outstanding debentures and 55% of all outstanding 

subordinated notes into ordinary shares in the Company. Together with additional 

contributions from the sole shareholder in the Company, Financial Investment Holdings 

Limited (“FIHL”), the conversions of debentures and subordinated notes will increase the 

equity position from $4.8 million to approximately $27.5 million.  

If the Reconstruction Proposal is not approved, the Directors of Geneva will ask the 

Trustee for the Stockholders and Noteholders to place the Company into receivership. 

The potential outcome from receivership (“Receivership Scenario”) therefore represents 

the appropriate benchmark against which to compare the projected outcome under the 

Reconstruction Proposal.  

We have assessed the potential outcomes on the following basis: 

� Reconstruction Proposal  Geneva has prepared a financial model that 

incorporates a wide range of assumptions regarding the future performance of the 

business and which reflects the expected repayments of the restructured 

debentures and subordinated notes. We have used this model as the basis of our 

assessment of the likely future outcomes for Stockholders and Noteholders. 

� Receivership Scenario  We have constructed a high level model to provide 

indicative outcomes from receivership. The model is based on projections of the 

performance of the existing loan receivables provided by Geneva, and reflects a 

managed wind-down of the book rather than an outright sale. We assume the  

wind-down is implemented over 3 years. 

Prospective returns to Geneva security holders under both the receivership and 

reconstruction scenarios are presented in the following table. 

Security Receivership / Wind-down Reconstruction Proposal 

Debentures ■ Principal return between 80% 

and 100% of outstanding face 

value over a three year period. 

■ No accrued interest payments 

will be possible in most 

receivership scenarios. 

■ Expected total return = $0.90 

per $1.00 of outstanding 

debentures. 

■ Principal return of 70% paid over a 

three year period between May 2008 

and March 2011.  

■ Principal return of 15% paid over the 

subsequent one and a half year period 

between March 2011 and September 

2012.  

■ Remaining 15% of outstanding principal 

immediately converted to ordinary 

shares in Geneva. 

■ Interest on the restructured debenture 

principal paid monthly at the higher of 

the existing rate and 11.00%. 

■ Expected total return (including 

interest and shares at issue price) = 

$1.16 per $1.00 of outstanding 

debentures
1
. 

  Subordinated 

Notes 

■ Nil ■ Principal return of 45% repaid between 

April 2011 and October 2012. 

■ Remaining 55% of outstanding principal 

converted to ordinary shares in Geneva. 

■ Interest on the restructured note 

principal paid monthly at the higher of 

the existing rate and 13.00%. 

■ Expected total return (including 

interest and shares at issue price) = 

$1.20 per $1.00 of outstanding 

notes
1
. 

1
 The projected base case total returns do not make any allowance for tax payable on the interest 

payments, which may vary depending on the personal circumstances of each Stockholder and 

Noteholder. 
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Our assessment of the merits of the Reconstruction Proposal for Stockholders and 

Noteholders is summarised as follows: 

Stockholders 

We believe that the Reconstruction Proposal offers Stockholders a good chance of 

recovering the full value of their existing investment, and should over time provide a 

cumulative return that exceeds the likely outcome from the Receivership Scenario. This 

opinion is largely based on a review of the model prepared by Geneva for the future 

financial performance of the Company under the Reconstruction Proposal.  We conclude 

that although the proposed business plan is subject to a relatively high level of 

uncertainty, the key assumptions used in the financial projections are reasonable and 

achievable assuming no significant deterioration in the current economic environment. 

In our view, the risk associated with the repayment of the restructured debenture stock 

(85% of the original face value) is comparable to the risk Stockholders will face under the 

receivership scenario, while the Reconstruction Proposal also offers the good prospect of 

continued interest payments. Our modelling indicates that even under the best scenarios 

for the Receivership Scenario, only a small proportion of the interest accrued during the 

receivership period will be paid. 

The additional upside for the Reconstruction Proposal relates to the 15% of debentures 

that are converted to ordinary shares. Assuming that the restructured business can meet 

or exceed the future financial outcomes incorporated into the Geneva model, we believe 

that the future value of the shares could exceed the initial issue price. However, the future 

value of the shares is subject to considerably more uncertainty than the future repayment 

of the restructured debenture principal and could in extreme cases be close to zero. 

The actual value of the shares in the future will be affected by the following factors: 

� Short-term prices will be especially sensitive to the number of Stockholders and 

Noteholders who look to liquidate their holdings, as well as prevailing market 

demand for the shares. 

 

� The future funding position of the Company and the related size of the finance 

receivables book. If Geneva cannot replace the existing funding sources as they 

mature, the business will likely be wound down and the net proceeds available to 

shareholders will be limited. 

� The future state of the economy will affect demand for loans and the on-going 

arrears performance of the receivables book. 

The current environment for finance companies such as Geneva is generally poor, with 

many industry participants experiencing extreme difficulties in securing adequate funding. 

The Reconstruction Proposal effectively locks in sufficient funding for the business to 

operate prudently over the next 2-3 year period, and is then increasingly reliant on the 

assumption that conditions will be markedly improved when the new funding sources are 

required.  

We believe that this assumption is reasonable and conclude that even in the worst case 

scenario in which the environment does not improve, Geneva will be in a position to 

manage a wind-down that will likely provide an outcome for Stockholders that is not 

materially different to the Receivership Scenario. The Reconstruction Proposal can 

therefore be viewed as providing Stockholders with an equity upside that has a good 

chance of providing future value equal to or greater than the face value of the issued 

shares. 

Noteholders 

We believe that it is unlikely that Noteholders will receive any repayment in a Receivership 

Scenario, and they should therefore view the Restructuring Proposal very positively. 
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Section 1 – Introduction 
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Current Position of Geneva 

The significant deterioration in the operating environment for New Zealand finance companies during the second 

half of 2007 seriously affected Geneva’s liquidity position. The reinvestment rate for debenture stock reduced to the 

point that Geneva was in danger of being unable to meet its future commitments to repay debenture funding as it 

became due. With support from the Company’s wholesale funding provider (BOS International (Australia) Limited 

(“BOS”)), Geneva instituted a Moratorium on 5 November 2007 that suspended all principal repayments until 1 May 

2008. The main purpose of the Moratorium was to allow the Company sufficient time to arrange for an additional 

capital injection and/or alternative debt funding, while protecting the position of the remaining Stockholders. 

While discussions were held with several potential counterparties, the Company has been unable to secure the 

necessary funding within the timeframe available. Geneva is therefore now proposing a capital reconstruction 

alternative that largely relies on Stockholders and Noteholders agreeing to convert a proportion of their outstanding 

securities into equity.  

Table 1 sets out the projected financial position of the Company on 30 April 2008, immediately prior to the 

proposed implementation date of the Reconstruction Proposal.  

� The projected position is based on the (unaudited) financial position of the Geneva group as at 31 

December 2007, together with allowance for any actual and expected changes for the four months to 30 

April 2008; 

� Total assets of $160 million consist of net loan receivables of $118 million (74%), cash of $26 million (16%) 

and other assets of approximately $16 million (10%). Deferred tax of approximately $4.2 million is included 

in the Other Assets component, representing the face value of the potential future tax shield arising from 

the current provision for doubtful debts and asset write-offs; 

� Debt funding is a mixture of debentures (64%), BOS credit facility (28%) and subordinated notes and loans 

(8%); 

� The existing total equity of $4.8 million represents just 3% of total assets. 

As it stands, Geneva is in breach of a number of covenants relating to the BOS facility and to the respective trust 

deeds for the debenture stock and the subordinated notes. The Company has been advised that it needs to raise 

approximately $23 million of additional capital to remedy the breaches of the trust deeds and enable continuation of 

the BOS facility. 

The Reconstruction Proposal has been developed by Geneva to meet these requirements. 

Table 1: Projected Financial Position - 30 April 2008 

 ($000) 

Current Assets  

Cash 26,300 

Other Current Assets 6,154 

Total Current Assets 32,454 

Loans Receivable  

Gross Loans Receivable 140,760 

Less Provisions and Adjustments (22,380) 

Net Loan Receivables 118,380 

Fixed Assets 9,359 

Total Assets 160,194 

Current Liabilities 932 

Term Liabilities  

Debentures 98,960 

BOS 43,000 

Subordinated Notes and other loans 12,455 

Other Term Liabilities (1) 

Total Term Liabilities 154,414 

Total Liabilities 155,346 

Net Assets 4,847 

Shareholders Funds  

Ordinary Share Capital 5,613 

Preference Share Capital 7,670 

Retained Earnings (9,120) 

Revaluation Reserve 685 

Total Equity 4,847 
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Summary of Reconstruction Proposal 

Overview 

Full details of the proposed Reconstruction Proposal are set out in the Offer Document prepared 

by the Company. In summary, Geneva is proposing a plan to effectively recapitalise the Company 

by converting a proportion of all outstanding debentures and subordinated notes to equity capital, 

and rescheduling the repayment of the remaining debt over a period of approximately four and a 

half years. The existing shareholder will also contribute approximately $1.5 million of additional 

capital and offer security over shares in two associated companies that we estimate have an 

aggregate security value of $1.9 million. The Reconstruction Proposal will result in total 

shareholders funds’ increasing from approximately $4.8 million to $27.5 million. 

Table 2 summarises the implications of the Reconstruction Proposal for each class of security 

holder. 

Table 2: Summary of Reconstruction Proposal 

Security Reconstruction Proposal 

Debentures • Principal return of 70% paid over a three year period between May 2008 and March 

2011. First payment in May 2008. 

• Principal return of 15% paid over the subsequent one and a half year period 

between March 2011 and September 2012. 

• Remaining 15% of outstanding principal immediately converted to ordinary shares in 

Geneva. 

• Interest on the outstanding principal balance paid monthly at the higher of the 

existing rate and 11.00%. 

  
Subordinated 

Notes 
• Principal return of 45% repaid between April 2011 and October 2012. 

• Remaining 55% of outstanding principal converted to ordinary shares in Geneva. 

• Interest on the outstanding principal balance paid monthly at the higher of the 

existing rate and 13.00%. 

  
Security Stock1 

(BOS) 
• Current principal amount outstanding of $43 million will be reduced to $35 million at 

the same proportional rate as the repayments of the restructured debenture stock. 

• The remaining principal of $35 million will be rescheduled as a 3 year term loan on 

normal commercial terms, repayable in one payment not earlier than 30 April 2011. 

1 
The terms and conditions of the BOS facility are still to be confirmed.

 
 

FIHL is the existing sole shareholder of Geneva and has undertaken to support 

the Reconstruction Proposal by: 

� Converting $7.67 million of preference shares to ordinary shares, 

thereby foregoing priority to dividend payments and the proceeds from 

any possible future liquidation. This conversion has already taken place; 

� Subscribing for $630,000 of new shares in cash; 

� Voluntary conversion of 100% of the $539,385 investment in debenture 

stock. This represents an investment of $458,477 over and above the 

15% mandatory conversion considered by the Reconstruction Proposal; 

� Voluntary conversion of 100% of the $1,000,000 investment in 

subordinated notes. This represents an investment of $450,000 over 

and above the 55% mandatory conversion considered by the 

Reconstruction Proposal; 

� A pledge of security over shares owned in Stellar Collections Limited 

(“Stellar”) and Quest Insurance Group Limited (“Quest”), two 

companies associated with Geneva which are 100% owned by FIHL. 

After allowing for a series of recapitalisation transactions that are 

conditional on approval of the Reconstruction Proposal, we estimate that 

the combined collateral value of the two companies is approximately 

$1.9 million. Our assessment of the security value is summarised in 

Appendix II. 
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Projected Financial Position Post-Restructuring 

Table 3 presents the projected financial position of the Company before and after the 

implementation of the Reconstruction Proposal. 

Table 3: Projected Financial Position – Before and After Restructuring 

 Before 
($000) 

After 
($000) 

Difference 
($000) 

Current Assets    

Cash $26,300 $26,930 $630 

Other Current Assets $6,154 $6,154  

Total Current Assets $32,454 $33,084 $630 

Loans Receivable    

Gross Loans Receivable $140,760 $140,760 $0 

Less Provisions ($22,380) ($22,380) $0 

Net Loan Receivables $118,380 $118,380 $0 

Fixed Assets $9,359 $9,359 $0 

Total Assets $160,194 $160,824 $630 

Current Liabilities $932 $932 $0 

Term Liabilities    

Debentures $98,960 $83,658 ($15,303) 

BOS $43,000 $43,000 $0 

Subordinated Loans $12,455 $5,675 ($6,780) 

Other Term Liabilities ($1) ($1) $0 

Total Term Liabilities $154,414 $132,332 ($22,083) 

Total Liabilities $155,346 $133,264 ($22,083) 

Net Assets $4,847 $27,560 $22,713 

Shareholders Funds    

Ordinary Share Capital $5,613 $35,995 $30,383 

Preference Share Capital $7,670 $0 ($7,670) 

Retained Earnings ($9,120) ($9,120) $0 

Revaluation Reserve $685 $685 $0 

Total Equity $4,847 $27,560 $22,713 
 

The key impact of the Reconstruction Proposal is the projected increase in 

equity from the existing level of $4.8 million to $27.5 million. The increase of 

$22.70 million is generated from the following sources: 

� $15.3 million (67% of the total) by the conversion of debenture stock; 

� $6.8 million (30%) by the conversion of subordinated notes;  

� $0.6 million (3%) by the subscription for new shares. 

 

We understand that some Stockholders and Noteholders have expressed an 

interest in voluntarily converting an additional $1.2 million of debentures and 

subordinated notes to equity. While we note that this conversion will further 

enhance the equity position after the restructuring is completed, our analysis is 

based on the assumption that the conversion is restricted to the level prescribed 

by the Reconstruction Proposal. 
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Contribution of Existing Shareholder 

A further breakdown in the sources of the increased equity is presented in Table 4, 

showing the relative contribution that FIHL will make when the voluntary conversions of 

debenture stock and subordinated notes are taken into account. 

Table 4: Sources of Increase in Equity  

Source Value 
(000’s) 

Debenture Conversion – FIHL (mandatory) 81 

Debenture Conversion – All Other Stockholders 14,763 

Total Debentures 14,844 

Subordinated Notes Conversion – FIHL (mandatory) 550 

Subordinated Notes – All Other Stockholders 5,780 

Total Subordinated Notes 6,330 

Total Conversion Value 21,174 

  

Additional FIHL Contribution  

Cash 630 

Voluntary Debenture Conversion 458 

Voluntary Subordinated Notes Conversion 450 

Total FIHL Contribution (Excluding Mandatory Conversions) 1,538 

Total Increase in Equity 22,713 

 

 

Repayment Profile for Restructured Debentures and Notes 

Figure 1 and Figure 2 set out the proposed repayment schedules for the restructured 

debenture stock and subordinated notes, expressed on the basis of the cumulative 

repayment per $1.00 of initial face value. 

Figure 1: Cumulative Principal Repayment Profile for Restructured Debentures (Excluding 
Interest) 
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Figure 2: Cumulative Principal Repayment Profile for Restructured Subordinated Notes 
(Excluding Interest) 
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Terms of Reference and Assessment Approach 

If the Reconstruction Proposal is not approved by those entitled to vote on the special 

resolutions, the Directors of Geneva will ask the Trustee for the Stockholders and 

Noteholders to place the Company into receivership. The potential outcome from the 

Receivership Scenario therefore represents the appropriate benchmark against which 

to compare the projected outcome under the Reconstruction Proposal.  

An assessment of the merits of the Reconstruction Proposal must compare and 

contrast the possible outcomes for each class of security under both the receivership 

and reconstruction scenarios. In broad terms, our assessment has considered: 

(i) The consequences for all security holders if the Reconstruction Proposal is not 

accepted and the Company is placed into receivership; 

(ii) The viability of the Geneva business plan that will be pursued if the 

Reconstruction Proposal is approved. This examines the key assumptions that 

are incorporated into the restructuring model and the sensitivity of the 

projected outcomes to reasonable changes to the key parameters; and, 

(iii) The incremental risks faced by all security holders if the Reconstruction 

Proposal is approved. This requires a careful distinction between market (or 

systematic) risk factors that will affect the security holders under both the 

Reconstruction Proposal and the Receivership Scenario, and the additional 

risk factors that arise if the Reconstruction Proposal is adopted. 

The prospects for the successful restructuring of Geneva have been assessed largely 

on the basis of a review of the financial model provided by the Company. The model 

has been constructed to provide a projection of the future income and expenses of 

Geneva for the next 5 years, along with the expected timing of new and existing loan 

repayments and the repayment of outstanding principal on the debenture stock.  

An assessment of the viability of the restructuring plan is partly dependent on an 

assessment of the reasonableness of the key assumptions that Geneva has 

incorporated into the financial model. However, while we can comment on the possible 

impacts of changes to those assumptions, we are not in a position to express a view as 

to the likelihood that the assumptions will actually be achieved. 

Apart from reviewing the financial model developed by Geneva, we have had a number 

of meetings and discussions with the Directors and management of the Company, and 

have been provided with an extensive array of supporting documentation. The sources 

of information that we have relied on in preparing this report are set out in Appendix III. 

This report is subject to all of the limitations and restrictions set out in Appendix I. In 

particular we note that in preparing this report, Northington Partners has relied on 

information provided by the Geneva Directors and a range of other parties (as set out in 

Appendix III). Northington Partners has not performed anything in the nature of an audit 

of that information, and does not express any opinion on the reliability, accuracy, or 

completeness of the information provided to us and upon which we have relied. 

Northington Partners has used the provided information on the basis that it is true and 

accurate in material respects and not misleading by reason of omission or otherwise. 

Accordingly, neither Northington Partners nor its Directors, employees or agents, 

accept any responsibility or liability for any such information being inaccurate, 

incomplete, unreliable or not soundly based or for any errors in the analysis, statements 

and opinions provided in this letter resulting directly or indirectly from any such 

circumstances or from any assumptions upon which this letter is based proving 

unjustified. 
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Section 2 – Review of the Reconstruction Proposal 
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Review of the Base Case Business Plan 

Introduction 

Under the Reconstruction Proposal, Geneva will continue to implement the changes to 

the business model that have been pursued during the Moratorium period. The main 

objective is to strengthen the existing consumer lending business with improved credit 

criteria and an efficient operating cost structure. The process of centralising the 

business operation to the head office in Mt Wellington will continue, with all branch 

offices closed and vacated as the current leases expire. 

Geneva has developed a detailed financial model for the five year period ending in 

March 2013. The model is based on a large set of assumptions which the Company 

believes reflect a conservative view of the possible outcome for the business. We have 

reviewed the model, identified the key assumptions that will affect the outcome of the 

Reconstruction Proposal, and discussed with Geneva the rationale and justification for 

each of the key assumption values. A summary of the model and the projected 

financial outcomes is set out in the remainder of this section. 

Figure 3: Projected Total Loan Receivables 
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Figure 3 summarises the projected changes in the size of the Geneva loan receivables 

book over the 5 year projection period. Starting from a receivables total of about $114 

million, the book reduces over the first 18 months of the projection period as new 

lending is reduced to reflect the limited availability of new funding. New lending then 

begins to increase at a rate of $2.5 million per month in FY2010 and $4.5 million per 

month in FY2011. On this basis, net receivables approach $130 million at the end of 

the 5 year period. 

On the face of it, these projected lending levels appear reasonable; monthly lending 

prior to the Moratorium was between $6 million and $9 million and has been between 

$2 million and $3 million during the Moratorium period. We note that net finance 

receivables at the end of FY2007 were approximately $150 million. 

 

Key Assumptions 

The projected future performance of Geneva is a function of two key components: 

� Access to Funding  Sufficient equity capital and debt funding is required to 

enable a lending portfolio that is large enough to support the costs of the 

business infrastructure and provide a reasonable return on equity. In the 

current market environment, we believe that an established finance company 

with appropriate lending systems should have demand for loans that is likely to 

exceed its funding capacity. Geneva’s ability to maintain its loan receivables at 

the levels incorporated into the financial model is therefore most dependent on 

future access to funding. 

� Profitable Business Model  Profitability of the loan book is reliant on 

maintaining an appropriate interest rate margin, maintenance of bad debts 

within an “acceptable” range, and ensuring that operating costs are 

commensurate with the size of the lending portfolio. A key determinant of future 

profitability is the default rate on new lending. 
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Funding 

In our view, future access to secure funding sources is the most important factor 

affecting the medium-long term success of the business. With the approval of the 

Reconstruction Proposal, the short-term sources of funding are effectively locked-in: 

the restructured debenture and subordinated note funding is secured for a defined 

period with a certain maturity profile, and it is expected that the BOS facility will be 

renewed for a term of three years. Funding sources at the end of year three and 

beyond are however uncertain. 

Figure 4 presents the funding sources that are assumed to be in place to support the 

projected lending over the 5 year projection period. It shows the debenture and 

subordinated note funding reducing through time in line with the repayment schedule, 

an increasing use of equity to fund the future loan book, an increasing reliance on new 

funding sources, and the assumed continuation of the BOS funding after its expected 

maturity in 3 years time. 

Figure 4: Projected Funding Sources 
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Table 5 compares the relative contributions of each type of debt funding at the start 

and the end of the 5 year projection period. 

Table 5: Current and Projected Debt Funding Sources 

 1 May 2008 % 1 Apr 2013 % 

BOS $43.0 33% $26.0 29% 

Debentures $83.7 63% $0.0 0% 

Sub Notes $5.7 4% $0.0 0% 

New Funding $0.0 0% $62.5 71% 

Total Funding $132.4 100% $88.5 100% 

 

The main features of the assumed funding structure over the projection period are as 

follows: 

� BOS Wholesale Funding Facility  The Reconstruction Proposal is reliant on 

the continuation of the BOS funding. The Geneva financial model is based on 

the assumption that the facility is renewed for a period of three years with a 

credit limit that reduces from the current level of $43 million to $35 million. At 

the time of preparing this report, negotiations between Geneva and BOS are 

ongoing and the final terms of the revised credit facility are unknown. However, 

because the Reconstruction Proposal can clearly only proceed if the facility is 

renewed on terms that ensure the restructured business remains viable, our 

assessment is based on the assumption that the facility is in place.  

Geneva expect that the renewed facility will have a fixed term of 3 years and, 

unlike the existing “evergreen” facility, will require full repayment on 

termination. This exposes the business to a significant refinancing risk. While 

Geneva has assumed that the BOS facility will be either renewed or replaced 

with a similar facility at the end of the 3 year term, there is clearly no guarantee 

that this will be possible. 
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� Debenture and Subordinated Note Funding  The financial model for the 

restructured business assumes there will be no reinvestments when the 

debentures and subordinated notes are repaid. Geneva also makes no explicit 

assumptions regarding the possibility of new debenture funding at any point in 

the future. 

Given the current market for debenture funding, we believe the nil-reinvestment 

assumption is prudent. However it may be the case that at least some of the 

existing Stockholders and Noteholders will be more motivated to reinvest at 

least part of the repayments because, under the Reconstruction Proposal, 

these investors will also be shareholders in the Company. Continued funding 

support from the Stockholders and Noteholders will help to ensure that Geneva 

is able to maintain its lending activities, improve future profitability, and thereby 

enhance the value of the shares issued as consideration for the partial 

conversion of the debentures and subordinated notes. 

The financial projections become increasingly more reliant on the unspecified sources 

of new funding in approximately three years. The prospects for replacing the existing 

funding in line with the Geneva assumptions are at this stage uncertain and it will be 

some time before the viability of various alternatives becomes apparent. The current 

economic environment is clearly not conducive to alternative fund raising, and it is not 

possible to determine the degree to which conditions will have improved over the 2-3 

year period before the current debt funding needs to be replaced. Geneva will however 

be in a strong capital position and, assuming that the restructured business meets 

expectations, will have a track record that will considerably enhance its prospects of 

funding. 

Apart from wholesale and debenture funding, we understand that Geneva is also 

considering opportunities for establishing a securitisation program. Securitisation is a 

process whereby loans originated by Geneva are sold to a separate entity which funds 

the purchase by issuing new securities to third party investors.  This process would 

effectively provide Geneva with access to a new source of funding that could be used 

to either replace the existing funding sources or to increase the size of the lending 

portfolio. 

The market for new securitisation issues has been severely affected by the global 

disruption to credit markets over the last 9 months. Following significant losses in the 

sub-prime residential mortgage market, most of the institutional investors who typically 

acquired the repackaged securities issued by the securitisation vehicles have halted 

any new investments. The demand for securitisations based on property related loans 

is expected to remain very weak for some time to come. 

Geneva and its securitisation advisor have completed a significant amount of work 

assessing the feasibility of a securitisation based on a sub-set of the loans held in the 

existing receivables portfolio. Possible securitisation structures have been developed, 

an indicative credit rating for the issue has been considered by an international rating 

agency, and preliminary discussions have been held with institutional investors 

regarding their appetite to invest in the highest rated securities that would be issued by 

the securitisation vehicle. 

On that basis, Geneva is cautiously optimistic that a significant amount of the existing 

loan receivables could be securitised within a relatively short period of the 

Reconstruction Proposal being implemented. In the current market environment, 

securitisations based on consumer loans have some advantages over mortgage 

backed assets, and the relatively high interest rate margins that can be maintained on 

consumer loans mean that the securitisation pricing structure is still viable despite 

investors’ requirements for larger risk premiums. 

Despite the progress that has been made in relation to the securitisation structure, 

more work is required to determine whether this form of funding is optimal in the 

current market and whether the securitisation is compatible with the security covenants 

in place for the existing funding sources. The financial projections prepared by Geneva 

do not incorporate any plans for securitisation and we believe that this assumption is 

prudent in the current environment. There is however a possibility that this funding 

mechanism could be used in the future as a useful component of a diversified funding 

package. 

We conclude that the assumed funding provisions under the Reconstruction Proposal 

are reasonable, effectively providing Geneva with time to arrange alternatives well 

before they are needed. No-one is in a position to assess how long it will take before 

the market environment improves and new funding sources become available. The 

worst case scenario is that no new funding sources can be secured over the next three 

year period and Geneva will therefore be forced into a managed wind-down scenario. 

Possible outcomes for the Stockholders and Noteholders under this scenario are 

considered later in this section. 
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Default Rate on New Loans 

Future profitability of the loan book is particularly reliant on maintaining bad debts 

within an acceptable range. Geneva has been implementing an active programme of 

improving the default rate since 2006, with key credit policy changes as listed in Table 

6. 

Figure 5 shows estimated default rates for all loans by the month in which they were 

written from July 2004 to August 2007.  These estimates are based on actual default 

rates adjusted for loan seasoning. Loans written later than August 2007 are not 

seasoned sufficiently to produce valid estimates. 

Figure 5: Changes to Default Rates 
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Prior to the program, the default rate was around 12%. After the first raft of credit policy 

changes introduced in July 2006, the average default rate fell to 9%, with a further 

reduction to below 6% after the January 2007 changes had been fully implemented. 

Table 6: Changes to Lending Criteria 

Month Change Average 
Default Rate 

Prior to July 2006  11.9% 

   
July 2006 � Bronze product (higher risk) tightened, especially for 

number and value of defaults 

� Maximum lends reduced for certain customers 

� Additional compliance requirements put in place 

 

8.9% 

   
January – March 

2007 

� Further tightening of Bronze product 

� Product segmentation enhanced 

� Reduction in maximum lends for certain customers 

� Introduction of “platinum” product designed for lower 

risk customers 

 

5.7% 

   
November 2007 – 

March 2008 

� Further tightening of Bronze and Silver products 

� Further reductions of maximum lends for certain 

categories 

� Increased compliance restrictions for certain 

customers 

 

n.a. 

 

There has not been sufficient time to estimate average default rates since the latest set 

of credit criteria changes were introduced. However, we note that the key change to 

the lending criteria was to reduce the maximum amount lent to Bronze tier one and tier 

two customers.  This category of borrowers has historically had a default rate starting 

at an average of 18% and falling to around 12%, as shown in Figure 6. 
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Figure 6: Default Rates for Bronze Loans over $10,000 
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The effect of removing these loans from the historical averages is shown in Figure 7. 

This analysis indicates that the default rate on future loans following the latest criteria 

could be less than 4%. 

Figure 7: Default Rates for Geneva Loans Excluding Bronze Loans over $10,000 
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Geneva has assumed a default rate of 9% for FY2009, 5% for FY2010, and 4% on all 

new loans thereafter. On the basis of the historical defaults rates and the 

improvements achieved over the past 2 years, these assumptions appear reasonable. 
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Key Business Model Assumptions 

Table 7 summarises the other key assumptions for the Geneva business model, along with our assessment of the reasonableness of the chosen values. 

Table 7: Key Business Model Assumptions 

Component Geneva Assumption  Discussion 

   Returns on Receivables Geneva generates revenue from a combination of interest charges and fees that vary 
by loan product. Interest rates range from 12% to 32%, with average effective interest 
rates (including fees and other charges) between 32% and 36%. 

Although the assumed rates and charges are consistent with recent levels, 
the assumed weighted average return is slightly lower to reflect the expected 
improvement in the overall lending quality of the receivables book. 

   

Funding Costs Future funding is based on four sources, with the following associated costs: 
• Debenture Stock – 11.1% 
• Subordinated Notes and Loans – 13.75% 
• Wholesale Funding - 11.5% 
• New Funding – 12.0% 

The assumed rates for debentures and notes are based on the average rate 
that will be paid if the Reconstruction Proposal is accepted. There is therefore 
limited uncertainty over these rates during the remaining term of the 
restructured securities. 

The funding cost for wholesale funding is based on the indicative interest rate 
that will be charged by BOS for the remaining term of the $35 million facility. 

The assumed cost of the new funding at 12.00% is consistent with the 
average costs of existing funds and on that basis appears to be reasonable. 

   

Operating Costs Summarised operating costs for the first 3 years of the projection period are presented 

below: 

 

Operating Costs FY2009 FY2010 FY2011 

Wages and Salaries $3.7 $4.0 $4.5 

Advertising & Comms  $1.2 $1.3 $1.9 

Depreciation $1.5 $1.4 $1.4 

Fund Raising Costs $0.5 $0.6 $0.8 

Bank Charges $1.0 $0.5 $0.5 

Rents $0.8 $0.0 $0.0 

Consultancy  $0.6 $0.1 $0.1 

Other Overheads $1.9 $1.9 $2.2 

Total $11.2 $9.7 $11.4 
 

A meaningful comparison of the projected operating costs with historic levels 
is difficult because of the significant changes to the business. The assumed 
operating costs are however broadly in line with the targets set for the 
Moratorium period and there is still scope for further reductions. 

Geneva implemented a wide range of cost reduction initiatives prior to the 
beginning of the Moratorium. The branch office structure has been dismantled 
with approximately 21 branches already closed. The rationalization of staff will 
continue and changes to the management structure are also expected to 
reduce on-going costs. 

 



Geneva Finance Limited 

Review of Proposed Restructuring Plan 

Review of the Reconstruction Proposal 
 Page 19 

 

Projected Financial Outcomes 

Our assessment of the projected financial outcomes is summarised in terms of profitability, liquidity, and capital 

adequacy. 

� Profitability  As presented in Table 8, Geneva is projecting operating earnings (net profit before tax) will 

increase from $3.6 million in FY2009 to over $9.0 million in FY2013. The profit improvement is due to the 

assumed increase in the size of the receivables book and the maintenance of operating costs at the 

estimated level for FY2009. Subject to access to sufficient funding, we believe that the key assumptions 

used in the projections are reasonable and that the projected profitability is achievable. 

� Liquidity  Figure 8 summarises the projected cash position over the first 3 years of the forecast period. It 

indicates that Geneva is projected to have sufficient cash to meet the restructured debenture repayment 

schedule to this point. As discussed previously, the funding assumptions during this period are relatively 

conservative and are not reliant on securing any significant new sources of funding. That means that 

assuming Geneva meets the projected profitability levels over the first three year of the Reconstruction 

Proposal, repayment of the first 70% of the debenture face value can be achieved using existing funding 

sources. Full repayment of the remaining 15% of the debenture face value and the full 45% of the 

subordinated notes face value may be slightly more reliant on access to new funding. 

� Capital Adequacy  The projected capital position for the first three years of the Reconstruction Proposal 

is summarised in Figure 9. It shows that the ratio of equity to loan receivables at the outset of the 

restructuring period is very strong at approximately 23%, and is modelled to improve further to a level of 

over 35%. This improvement in the equity ratio is driven by the projected increase in total equity from 

$27.5 million to approximately $33.2 million after three years. 

 

Table 8: Projected Operating Profit ($ Millions) 

FYE March 2009 2010 2011 2012 2013 

Revenue $31.9 $26.3 $27.7 $33.3 $38.1 

Less Cost of Sales $17.6 $12.7 $12.2 $15.6 $17.6 

Gross Profit $14.4 $13.6 $15.5 $17.7 $20.5 

Less Operating Costs $10.8 $9.3 $10.4 $10.9 $11.3 

Net Profit Before Tax $3.6 $4.4 $5.1 $6.8 $9.2 

 

Figure 8: Projected Liquidity Position 
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Figure 9: Projected Capital Adequacy 
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Potential Market Value Range for Geneva Equity 

The issue price for the new shares under the Reconstruction Proposal is based on the 

projected net asset backing per share prior to the addition of the new equity. By issuing 

new shares at this value, Geneva is attempting to ensure that the net asset backing 

per share after the restructuring is completed will remain the same. The following table 

sets out the basis for the net asset calculation and the number of new shares that will 

be issued to each of the stakeholders contemplated by the Reconstruction Proposal. 

Table 9: Reconciliation of New Share Issues 

  Value  
($000) 

Shares  
(000s) 

Value 
Per Share 

Current Net Assets $4,847 13,283 $0.3649 

        

New Equity       

Existing Shareholder $2,169 5,945  

Stockholders $14,763 40,455  

Noteholders $5,780 15,839  

Total New Equity $22,713 62,239  

       

Total Shares post Reconstruction      

Existing Shareholder $7,017 19,227  

Stockholders $14,763 40,455  

Noteholders $5,780 15,839  

Total Equity $27,560 75,521  

 

We believe that determining the issue price for the new shares on the basis of 

projected net assets is most appropriate. 

� Projected net assets is in most cases a conservative estimate of the value of 

equity in a company considered on a going concern basis. In many 

circumstances, the economic value of the shares in a company exceeds the 

book value because the later measure of value does not appropriately consider 

the future level of returns that a shareholder may earn over time; 

� The price used to determine the number of shares issued to Stockholders and 

Noteholders is important because it determines the relative proportion of the 

total ownership of Geneva that is retained by FIHL, and the proportion that is 

transferred to the new shareholders. The higher the issue price, the fewer new 

shares issued to the Stockholders and Noteholders and the lower the eventual 

ownership of the new share holders; 

� While the calculation includes some intangible assets that will have little or no 

value in a wind - down situation (such as deferred tax and computer software), 

the shares issued to Stockholders and Noteholders under the Reconstruction 

Proposal effectively ensure that Geneva remains a going concern. Under this 

premise, the intangible assets should be included in the determination of the 

net asset value; 

� Given the circumstances of Geneva and the need for all stakeholders in the 

Company to compromise from their current positions, we suggest that an issue 

price based on the assessed net asset value strikes a reasonable balance from 

the Stockholders and Noteholders point of view. 

The projected net asset value on the restructuring date is subject to error. We 

understand that Geneva has based its estimate for net assets on 1 May 2008 on 

management accounts completed for 31 January 2008, with adjustments to account 

for projected operating earnings and expected changes in relevant asset and liability 

values for the following three month period. One of the most important components of 

net assets is the provision for doubtful debts which, given Geneva’s recent 

performance, is subject to a relatively high level of uncertainty. 

The provision for doubtful debts was estimated at $15.3 million as at 31 December 

2007. Geneva’s auditors have confirmed that the provision was determined using the 

appropriate methodology as specified by the New Zealand Equivalents to International 

Financial Reporting Standards (“NZ IFRS”). Adoption of this accounting standard has 

lead to a substantial increase in the reported provision compared to previous 

assessments prepared under New Zealand Generally Accepted Accounting Practice 

(“NZ GAAP”), partly because the indicator of impairment has changed from loans with 

no payments within 90 days to loans that are overdue by just 30 days. 

The provision for doubtful debts of $18.8 million that is included in the projected net 

assets calculation for 1 May 2008 was determined by re-running the same 

methodology over the updated cash collection data available at the end of February 

2008. Geneva suggests that the increase in the provision is partly a function of 

performing the calculation at the end of the Christmas holiday period during which 

collections traditionally deteriorate. While collections during March have subsequently 
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improved, there is no way of knowing whether the actual provision on the restructuring 

date will be higher or lower than the projected level. 

Geneva estimates that a reasonable margin of error for the projected net assets level 

is approximately $0.5 million. This translates to a range of per share values between 

$0.33 and $0.40 and implies that, when assessed on this valuation basis, the fixed 

issue price of $0.36 may slightly undervalue or overvalue the shares. 

In our view, this uncertainty over the actual net asset value per share is relatively 

inconsequential, especially in the medium term and assuming the business is viewed 

on a going-concern basis. The intrinsic value of the shares will be more reliant on the 

performance of the business after the implementation of the restructuring plan and, 

assuming Geneva can meet or exceed its projections, we would expect that the value 

of the shares will exceed the net assets value. This point is discussed in more detail 

below. 

Geneva has applied to the NXZ for the ordinary shares to be listed on the NZAX 

market. The shares will be quoted once all of the listing formalities have been taken 

care of and this is expected to occur soon after the Reconstruction Proposal is 

implemented.  

The likely market traded prices for the shares is very difficult to predict and is 

dependent on a wide range of factors that are uncertain: 

� It is possible that a large number of Stockholders and Noteholders will seek to 

reduce their exposure to Geneva and attempt to sell their shares soon after 

they are issued. Depending on their individual circumstances, some of the 

recipients of the new shares may be happy to accept a price that is below the 

issue price; 

� Investor demand for the shares may be limited in the short term as potential 

purchasers wait for confirmation of the post-restructuring performance of the 

business. Many investors may also choose to wait until market conditions 

within the finance industry are more settled; 

� Some investors may however take the opportunity to increase their existing 

shareholdings in Geneva at a price that they believe is below the intrinsic value 

of the shares. If the Reconstruction Proposal is accepted, Geneva will be a 

relatively well capitalised finance company with restructured debenture funding 

that has a well defined maturity structure. With a reducing number of 

competitors in a position to service the consumer finance market, it could be 

argued that the restructured Company is in a good position to take advantage 

of market opportunities.  

We are not in a position to determine the likely trading range for the Geneva shares, 

especially in the period immediately following the implementation of the Reconstruction 

Proposal. However, it is possible that the initial market price will be adversely affected 

by a number of shareholders who are happy to sell their shares at a price significantly 

lower than the issue price. 

As stated above, we believe that net asset value per value represents a reasonable 

initial estimate of the intrinsic or “fair” value of the shares under the assumption that 

the Reconstruction proposal is accepted and Geneva continues to operate as a going 

concern. For this type of business, the possible intrinsic value of the shares in the 

medium to long term can also be estimated on the basis of projected net assets. Table 

10 presents the projected net asset value per share at the end of the next three 

financial years, as derived from the Geneva financial model. 

Table 10: Projected Net Asset Value per Share 

FYE March 2009 2010 2011 

Projected Net Assets ($000's) 29,795 32,975 36,279 

Shares on Issue (000's) 75,521 75,521 75,521 

Net Asset Value Per Share $0.395 $0.437 $0.480 

 

In the current market environment, it could be argued that the fair market value for 

finance companies without a diversified and sustainable mix of funding sources is no 

greater than net asset value. This value would reflect a view that without access to 

long-term funding, the business cannot maintain a receivables book that is large 

enough to cover operating costs. The most attractive strategy under these 

circumstances may be a managed wind-down of the existing loan book and the 

repayment of the outstanding funding, providing the equity holders with proceeds that 

should be close to net asset value. 

Finance companies that have secure funding lines are typically valued at a level 

greater than net asset value, using a valuation framework that considers the market’s 

assessment of future profitability. Indicative valuation benchmarks for established 

finance companies are often determined on the basis of a multiple of maintainable 

earnings, where the multiple is chosen to reflect factors such as the growth prospects 

and risk profile of the business under consideration. 
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Reliable estimates of current trading multiples for New Zealand finance companies that 

are closely comparable to Geneva are not available: there are a very limited number of 

publicly traded companies in the finance sector and the current data is significantly 

affected by the ongoing market turmoil. We do note however that the majority of 

finance companies continue to trade at a price that is significantly higher than the last 

reported value of net assets. 

On the basis of the projections for the first three years of the restructuring period, the 

implied net assets to earnings before tax ratios range between 7.5x and 8.3x. These 

valuation multiples are towards the very top end of a range we might expect for similar 

companies in the current market environment and, on the face of it, would suggest that 

the aggregate market value of Geneva’s equity is unlikely to exceed the projected net 

asset levels. Future values will depend on the actual level of earnings generated by the 

Company and the prevailing market environment.  

It is not possible to provide a reliable guide to the possible intrinsic value range for 

Geneva in the medium to long term. However, if Geneva can meet or exceed its short-

term financial projections and secure long-term funding alternatives then it is certainly 

feasible that the market value of the Company could exceed net asset value under 

favourable market conditions. 
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Projected Outcomes under Alternative Funding Scenarios 

As discussed previously, we believe that the assumed future funding arrangements are a key 

determinant of the financial projections. This section briefly summarises some indicative outcomes 

for alternative funding scenarios, concentrating on Geneva’s ability to meet its future repayment 

obligations to Stockholders and Noteholders. 

No New Funding Source 

The first scenario assumes that the new funding sources increasingly incorporated into the Geneva 

model from year 3 onwards are not available. With the repayment of the debentures and 

subordinated notes, total funding is limited to a combination of equity and the BOS facility (as 

shown in Figure 10). 

Figure 10: Funding of Loan Receivables – No New Funding Source 
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The results summarised in Table 11 and Figure 11 show that: 

� Geneva is still in a position to repay Stockholders and Noteholders all of their outstanding 

interest and principal; 

 

� With appropriate changes to the operating cost structure, the 

smaller receivables book remains profitable; 

� With a greater reliance on equity funding, the overall return on 

equity is relatively low and the intrinsic value of the equity will be 

lower than in the base case scenario. 

 
Table 11: Projected Operating Profit – No New Funding Source 

 2009 2010 2011 2012 2013 

Revenue $31.9 $26.3 $24.0 $22.1 $20.1 

Less Cost of Sales $17.6 $12.6 $10.3 $8.8 $7.1 

Gross Profit $14.4 $13.7 $13.7 $13.3 $13.0 

Less Operating Costs $10.8 $9.3 $8.0 $7.1 $7.2 

Net Profit Before Tax $3.6 $4.4 $5.7 $6.3 $5.8 

 

Figure 11: Projected Liquidity – No New Funding Source 
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No New Funding Source and No BOS Renewal 

This represents the worst case scenario from a funding point of view, wherein no debt funding 

sources are secured and the book is entirely equity funded by the end of the projection period. Our 

modelling assumes that in these circumstances, new lending ceases at the end of year 2 and the 

receivables book in place at that time is then wound down. Even in this very extreme situation, the 

indicative modelling results show: 

� Stockholders and Noteholders are paid all of their outstanding interest and principal; 

� As would be expected, liquidity on the repayment date of the BOS facility is tight and the 

residual proceeds on the wind-down of the business are negligible. 

 

Figure 12: Funding of Loan Receivables – No BOS Renewal 
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Table 12: Projected Operating Profit – No BOS Renewal 

 2009 2010 2011 2012 2013 

Revenue $31.9 $26.3 $17.3 $10.1 $5.6 

Less Cost of Sales $17.6 $12.6 $8.2 $3.0 $1.3 

Gross Profit $14.4 $13.7 $9.1 $7.1 $4.3 

Less Operating Costs $10.8 $9.3 $5.4 $3.8 $2.2 

Net Profit Before Tax $3.6 $4.4 $3.6 $3.3 $2.1 

 

Figure 13: Liquidity – No BOS Renewal 
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Increase in Base Case Funding 

Geneva will be in a strong equity position if the Reconstruction Proposal is approved. If market 

conditions improve through time and the financial performance of the Company exceeds 

expectations, it is possible that a higher level of new funding will be secured. The following 

summarised results assume that new funding increases from the $65 million level used in the base 

case model to $75 million. 

The results indicate that the greater funding level can be supported by the existing capital base and 

generates a level of profitability at the end of the projection period that is considerably higher than 

the base case. With all else being equal, the increased profitability will be reflected in the medium 

term share price. 

Figure 14: Funding of Loan Receivables – Upside 
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Table 13: Projected Operating Profit – Upside 

 2009 2010 2011 2012 2013 

Revenue $31.9 $27.5 $30.9 $38.6 $45.1 

Less Cost of Sales $17.6 $13.1 $13.7 $18.1 $20.3 

Gross Profit $14.4 $14.4 $17.2 $20.5 $24.7 

Less Operating Costs $10.8 $9.7 $11.4 $12.5 $13.4 

Net Profit Before Tax $3.6 $4.7 $5.8 $8.0 $11.3 
 

Figure 15: Projected Liquidity – Funding Upside 
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Figure 16: Projected Capital Adequacy – Funding Upside 

$0

$5

$10

$15

$20

$25

$30

$35

$40

Apr-08 Oct-08 Apr-09 Oct-09 Apr-10 Oct-10 Apr-11

Month End Balance

C
a

p
it
a

l (
$

M
)

0%

5%

10%

15%

20%

25%

30%

35%

40%

E
q

u
it
y 

/ T
o

ta
l 
L

o
a
n

 R
e

ci
e

va
b

le
s

Equity Ratio

Total Equity

 
 

 

 



Geneva Finance Limited 

Review of Proposed Restructuring Plan 

Assessment of Receivership Alternative 
 Page 26 

 

Section 3 – Assessment of Receivership Alternative 
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Overview of Receivership Scenario 

Our Receivership Scenario assumes that a receiver is appointed as at 1 May 2008. Based on the 

current state of the market, we do not believe that the receivables book could be sold at a 

reasonable value and we therefore assume that the best outcome for the creditors could be 

derived from a managed wind down of the Company. Other key assumptions are as follows: 

� The wind-down period covers 3 years. For the first two years of receivership the existing 

collections team are kept in place and appropriate retention incentives for key staff have 

been included in the costs. For the third year, we assume recoveries would be sub-

contracted at a cost of 20 cents per dollar recovered. Assumed operating costs are 

summarised in Figure 17; 

� The current loan book is split between performing loans and loans in arrears.  Geneva 

has provisioned $18 million for loans in arrears as at 31 March 2008 and we assume this 

is sufficient for the Receivership Scenario. Loans in default are assumed to generate no 

cash over the wind-down period; 

� Performing loans are assumed to have a remaining life ranging from 1 to 36 months. 

Figure 18 shows the modelled cash receipts from the book compared to the contractual 

loan payments (adjusted for expected defaults), and confirms that our simplifying 

assumption provides a cash collection profile that is reasonably consistent with the actual 

profile based on loan contracts; 

� We have not made any allowance for early repayments. It is possible that good 

customers who wish to borrow more will refinance their entire loan with another lender 

because Geneva will be unable to service their requirements. Although these 

repayments mean that additional cash is available earlier than the contracted repayment 

dates, the total amount of cash collected will be lower because of the interest income 

that is foregone. For consumer lending, this factor could be significant; 

� At the end of the three year period the remaining assets are sold. Realisation prices have 

been estimated separately for the remaining performing loans and the loans in default, 

and are summarised in Table 14. 

 

Figure 17: Receivership Operating Costs 
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Figure 18: Assumed Cash Receipts Profile 
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Table 14: Asset Realisations on Disposal 

 Nominal 
Value 

($000’s) 

Assumed 
Realisation 

Realised 
Value 

($000’s) 

Good Loan Receivables 200 60% 120 

Loans in Default 18,000 5% 900 

Premises 4,700 100% 4,700 

Total 34,900  5,720 
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Receivership Scenario Base Case Results 

Figure 19 and Table 15 summarise the cumulative returns to Stockholders that we believe 

will be possible under the Receivership Scenario. It is assumed that quarterly payments 

are made to debenture holders and BOS on a proportional basis. Although our modelling 

allows for interest to accrue until all principal is repaid, the projected net receipts are not 

sufficient to provide for any interest payments. 

Based on our modelling and the sensitivity analysis summarised below, we conclude that: 

� The range of returns to Stockholders and BOS from receivership to likely to fall 

between 80 - 100 cents per dollar of principal, with a mid-point of 90 cents; 

� It is unlikely that any interest accrued over the receivership period would be paid; 

� Noteholders are highly unlikely to be repaid any principal or interest. 

 

 

Figure 19: Cash Payments to Debenture Holders 
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Table 15: Cash Received and Returned to Stakeholders 

 $M 

Cash Received  

Opening Cash $25.8 

Loan Payments $133.7 

Asset Realisations $5.7 

Less Operating Costs ($37.3) 

Total Cash Available for Distribution $127.9 

  
Cash Distributed  

Stockholders  $89.1 

BOS $38.7 

Total Cash Distributed $127.9 

  
Principal Returned to Stockholders and BOS (c / $) 90.0 
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Receivership Scenario - Sensitivity Analysis 

We have developed two alternative models for the Receivership Scenario that we believe represent 

the potential downside and upside from the base case outcome.  The key assumptions for the 

alternative scenarios are set out in Table 16, with key results presented in Table 17. 

Table 16: Receivership Scenario Assumptions 

Item Description Base 
Case 

Down 
Side 

Up  
Side 

Expected 

Defaults 

The base case uses Geneva’s latest estimate of 

defaults equivalent to a 13% default rate. The 

sensitivity range represents default rates of 6% to 

20%. 

$18M $30M $9M 

Costs Costs have been estimated conservatively.  In the 

best case additional cost savings might be 

possible. (The low case has slightly lower costs as 

some of the activity levels are lower). 

 

Small 

cost 

saving 

Additional 

cost 

savings 

Book Sale 

Price 

We believe that a price of 60 cents in the dollar is 

reasonable for a loan book in the current market. 

In the best case, full value for well seasoned loans 

might be possible. 

60% 60% 100% 

Default 

Book Sale 

Price 

Values for default books can vary significantly.  

The base case assumption of 5 cents is 

reasonably conservative and 10 cents could be 

possible.  Alternatively it may be impossible to 

achieve a sale at any price. 

5% 0% 10% 

 

Table 17: Receivership Scenario Results 

 Base 
Case 
$M 

Down 
Side 
$M 

Up 
Side 
$M 

Cash Received    

Opening Cash $25.8 $25.8 $25.8 

Loan Payments $133.7 $120.6 $143.5 

Asset Realisations $5.7 $4.8 $5.8 

Less Operating Costs ($37.3) ($37.0) ($33.0) 

Total Cash Available for Distribution $127.9 $114.1 $142.2 

    

Cash Distributed    

Stockholders  $89.1 $79.6 $99.1 

BOS $38.7 $34.6 $43.1 

Total Cash Distributed $127.9 $114.1 $142.2 

    

Principal Returned to Stockholders 
and BOS (c / $) 

90 80 100 
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Merits of the Reconstruction Proposal for Stockholders

Prospective Comparative Returns 

The key elements that Stockholders should consider in determining whether or not to 

support the Reconstruction Proposal are as follows: 

� We believe that the outcome for Stockholders under a receivership scenario 

could provide a capital return of between 80 cents and 100 cents for every 

$1.00 invested in debentures. Under the more optimistic scenarios, there is 

also the possibility that a small portion of the interest that accrues during the 

receivership period could be paid. This estimate is based on our modelling of 

the likely wind-down of the existing loan book over a three year period and is 

reliant on a wide range of assumptions. The most important assumptions relate 

to the provision for bad debts within the existing loan book, the degree to which 

well performing loans are refinanced early, the costs and duration of the wind-

down process, and the possible proceeds for the sale of the outstanding loan 

book at the end of the receivership period. 

� Under the Reconstruction Proposal, Geneva is committed to repaying 

debenture holders a total of 85% of the original debenture capital over a four 

and a half year period (with interest paid at the higher of the existing rate and 

11.00% per annum) and converting the remaining 15% of outstanding 

debenture principal to ordinary shares in the Company. 

� Over 80% of the restructured principal repayment will be made within the first 

three years of the restructuring period and interest will be paid on the 

outstanding balance throughout the repayment period. On the face of it, the 

proposed capital return of 85% under the Restructuring Proposal is similar to 

what we believe will be achievable under a receivership scenario, which has a 

mid-point return of 90%. The key differences between the two alternatives are: 

o Interest Payments  Geneva will pay interest under the Reconstruction 

Proposal at a minimum rate of 11.00% per annum. Stockholders who 

are currently receiving an interest rate that is higher than 11.00% will 

continue to receive the higher rate. Our modelling of the receivership 

outcome indicates that no interest payments will be possible under 

most scenarios. 

o Potential Upside from Equity Conversion  Under the Reconstruction 

Proposal, stockholders will convert 15% of outstanding debentures into 

ordinary shares of Geneva. The Company has applied to the NZX to 

have the shares listed on the NZAX market. While the immediate and 

eventual value of these shares is uncertain and may not be realisable 

for some time, the shares do represent an important source of future 

return to Stockholders that is not available under the Receivership 

Scenario.  

o Repayment Period  We assume that the receivership process will take 

approximately three years, while the repayment schedule under the 

Reconstruction Proposal spans a period of four and a half years. We 

note however that the Reconstruction Proposal allows for 70% of the 

original outstanding principal to be repaid within three years, with the 

first payment of 15% scheduled for 31 May 2008. 

o Management Commitment / Incentive  Under the Reconstruction 

Proposal, collections from the current loan portfolio will be undertaken 

by an existing management team and Board of Directors that are both 

incentivised to optimise returns. The current shareholder will contribute 

further capital and security to Geneva which, along with the existing 

shareholding in the Company, will only have residual value if the 

repayment schedule for the restructured debentures is met and the 

restructured business is successful. The shareholder therefore has 

incentives that are closely aligned with a successful outcome for all of 

the other stakeholders in Geneva. Senior management will also be 

highly motivated to ensure that the restructuring proposal that they have 

conceived is carefully implemented and that the Company continues to 

be managed in a prudent manner.  

� In our view, the risk associated with the principal repayment schedule 

contemplated by the Reconstruction Proposal is relatively limited. The ability of 

Geneva to repay the restructured debentures is not overly reliant on the future 

success of the restructured business and has been largely insulated against 

further write-offs in the existing loan book by the significant increase in equity 

capital that is contemplated by the Reconstruction Proposal itself. In effect, 

Stockholders are self-insuring the return of 85% of their principal. 

� The repayment profile for all restructured debentures under the Reconstruction 
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Proposal means that existing Stockholders will be treated equally and be 

exposed to the same risk profile. We believe that this approach is the most 

appropriate in the circumstances because it avoids the prospect that some 

Stockholders will be repaid earlier than others in line with the existing maturity 

profile for the outstanding debentures. If the restructured maturity profile was 

not adopted, Stockholders with earlier maturity dates could be seen to receive 

preference over those holding debentures with later maturities because the 

risks associated with the repayments would not be the same. 

Issue Price of the Shares 

� The subscription price for the shares issued to Stockholders has been 

determined on the basis of the projected net asset value of Geneva at the time 

of the restructuring. The projection is based on management accounts 

prepared in January 2008, together with the forecast revenue and expenses 

and expected changes in relevant asset and liability values through to the end 

of April 2008. In the current market environment, we believe that the estimated 

provision for bad debts is a key component of the calculation but we are not in 

a position to determine whether the provision assumed by Geneva is 

appropriate. If the actual provision on the restructuring date is higher (lower) 

than the projection of $18.8 million, the net assets will be lower (higher) than 

expected unless there are other compensating changes in the revenue 

statement or balance sheet. As a consequence of these uncertainties, the fixed 

issue price per share of $0.36492 may be higher or lower than the actual net 

asset position at that date. 

� Despite the uncertainty over the actual net asset position at the end of April 

2008, we believe that this is the most appropriate framework for determining 

the issue price for the shares. We stress however that even if the projected net 

asset value is accurate, the possible market trading range for the shares 

immediately after the restructuring is very difficult to predict and may be 

considerably lower than the issue price. We expect that short-term trading 

prices will be largely affected by the number of Stockholders and Noteholders 

who choose to immediately liquidate their allotted shares and the prevailing 

investor demand for the shares. 

Future Value of the Shares 

� The eventual value that Stockholders will derive from the share allotment is 

uncertain. The medium term value of the shares is not only critically dependent 

on the successful implementation of the Reconstruction Proposal, but also a 

number of wider macroeconomic issues that will affect the operating 

environment for consumer finance companies such as Geneva. 

� Geneva has prepared a financial model that provides some indicative future 

outcomes for the restructured business. The modelled outcomes are 

dependent on a large number of assumptions in relation to new lending levels, 

provisions for bad debts, average lending margins, and operating costs. Based 

on our review of the model, we conclude that all of the key assumptions made 

by Geneva are reasonable and in some cases could be viewed as being 

conservative. On that basis, we expect that the intrinsic value of the shares 

may meet or exceed the issue price at some point in the future if the projected 

level of profitability is achieved. 

� The value of the restructured business on a going-concern basis is most 

sensitive to Geneva’s ability to secure new funding lines to replace both the 

debenture funding that is repaid in line with the schedule proposed under the 

Reconstruction Plan and the BOS wholesale facility which is assumed to 

mature in three years time. Apart from the BOS facility, the Geneva model 

assumes that new funding sources will become increasingly important 

approximately 24 months post restructuring.  

� Management is confident that the projected level of funding can be sourced 

from a mixture of new debentures, additional wholesale funding, and 

securitisation. While it is certainly feasible that an appropriately capitalised 

company will be able to access this type of funding in the medium term, the 

prevailing market conditions will clearly need to improve. If significant new 

funding cannot be arranged from approximately May 2011 onwards, the 

sustainable lending portfolio will be lower than what is assumed in the 

restructuring model and the intrinsic value of the shares in Geneva will likely be 

lower than the proposed issue price. That means that the value derived by 

Stockholders from the proposed 15% conversion of debenture stock to equity 

could be lower than its face value and, in extreme scenarios, could be close to 

zero
1
.  

� As stated above, we believe that the new business model contemplated by 

Geneva is credible and achievable. If the plan is achieved, the shares issued to 

Stockholders should have an intrinsic value at least equal to the issue price 

                                                                 

1 
We also note that if Geneva is able to outperform the projections incorporated into the 

Reconstruction Proposal, then the intrinsic value of the
 
shares could exceed the issue price. 
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and Stockholders will have effectively recovered 100% of the face value of 

outstanding debentures (in addition to the interest to be paid on the 

restructured debentures).  

� The current shareholder of Geneva is also offering to provide additional 

security to Stockholders, Noteholders and BOS to support the Reconstruction 

Proposal. That will be done via a pledge of security over all of the issued and 

outstanding shares in Quest Insurance Group Limited and Stellar Collections 

Limited, two associated companies of Geneva. After allowing for a series of 

recapitalisation transactions that are conditional on approval of the 

Reconstruction Proposal, we estimate that the combined collateral value of the 

two companies is approximately $1.9 million. This value is based on unaudited 

information provided by Geneva, and is established for a scenario in which 

Geneva is placed in receivership at some point in the future and the collateral 

is called upon. Given that the total equity value after the Reconstruction 

Proposal is implemented will be approximately $27.5 million, the pledge of 

security over these shares provides an additional 7.0% security enhancement 

for the secured creditors. 

 

 

 

 

 

 

 

 

 

 

 

 

 



Geneva Finance Limited 

Review of Proposed Restructuring Plan 

Summary of Our Assessment 
 Page 34 

 

Merits of the Reconstruction Proposal for Noteholders

The potential outcomes for Noteholders are more clear cut: we believe that it is very 

unlikely that Noteholders will receive any payment under the Receivership Scenario, 

while the Reconstruction Proposal offers them the prospect of a full return of capital 

over time. While the value that is eventually realised from the proportion of the 

securities that are converted to equity is exposed to the same uncertainties discussed 

above, we believe that the prospect of an uncertain future return under the 

Reconstruction Proposal must be more appealing than the very limited prospects 

under receivership. 
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Appendix I:  Qualifications, Declarations and Consents 

Declarations 

This report has been prepared by Northington Partners at the request of the Directors of Geneva to 

provide Stockholders and Noteholders with an independent assessment of the Reconstruction 

Proposal.  This report, or any part of it, should not be reproduced or used for any other purpose. 

Northington Partners specifically disclaims any obligation or liability to any party whatsoever in the 

event that this report is supplied or applied for any purpose other than that for which it is intended. 

A prior draft of this report was provided to Geneva for review and discussion. Although minor 

changes to the report were made after the release of the first draft, there were no changes to our 

methodology, analysis, or conclusions. 

Qualifications 

Northington Partners provides an independent corporate advisory service to companies operating 

throughout New Zealand and the Asia-Pacific region. The company specialises in mergers and 

acquisitions, capital raising support, investment appraisals, financial instrument valuations, and 

business and share valuations. Northington Partners is retained by a mix of publicly listed companies, 

substantial privately held companies, and State Owned Enterprises. 

The individuals responsible for preparing this report are Greg Anderson B.Com, M.Com (Hons), 

Ph.D, Kerry Mayes B.Com, M.Com (Hons), and Tanya Porter B Com, CA.  Each individual has a 

wealth of experience in providing independent advice to clients relating to the value of business 

assets and equity instruments, as well as the choice of appropriate financial structures and 

governance issues. 

Independence 

None of the Directors or employees of Northington Partners have a relationship with or a 

shareholding in any of the parties associated with any party to the Reconstruction Proposal that could 

reasonably be regarded as capable of affecting Northington Partners ability to provide an unbiased 

assessment. 

Disclaimer and Restrictions on the Scope of Our Work 

In preparing this report, Northington Partners has relied on information provided by Geneva and a 

range of other parties. Northington Partners has not performed anything in the nature of an audit of 

that information, and does not express any opinion on the reliability, accuracy, or completeness of the 

information provided to us and upon which we have relied. 

 

Northington Partners has used the provided information on the basis that it is true and accurate in 

material respects and not misleading by reason of omission or otherwise. Accordingly, neither 

Northington Partners nor its Directors, employees or agents, accept any responsibility or liability for 

any such information being inaccurate, incomplete, unreliable or not soundly based or for any errors 

in the analysis, statements and opinions provided in this report resulting directly or indirectly from any 

such circumstances or from any assumptions upon which this report is based proving unjustified. 

The statements and opinions expressed in this report are based on information available as at the 

date of the report. In forming our opinion, we have relied on forecasts, projections and assumptions 

prepared by Geneva (with some adjustments where deemed appropriate) about future events which 

by their nature are not able to be independently verified. Inevitably, some assumptions may not 

materialise and unanticipated events and circumstances are likely to occur. Therefore, actual results 

in the future will vary from the forecasts and projections upon which we have relied.  

We reserve the right, but will be under no obligation, to review or amend our report if any additional 

information which was in existence on the date of this report was not brought to our attention, or 

subsequently comes to light. 

Indemnity 

Geneva has agreed to indemnify Northington Partners (to the maximum extent permitted by law and 

subject to certain exceptions) for all claims, proceedings, damages, losses (including consequential 

losses), fines, penalties, costs, charges and expenses (including legal fees and disbursements) 

suffered or incurred by Northington Partners in relation to the preparation of this report; except to the 

extent resulting from any act or omission of Northington Partners finally determined by a New 

Zealand Court of competent jurisdiction to constitute negligence or bad faith by Northington Partners.  

 

Northington Partners Limited 

 
Greg Anderson  

Director  

 

www.northington.co.nz 
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Appendix II:  Assessment of Security Value of Quest Insurance Group Limited and Stellar Collections 

Limited

Assessment Approach and Restriction 

FIHL, the current shareholder of Geneva, is offering to provide additional security to 

Stockholders, Noteholders and BOS to support the Reconstruction Proposal via a 

pledge of security over all of the issued and outstanding shares in Quest and Stellar. 

As part of our review of the Reconstruction Proposal, we have been asked to assess 

the value of equity for Quest and Stellar using a value standard that is appropriate for 

the circumstances. Our assessment reflects: 

(i) A series of restructuring transactions for both Quest and Stellar that are 

designed to recapitalise and rationalise some of the inter-company advances 

of the two companies. A high level summary of the proposed restructuring 

transactions has been provided to us by Geneva, setting out the impact that 

each transaction is likely to have on the financial position of all affected 

entities; 

(ii) That both Quest and Stella are very economically dependent upon Geneva. 

Quest engages in payment protection insurance and motor vehicle insurance 

relating to loans advanced by Geneva. The majority of Stellar’s business is 

the collection of Geneva’s underperforming loan portfolio. 

(iii) The likely realisation value of the shares in Quest and Stellar assuming that 

Geneva is in receivership. This represents the appropriate environment for 

our assessment because the security value of the equity will only be required 

if Geneva is in a distressed position and the value of the Geneva shares is 

very low. 

Our assessment is primarily based on the reported book values of the assets and 

liabilities for both companies. All of the information has been provided by Geneva and 

is based on unaudited accounting information. We have relied on these values and 

have not made any effort to verify that the fair market value of each component 

matches the value recorded in the balance sheet for each company. We also assume 

that the current reported values will be maintained indefinitely and provide a 

reasonable guide to the potential future values of each asset and liability in the event 

that the security is called upon.  

Our assessment does not represent an independent valuation of Quest and Stellar and 

should in no way be interpreted as an estimate of the fair market value of the shares 

on a going-concern basis. 
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Quest Insurance Group Limited 

Table 18 sets out the post-restructuring financial position for Quest as provided to us by 

Geneva, along with the assessed security value assuming that Geneva is in a distressed 

position. 

Table 18: Summary of Quest Financial Position 

 Post - 
Restructuring 
Book Values 

($000’s) 

Assessed 
Security Value 

($000’s) 

Assets   

Cash & Term Deposits 2,400 2,400 

Loan to FIHL 800 800 

Shares in AMPL 1,900 1,900 

Shares in Geneva Finance 2,100 - 

Other Assets 400 400 

Total Assets 7,600 5,500 

   
Liabilities   

Underwriting Liabilities 5,100 5,100 

Other 200 200 

Total Liabilities 5,300 5,300 

   
Net Assets 2,300 200 

 

After the group restructuring, Quest will have a net assets value of approximately $2.3 

million. Its principal assets will consist of cash and term deposits ($2.4 million), shares in 

Anglesea Medical Properties Limited (“Anglesea”) ($1.9 million) and ordinary shares in 

Geneva ($2.1 million). We assume that the Geneva shares would be worthless should the 

security be called upon.  

 

Anglesea owns two specific use medical properties. At 31 March 2007, Anglesea’s 

audited shareholders’ equity was $24.6 million. Its properties were valued at 31 March 

2007 by an independent appraiser at $44.1 million. The shareholders have received 

little in the way of dividends and few shares have been traded. The shares are illiquid. 

The projected book value per share at 31 March 2008 is approximately $2.70 per 

share. An appropriate  discount for illiquidity and possible forced sale of the shares 

decreases the per share value to around $1.60 to $1.80, which on the basis of Quest’s 

shareholding (1,101,220 shares) would equate to an aggregate value of $1.8 million to 

$2.0 million 

Willis New Zealand Limited manages the administration of the insurance business for 

Quest. Willis has produced a run-out projection for the insurance portfolio which 

indicates that there is a latent profit of approximately $700,000 included in the 

policyholders’ liability. This value represents the extent to which unearned premiums 

exceeds future claims, accounting for the costs to administer the run out, the future 

tax liability and discounting to April 2008. We assume that an appropriate range for 

this future profit from the existing insurance portfolio is $500,000 - $900,000. 

We also note that as a result of the enquiry by the Commerce Commission into 

captive insurance businesses, Quest has calculated that it has a potential refund 

liability of approximately $260,000. We have included this in the allowance for “other 

liabilities” of $200,000. 

On the basis of the estimated net asset value for security purposes of $0.2 million and 

the run-out profit of $0.5 million - $0.9 million, we assess the total security value of the 

Quest shares in a range between $0.7 million and $1.1 million. 
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Stellar Collections Limited 

The current net assets position for Stellar is presented in Table 19. 

Table 19: Summary of Stellar Financial Position 

 Post - 
Restructuring 
Book Values 

($000’s) 

Assessed 
Security Value 

($000’s) 

Assets   

Cash & Term Deposits 200 200 

Receivables 4,800 4,800 

Fixed Assets 200 200 

Shares in Geneva Finance 100 100 

Other Assets 600 600 

Total Assets 5,900 5,800 

   
Liabilities   

External Debt 4,000 4,000 

Other 300 300 

Total Liabilities 3,700 3,700 

   
Net Assets 1,600 1,500 

 

After the group restructuring, Stellar will have a net assets position of approximately $1.5 

million. The principal asset will be the written down book of under-performing loans Stellar 

purchased from Geneva in 2006 and 2007 which will have a carrying value of 

approximately $4.8 million and which will take a number of years to realize. Given the risk 

and uncertainty around such a realisation, we have assessed the security value for Stellar 

in a range between $0.75 million and $1.25 million. This implies an allowance between 

$0.25 million and $0.75 million for the time and risk associated with the wind-down. 

 

 

Summary 

A summary of our assessment is presented in Table 20. We conclude that the 

aggregate security value of Quest and Stellar is in a range between $1.45 million and 

$2.35 million, with a mid-point value of $1.90 million. 

Table 20: Aggregate Security Value 

Company Low Value 
($000’s) 

High Value 
($000’s) 

   Quest 700 1,100 

Stellar 750 1,250 

Total 1,450 2,350 

 

 



Geneva Finance Limited 

Independent Valuation Assessment 

Appendices 
 Page 40 

 

Appendix III:  Sources of Information Used in this Report

Other than the information sources referenced directly in the body of the report, this 

assessment is also reliant on the following sources of information: 

 

1. A financial model (and associated updates) prepared by Geneva containing 

the projected financial performance of the Company for a five year period. 

2. Drafts of the Offer Document (comprising an Investment Statement and 

Prospectus) prepared by Geneva in relation to the Reconstruction Proposal. 

The most recent version provided to us is dated 2 April 2008 (Version #7). 

3. Financial Statements for Geneva for the year ended 31 March 2007 and for 

the 9 months ended 31 December 2007. 

4. The Constitution of Geneva dated March 2008. 

5. An outline of the Reconstruction Proposal dated 28 February 2008. 

6. The Geneva Debenture Trust Deed (and Deed of Amendment). 

7. The Geneva Unsecured Deposits and Subordinated Notes Trust Deed 

(including a deed of amendment and supplemental trust deed). 

8. A range of “Moratorium Monitoring Reports” and a report titled “Proposed 

Capital Restructure” prepared by KordaMetha for BOS. 

9. Annual Report for Quest for the year ended 31 March 2007. A management 

report for Quest as at 31 December 2007 prepared by Willis New Zealand 

Limited. 

10. Consolidated accounts for Stellar dated 31 March 2007. 

11. A series of worksheets and supporting schedules in relation to the group 

restructuring transactions for Geneva, Stellar, and Quest. 

12. The Annual Report for Angelsea Medical Properties Limited for the year 

ended 31 March 2007. Copies of share transfer notices for Angelsea Medical 

Properties Limited. 

13. A series of letters prepared by Staples Rodway (Geneva’s auditor) regarding 

Geneva’s tax position and provisioning for doubtful debts.  

14. A range of worksheets and schedules provided by Geneva in relation to 

various aspects of the Reconstruction Proposal. 


