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IPO Analysis: Is Astrea IV Private Equity Class A-1 bond worth a BUY?

Description

Astrea IV Class A-1 bonds are the talk of the town right now, and I've received so many DMs about this
so I'm finally sitting down to evaluate and write this.

55242 million 4.35% p.a. Class A-1 Sacured Bonds

Details:
— The bond is launched by Astrea IV-Pte. Ltd, which is an indirect subsidiary of Temasek

— 4.35% interest rate offered

— IPO applications close at 12 noon on 12 June 2018

— You can apply through ATM or online banking via DBS, POSB, OCBC or UOB
— Minimum subscription amount: S$2,000

— You CANNOT use your CPF or SRS funds to apply for this bond.

— Bond starts trading on SGX-ST on 18 June 2018

PR i Einid ATl 0 g D n g -1

Investors can invest in Temasek's first
retail bond to boost retirement income:
Ho Ching

What are you really buying into?
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Now, don’t get misled by the above headline published in The Business Times last week — this is NOT
a Temasek bond. Rather, it is a bond issued by one of their subsidiaries.

This is a really new and unique asset class because they’re neither government-backed nor corporate
bonds. Instead, they’re private equity bonds. This is the 4th private equity bond that is being issued by
Astrea, and the first one that is being opened up to retail investors.

FIRST LISTED RETAIL PRIVATE EQUITY BOND

BACHKED BY CASH FLOWS FROM
PRIVATE EQUITY FUND INVESTMENTS

Astrea |V offers three classes of bonds. These Astrea |\ PE Bonds are secured bonds,

from a USS11bn portfolio of investments in 36
Class A-1 Bonds are offered to retail investors in Singapore,

Class A-1 Bonds 10MCS

Public Offer: 435 % pa. 5 Years
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These Astrea IV Class A-1 bonds (“Astrea bonds”).will then be used to invest across 36 private equity
funds, which are invested into 596 underlying companies. Traditionally, | would dig up details about the
investment assets, but since there's ‘36 funds and almost 600 companies, that’'s an almost impossible
task because much information isn’t available about these private companies, and neither does anyone
have that much time anyway to scour through all.

Astrea IV Portioko
Lingrawn

capetal ot
 pamen: T Taial isial
ment MAY hal M EEpOLUY  SEpO-
Ho Furds Vintage  Ceography  Strategy T WRD WAN R jusD)  cue
1 A3 - [Feo) LP. =z Lurges (BT no ma 2 G =%
T Aok Crerir Parners (Dol BEVL e
] P us By
. T P Wi, L P na us Basas LT MWE 34 a3 WA
J ol Fored X1 L F X4 5 Hangnd X Ll X
Caplal Marres VL 1* e BOF T us B
X1 [T a0C o1z P2 14
& (13- [BL T Lale &a8F XV £
X 5 Hangns 3
AT us Busyend! LT, 55  § ] -
0 8 Bsgadt . = 1 ¥4 4
X [RT= - (Bt He FiF- B 337 M4 13
| Lupoge: [Crers ] f 1 1
2 Earo B % ME 17 51 L
= o= Basgas 5 2
Rk | tupcger HBamead 2 ir a3 33 45 = ]
SiF Faroge Busast Fi [*F f 3 a7 Fl
.k ] Foran [EET T o s 5 =11 sLE | 5
il 24 a i 2
1 us Thneard wCc a 17 12 447 15
1 Pusyendl o i
¥ e s Bt Yo Fi A 34 i B T
e A4 £ [ELaT) > Lok
s 1 o (BT mo m™mon 9 i L
M X4 Lo (BT P 14 “
3t HAT us [ETES T, A ] 3P 1]
H Fl) (R ] T3 F 4
I ok ) us [ELAT) mz: o9 156 s 10
E ¥ Thagnst ¥ 2T B 1 T 2
o AT e st s AL 3E ma 11i] 2
* = ; Buyes 5 s 1
M 4 1T [ETesr] 158 Ko 13 11 o1 5
x3 e e LT el ] ' ] TE!
3 1] us G pepaly 1o Bna 13 o4 a0
] wifeis LI X i i ougally ;A 14 1 if ] 12
A5 o Myvae Egpaty X B LT oz us LA ooty o 653 59 22 &5 53
M ahor Mescamne Patem B L P 13 d Frwvafe deid + W i ) .y 2
Tl - Pk Wik [’ PEd sl am 1,751% LosEA WG90 18 12685 1A
e Tramacton docarmerts, ik Habngs. Ja.0f 1% Warch

The 36 PE funds.

If you're unfamiliar with private equity, what they basically do is to invest in distressed or promising
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companies, go in with their expertise and restructure or turn the business around (usually making
operational or financial improvements), with the final aim (usually) being to sell it off for a profit

. As a result, the returns on such investments (when successful) can be tremendous — think 2 to 3 digit
percentage figures at least.

So in this case, when you buy these Astrea bonds, you're pooling your cash which will then be used to
invest into these funds and underlying companies. The profits will then be used to pay the interest on
your bond (4.35%) and finally return you your capital after 5 years.

Given the sheer number of funds and underlying companies, coupled with the fact that the exposure to

a single partner / company / sector is quite low (even Blackstone Capital Partners, which is the largest,
is merely 10.6% of NAV), the risk here is quite minimal even if one or some fold.

ACROSS MULTIPLE SECTORS

Investee Companies
by Sector

EXposure
ACross

Investes Companies Many Different
Industry Sectors

Mo single Investee

Company larger than Increased diversification
5% of NAV reduces risk

® Information Technology 22.9%
& Consumer Discretionary 21.3%
@ Industrials 11.9%
® Healthcare 10.7%
® Financials 10.2%
® Energy 6.7%

Consumer Staples 53%

Materials 4.8%

Real Estate 2.5%
@ Telecommunication Services 2.0%
& Utilities 1.7%

(There’s a step-up interest portion in these Astrea IV bonds if they’re not reclaimed after 5 years i.e. on 14 June 2023, but I'm not going to
go into that because I've no intention to hold it for any longer than that, due largely to opportunity cost. There may be a bonus payment of
up to 0.5% at redemption if performance condition is met.

For those of you who are keen on a longer-time holding period, there will be a 1% per year interest
step-up rate if the bond is not yet redeemed after 2023.)

Who's behind the bond?

Okay, so now that you know this is NOT a Temasek bond...then who exactly is behind it? That’s
Azalea Investment Management, which was set up in 2016 and is a wholly-owned subsidiary of Azalea
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Asset Management, which is then owned by Temasek Holdings.

Although they’re relatively new as an entity, Azalea’s management team apparently has extensive
experience and institutional knowledge in the private equity space. The senior management team
comprises of PE veterans and is led by Ms. Margaret Lui-Chan, who has been with Temasek since
1985.

Temasek and its affiliates have also launched 3 Astrea investment vehicles prior to this.
Check out this really informative Fitch report for more information.

Connecting You To Private Equity

Why is the yield so high?

That was the first question that came to my mind when | read about the bonds being launched.
Compare this to the Singapore Savings Bonds which is pretty much 100% risk-free (since it is backed by the
Singapore government) and yields 2.63% for this month’s issuance. Now contrast this to a riskier corporate
bond such as Aspial’s bonds, which were launched for 5.25% previously.

Comparative corporate yields

Stacking up 5G A-rated paper vs Azalea A-1 bonds

(S-year scheduled call date, 4 35% interesl pa)

I55UER RATING COLUPON MATURITY | CLRRENT YIELD (%
oMT A2 32115 MoV 23 116
CNT A2 2.88 MoV 27 3.57
Ariit Al 3.4 March 25 127
Areit A3 247 Aug 23 3.10

RCS A3 32 March 25 128
Singted Al 2895 March 23 296

E N R

If this is from (albeit indirectly) Temasek, the next financial juggernaut in Singapore, then why is the
yield so high?! Wouldn’t it make more sense to price it at about 3+% yield, since the brand name
Temasek alone would warrant some sort of a premium and perceived safety net?
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According to Ho Ching, she says the main aim of this bond is largely to help retail investors in
Singapore supplement their retirement income.

Why is the yield so low?

You didn’t read that wrong ? for investors who truly understand the huge kind of returns that are seen
in private equity (remember, 2 or even 3 percentage digits can be fairly common, if they spot the right
gems / get lucky on the sale), why is the yield being offered to A1 bondholders here so low at just
4.35%7

Class Principal Interest Scheduled Interest Expected  Maturity

Amount Rate Call Date Rate Ratings Date
Step-up  (Fit P)’

A-1 S$242 | 4.35%p.a.| 14June | 1.00% p.a. Asf / 14 June
million 2023 A (sf) 2028

A-2 | US$210 | 550% p.a. | 14 June | 1.00% p.a.| Asf/ Not 14 June
million 2023 rated 2028

B US$110 | 6.75% p.a. Not Not BBBsf/ Not | 14 June
million Applicable | Applicable rated 2028

This can be easily explained using high risk,.high returns; low risk, low returns.

Firstly, the minimum investment amount to participate in Class A-1 bonds is just S$2,000, in contrast to
Class A-2 and B (US$ 200k each).

The risks in Astrea IV Class A-1 bonds in terms of default are also significantly lower than the other
bonds issued in this exercise, as Class A-1 bonds will be redeemed first in any event before A-2 or B.
This means that even if Astrea faces liquidity or financial problems, A-1 bondholders will be paid first.

Since the risk undertaken by class A-2 and B bondholders are higher (they only get paid after
A-1), they’re compensated with a higher yield in order to incentivise them to buy these bonds.

Unfortunately, you don’t get to buy them as they’re not open to the public and have already been fully
subscribed anyway.

Are my returns guaranteed?

No. You MUST understand this point.

However, the risk of default is pretty low, in my opinion, due to how this has been structured. In the
event of a shortfall, Astrea IV also has a 10-year committed capital call facility with DBS which will step

in to cover the payments ?

When can | get back my money?
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You can sell the bonds anytime after 18 June 2018 on SGX, just like how you would with ordinary
stocks. Otherwise, you can also choose to hold the bonds until its call date on 14 June 2023, or even
longer if you want to be entitled to the step-up interest (provided the bonds aren’t fully redeemed by
then).

Is there a chance that I'll lose my money? Will Temasek save us if anything
happens to Astrea?

The direct risks to bondholders which you should be aware of are:

— the bond price might fall below its issued price on the bond market

— the Manager might not be able to fulfil its interest repayments

— the Manager might not be able to reclaim the bonds and pay back the original capital sum to
bondholders

Now, it is important to note that Temasek Holdings is not guaranteeing these bonds. Thisis even
explicitly mentioned in the prospectus, that is, if you bothered to read through (all 306 pages of) it. Therefore, if the bond
manager fails to repay the bonds and/or interest, there is no guarantee that Temasek will step in to
save bondholders.
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Are they capable of repaying the bond interest and capital?

As with all bonds, you should always evaluate the financial health of the investment manager before
you decide whether to buy or stay out. Remember, that's the main reason why | said | was staying
away from Aspial and Hyflux bonds back then?

Since Astrea’s financials are not entirely public and we can only rely on the numbers presented in their
prospectus covering a limited timeframe of August 2017 — March 2018, a few figures to highlight are:
— USD 48.6 million of profits generated

— USD 342.5 million was used for their investing activities

Loan-to-Value (LTV)

LTV  Scheduled  Maturity
Ratio : Call Date Date
Class A Bond: i

E 14 June 14 June

. Clace A-1 and Class A- 16.5%
{..-JJ‘:- [ ltj.r _.-':.-.x.il‘:l"ll P 4 = | 2°25 : 2[:'23
rank equally as the -

most senior class of

Bonds (pari passu)

i
0
[+5 L%

1 19‘1&.‘ 14 June Ei-'o.]ur.'v
: 2025 ;2028

Diversified Portfolio: o

“ 10.0% MA {14 Jun
I . Partlola ’B
« Investments in i L 2ULE
6 PE | ? : MHat Asset Value:
36 PE Funds Uss1 ekl 4565

« Managed by 27 GPs

« Exposure to 596

nvestee companies

Equity held
by Sponsor

» 2011 weighted
average vintage

Portfolio Capital

That doesn't really tell us much, especially when there’s no year-on-year comparison to gauge how
they've fared. Therefore, we can only look to their Loan-to-Value below, where you'll see that Class A-
1 bonds have a LTV of 16.5%, which is relatively low, and thus the chances of default should also be
quite low since only $181 million in the reserve account is needed to fully redeem Class A-1 bonds.

Sounds good, but what’s the catch?!

I’'m a huge skeptic, so this deal honestly sounded too good to be true to me. But after scouring through
the prospectus and various bloggers / investment houses’ take on this bond IPO, | struggle to find
anything realllllly negative about it.

Initially, | thought, is this some conspiracy?! Why would Temasek issue a bond with such a high yield?!
Can't they get institutional or corporate loans for this? | bet companies would be scrambling
just to subscribe! Or just get the private banks to issue it to their high-net-worth customers?
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Then | thought, or maybe they’re in financial trouble, that's why they’re raising this money from us
mortals? But then | realised that the total sum of S$242 million raised really doesn’t count for much,
considering Astrea’s access and connections to Temasek Holdings.

My cousin attended the talk on this bond yesterday and | got her to ask them this question on my
behalf. The answer by their CEO, Ms. Margaret Lui-Chan was that their vision is to open to retail
investors. Lol.

So | can only say, looks like Ho Ching might be right after all, and this bond truly is being created to
help retail investors? You can be the judge.

Disclaimer: | am NOT sponsored, nor do | have any connections nor payment from Temasek or Astrea
or anyone, for that matter, in exchange for this post.

TLDR Summary
This is probably the longest IPO analysis I've ever written for a single product, so if you got bored
halfway, | don’t blame you. Here’s a quick breakdown of my view towards Astrea IV Class A-1 Bonds:

Pros

— This is one of the safest bonds I've seen in a long time, especially given the A-rating by two reputable
rating agencies (Fitch and S&P), not ta mention Ho Ching putting her own personal name behind this
(I assume, since she didn't correct the BT article'nor ask them to apologise / correct / take it down).

— Long track record since this.is already the 4th Astrea bond being launched, with the first in 2006.

— There are some quality PE managers in the 36 funds listed above, including Blackstone and KKR.
Private equity folks should recognise these names ?

— The Sponsor owns 55% equity interest, so they do have their skin in the game and are less likely to
want to see this fail.

— Their marketing is rock solid and has definitely generated the hype needed for this to become over-
subscribed. Talk about FOMOQO!

— The first few pages of their IPO prospectus is just lovely! Kudos to whoever designed it ?

Cons

— Itis not easy to understand, and is the first of its kind for retail investors.

— It was slightly mis-marketed (in my opinion) since there was so much emphasis and hype on their
connections to Temasek, leading many investors to think this is essentially a Temasek Holdings bond.

You can also watch this short (marketing) video explaining the bonds here:

So Budget Babe, are you subscribing?!

Considering the hype and 4.35% vyield, I'll be subscribing to these bonds and leave it as part of my
bond portfolio (together with my CPF). After all, I'm the biggest skeptic of most corporate bonds, but
this is one in recent years that actually managed to get my attention.
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With their connection to Temasek, | doubt that Astrea will default on the bond interest payments, and |
don’t think their bond prices will fluctuate too much on the open market either.

But please don't follow me — do your own homework! Here’s the full 306-pages of the bond IPO
prospectus as well as the Fitch report for you to read before you make your next move. Nonetheless,
I’'m betting this is going to be oversubscribed, and can only hope that | get some allocation from my
application!

With love,
Dawn

Category

1. Investing
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