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12.

From Ngai Tahu Property’s perspective this project is stable and low-risk. It will provide a strong cash return for the risks
involved and provide stable rental income over a long period of time.

Key terms and conditions

13.

Total investment in the design and construction of the project was $112.4m. These costs were shared equally between
Christchurch City Council and Ngai Tahu Property through a Special Purpose Vehicle (SPV).

Upon completion, Christchurch City Council will take over the building as the principal tenants with an initial lease term
of 24 years, at the end of which they would have right of renewal. Rent is paid to the shareholding organisations through

the SPV.

Management of the development and ongoing property management is being undertaken by Ngai Tahu Property.

Queenstown court facility

Principal tenant: Ministry of Justice

Opening date: September 2006

Total development cost: $4.8m

Background

16.

Previously the Ministry of Justice Queenstown court was housed in a building owned by Ngai Tahu Property. Upon
completion of their historic lease term, the Ministry of Justice signalled its intention to look for new, more modern
premises. Rather than lose a valuable tenant, Ngai Tahu Property offered a counter-proposal to develop and lease a new
building to meet the changing requirements of the courts. This was accepted by the Ministry of Justice.

17.  The genesis of this case study highlights the benefits of being able to identify opportunities early by maintaining close
relationships with potential and existing tenants. Had the Ministry of Justice gone to tender for their new premises, Ngai
Tahu Property may have lost a valuable client.

Overview of the deal

18.  This transaction involved Ngai Tahu Property purchasing land in central Queenstown and designing and constructing a

new court facility which, on completion, was leased to the Crown for a period of 20 years, commencing 11 September
2006. Development, management, investment management and property management was provided by Ngai Tahu
Property.



19. The Crown took a long-term lease over the completed development on the following terms and conditions:

Initial Lease Term 20 years
Rights of Renewal 3 x5 years each
Rent Review Provisions Annual CPl increase plus a market review every 5 years.

Outcome for Ngai Tahu Property
20. Inafinancial sense, the development of a new courts facility for the Ministry of Justice was successful, earning an initial
cash return on investment during the first year of 10.7%. Ngai Tahu Property considered this return reasonably strong,

given the stability of income that a tenant such as the Ministry of Justice provides.

21. The property, which cost $4.8 million to develop, is currently valued at $8.1 million.

Christchurch police station

Principal tenant: New Zealand Police
Commencement date: July 2000

Total development cost: $11.3m

Overview

22. Inthis example, Ngai Tahu Property purchased the property from the Crown at current market value and leased the
building back to the Crown (New Zealand Police) on a long-term lease.

23. These types of arrangements provide benefits for both parties. Ngai Tahu Property, as an established property company,
can provide property management services to New Zealand Police at a cheaper rate than in-house provision. In return,
as well as the earnings from any capital gains, Ngai Tahu Property have secured a long-term, low-risk tenant in the
New Zealand Police. The risk is especially low in this example as the building is single purpose and there are very few
opportunities for the Police to relocate elsewhere.
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Key terms and conditions

24. The purchase price was agreed at $11.3 million and Police took a long-term lease under the following terms and
conditions.

Initial Lease Term IVA'CELS

Rights of Renewal 5x 6 years each

Initial Annual Rental $1.1m

Rent Review Provisions Rental increases every 3 years

25. Theinvestment provided Ngai Tahu Property a 9.76% initial cash return on the total investment cost of $11.3 million.
Given the very low-risk of the tenant, and the long term of the lease, Ngai Tahu Property considers this a very successful
outcome.

26. NgaiTahu Property has owned this building for 10 years and the company has revalued the property annually over that
time. In addition to the cash rental paid each year, the property value has grown by $5.2 million to $16.5million.



3. Multi-lateral structures

27.

28.

Iwi have clearly stated that co-investment amongst Iwi is a strategic priority. Access to a number of opportunities will
require a larger scale investment than many individual lwi Maori organisations can sustain given their funds available for
investment and concerns about concentration of a risk in a single investment. One way for Iwi to overcome these issues
is to combine available investment capacity and seek opportunities on a collaborative basis.

Outlined below are two examples of collaborative Iwi legal structures that are being used to progress opportunities
and manage investments and assets. The key features of each structure are outlined below. For further discussion of the
relative advantages and disadvantages of a range of structures, please refer to the accompanying Commercial Entities paper.

Central North Island Ilwi Holdings Limited

Overview

29.

30.

31

32.

The Central North Island Iwi Holdings Limited (CNI) agreement was developed to manage a significant Treaty of Waitangi
settlement. The project involves eight Iwi partners working collaboratively in the management of 178,000 hectares of
forestry, with a shareholding stake held by the Crown.

The long-term commercial goal is to establish a forestry management company that will create and capture local and
global opportunities, and engage in related forestry activities. The goal of the agreement was to recognise the shared
interests of central North Island Iwi with respect to mana whenua. The CNI agreement reflected an important step in the
journey towards greater collective enterprise in tikanga Maori.!

The structural arrangements of the CNI agreement are rigid and inflexible compared with other potential types of
arrangements. In particular, there is no exit or entry mechanism for shareholders, which keeps current shareholders
locked in and potential buyers locked out. This is a strong commitment by the eight Iwi to achieve their long-term goal of
producing social and economic gains for Maori.

The agreement has taken the legal structure of a company and the key points of its structural arrangements include:

- all parties having equal voting rights in decisions; and

- thedistribution of commercial returns according to the relative shareholding of the parties.

Advantages of company structure

33.

The following are the advantages of having the legal structure of a company:

- Each shareholder’s liability is limited to the amount of capital contributed to the company.

- ltis easy for shareholders to enter and exit by acquiring or selling shares and changes in shareholders generally
have minimal impact on the continued operation of the company (although there is no mechanism for changing
shareholders in this case).

- Acompany is easy to set up and its ongoing regulatory compliance is, in most cases, fairly straight forward.
- Acompany has a clear governance framework.

- Acompany is recognised as a familiar and commercially acceptable structure in New Zealand and internationally.

1. For more detail on the background and kaupapa of the CNI agreement, visit: http://www.cniforest.co.nz/CNl.aspx
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Disadvantages of a company structure

Companies are usually taxed at a rate of 30%, which is higher than the individual tax rates of Maori shareholders (as
Maori Authorities).

Iwi afforestation partnership

Overview

34, Inresponse to Iwi concerns about the impact of the Emissions Trading Scheme on some past Treaty of Waitangi
settlements, the Crown proposed establishing a partnership with Iwi to develop forestry blocks to act as carbon sinks.

35. The afforestation initiative has two primary goals. The first is to give affect to the whanaungatanga for all Iwi by
undertaking a prototype deal of this nature and developing a pathway for other Iwi groups to learn from. The second is to
achieve redress for the commercial disadvantage suffered by the five Iwi as a result of the ETS development.

36. Theintent of the afforestation initiative is broadly aligned with the terms and objectives of the CNI. No final decisions
have yet been made on which opportunities the collective will pursue but all Iwi are engaged in an ongoing dialogue.
Key differences with the CNI agreement include:

the afforestation agreement is likely to allow for the entry and exit of shareholders, meaning the investment is
scalable;

the afforestation initiative will also need to achieve a balance between equality of decision making rights and
commercial interests — but no decisions have been made as yet on the relationship between voting rights and
commercial interest.

Advantages of a limited partnership structure

37. The lwi partners are considering, but have not yet decided on, a limited partnership as the commercial entity. A limited
partnership is broadly similar to a normal company with the added benefit of flow through tax treatment. The following
are the main advantages of having the legal structure of a limited partnership:

- Each partner’s liability is limited to the amount contributed as capital to the partnership.

A limited partnership can be taxed at the rate of individual members (flow through tax treatment), which may be
lower than a company tax.

- The structure has a clear legal framework that is governed by a specific Act of Parliament prescribing minimum
requirements (e.g., for public disclosure of financial performance).

- They are relatively easy to establish and operate.

While a relatively new entity to New Zealand (introduced in 2008), a limited partnership is a commercially
acceptable entity, and is also an accepted structural choice in many other countries as well.

Disadvantages of a limited partnership structure

A relatively new vehicle with a short legislative history and legal precedent in New Zealand.

A limited partnership is slightly more complex to establish than a normal company.



4. \What are the lessons from the case studies?

38. This concluding section contains a summary of the six main lessons from these case studies. The lessons are for Iwi
to draw on, to continue the process of evolution towards lwi deepening their economic stake in New Zealand and
partnership with the Crown.

Building, leveraging and maintaining relationships....
...with the community, the Crown, Iwi partners...

39. Building and maintaining relationships is demonstrably the most critical component in the success of the ventures
described in this document. Itis also a reflection of the importance of relationships in kaupapa Maori.

40. The key point is that Maori are long-term partners with the New Zealand nation and the Government, and that in
order to be fully realised, these relationships require attention and cultivation. This means working together to seek
deals of mutual interest and benefit, being open and transparent about the benefits that each party expects from each
engagement, and seeking compromise by putting long-term gains ahead of short-term interests.

41. Relationships can also be formed collectively amongst Iwi in order to exploit opportunities, share risk and pool resources.
Both the CNI collective and afforestation partnership initiative illustrate means by which Iwi can group together,
recognising each other’s mana as a way of advancing projects of mutual interest and benefit.

42. Collaboration allows Iwi to benefit from one another’s relationships with local planners and users of assets. In this way, Iwi
can participate in transactions that cross territorial boundaries as is the case with the afforestation scheme.

...and with end users.

43. Several of the commercial design, construct and own’deals undertaken by Ngai Tahu Property Holding emphasise
the commercial advantages of building and maintaining relationships with key stakeholders. For example, Ngai Tahu
Property’s strong relationships with the Queenstown courts and Ministry of Justice avoided the need to re-tender —
where Ngai Tahu Property could have potentially lost a valuable tenant to a competitor. Instead a mutually beneficial
solution was agreed between the two parties with minimum effort and cost.

44.  Another example is where Ngai Tahu Property’s relationship with the Crown and New Zealand Police, gave it the
opportunity to purchase the Christchurch police building in 2000 at market rates and lease it back to the Crown on a
long-term lease. Ngai Tahu has now owned this building for 10 years, and over this time it has generated a consistent
cash return and capital gain.

45. It should be noted that strong relationships are not just important for the opportunities they deliver. In some cases they
enable the agreement of highly favourable terms in recognition of the trust and value inherent in the relationship — this
can work to the advantage of all parties.

Remaining open and transparent

46. Openness and transparency are critical to the cultivation of long-term relationships in a partnership context. Each party
should be prepared to disclose their expectations of agreed returns and benefits. This should be approached in an honest
fashion and is not an opportunity for parties to engage in gamesmanship (for example, by deliberately under-estimating
the cost of a construction project with the covert intention of reaping rewards during the operation of the asset).
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47.

The construction of both the Christchurch Civic Building and the Queenstown courts required specialised designs,

so there were few market comparators against which to benchmark costs. This required openness on the true cost of
development and strong, joint upfront analysis and planning to ensure that the project could be done for the specified
cost. Furthermore, the Christchurch Civic Building project involved a shared equity arrangement between Christchurch
City Council and Ngai Tahu Property, which required Ngai Tahu Property to be upfront about its expected returns from its
role as project manager and (eventual) property manager.

Combining investment capacity through joint ventures enables larger opportunities to be realised

48.

49.

50.

5T

In order to participate in larger, more significant ventures, Iwi will need to combine their investment capital. Greater scale
increases an entity’s ability to engage in direct investment (rather than passive portfolio investment) and as a result it may
earn superior returns for the same level of risk.

Multi-party investment also allows for greater investment diversification because individual lwi put a lower proportion
of investment capital into single projects. This reduces the concentration of risk for investors. Operating in a multi-party
environment also provides the opportunity for Iwi to gain experience in larger projects and learn from each other.

The best example of this type of collaborative approach for Iwi is in the sharing of the management responsibility of
central North Island forestry, and potential forestry blocks for afforestation and participation in carbon trading. This
delivers a more efficient management structure than Iwi could deliver individually. These case studies also serve to
demonstrate how Iwi of varying commercial size can join up and still operate under a consensus-based or egalitarian
governance structure to give effect to the principles of kaupapa Maori and the protection of mana whenua.

Another example of the benefits of joint capital is the Christchurch Civic Building: without a joint venture with
Christchurch City Council, Ngai Tahu would have had to use a much larger proportion of its available investment capital
to design and construct the building.

The correct skill set and capability is required to properly manage risks

52.

53.

54.

Ngai Tahu has built up its expertise in the design, construction and management of property. This experience allows Ngai
Tahu to properly scope the risks associated with these investments and how they can best be managed and mitigated. It
also enables them to better manage the performance of sub-contractors.

Through the afforestation partnership Iwi have been able to leverage off one another’s knowledge. The afforestation
partnership has particularly benefited from lessons learned by Central North Island Iwi Holdings Limited (CNI) over the

optimal structure of the agreement to give effect to the group’s purpose.

As more transactions and agreements are established the depth and breadth of the collective knowledge base will grow.

The structure of entities and shareholder agreements needs to reflect the long-term strategy of investors

55.

56.

When several parties collaborate to co-invest, many things need to be discussed and agreed. For example, the type of
investment, level of risk, strategy, time-frame, how the investment will be managed and the level of returns sought are all
matters that will need to be agreed between the parties. In addition, a legal structure is required to facilitate the success
of the collaboration and realise partners’ investment and strategic objectives.

Section 3 of this paper compares and contrasts two novel approaches to structuring agreements and entities. While the
the CNI structural agreement is relatively rigid and clearly aimed at protecting equal decision-making rights, this was
agreed to in order to recognise the long-term commitment that these Iwi had to their whenua papatipu.



Conclusion

57.

58.

59.

60.

The few case studies presented here illustrate the importance of relationships, collaboration and the careful analysis of
the benefits and constraints associated with the various structures and vehicles available to progress opportunities and
manage assets. They also demonstrate the benefits of sharing capital, resources, knowledge and a national vision for Iwi
Maori and Aotearoa New Zealand.

As the lessons above demonstrate, size does not matter when Iwi choose to adopt a more collaborative approach to
progressing these opportunities. Pooling capital, expertise and local knowledge mean that smaller parties still make a
significant contribution to projects and initiatives and, in return, can learn from the experience of larger Iwi and leverage
off a greater capital base.

The expectation is that the collective commercial knowledge and experience that lwi hold will continue to grow over
time as more projects are undertaken and lessons shared. This will be facilitated by formal learning and development
mechanisms, such as this paper, and more informal transfer of skills and experience while working in collaborative
settings.

Finally, these case studies reflect how Iwi can successfully work together, mana to mana, in a way that enhances the
collective and individual mana of all parties and promotes the long-term interest of lwi Maori. Different legal and
commercial vehicles are a way to give affect to these principles. As the two forestry case studies presented here
demonstrate, arrangements and structures can be tailored to meet the specific objectives of an initiative or group
of investors. Further information on the various structures that can be adopted by groups of Iwi is discussed in the
accompanying Commercial Entities paper.
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GLOSSARY



Glossary

Alliance

Bid risk

Competition risk

Consortium
Debt

Debt investor

Demand risk

Development risk

Expected life risk

A combination of groups and/or individuals who agree to work together as

one integrated team. All parties in an alliance, including project funders, are
bound to a risk/reward scheme where they all share in the project’s returns

or losses.

The risk that bidders in a competitive bid process will bid at rates that

are higher or lower than the true cost of delivering the project. Bid risk is
most relevant for principals when they are evaluating proposals. However,
companies that bid too low are at risk of bearing cost overruns during the
course of the project.

The risk that a particular investment is subject to changing levels of
competition. For example, an operator running a car park could be impacted
by the development or closing of a competing facility in its vicinity. This may
contribute to reduced or increased demand and cash flow deviating from
expectations

A combination of groups and individuals who agree to work together to
deliver a project. Each party is only responsible to the group in respect to
the obligations that are set out in the consortium’s contract (i.e. there is no
shared risk/reward scheme).

An amount of money provided to an organisation or individual in exchange
for a form of compensation that excludes an equity shareholding.

Has priority on the organisations cash flows and the investment is secured
with particular assets. Debt investors default claims, typically fall ahead of
others investors. Debt returns are often fixed, assuming that the investors
hold to maturity.

The risk that the returns will be better or worse than expected at inception
due to changes in demand for the product of investment. The investors
whose cash flow is dependent on returns will bear this risk.

The risk that the cost of a project will exceed budget, or not meet contractual
specifications. For example, if a party undertakes a particular development
(e.g. car park building / schools / toll road) and it is responsible for the
completion of the project, it may find itself responsible for cost over-runs
which can be substantial. Conversely, the potential upside is to develop
ahead of time and under budget.

The risk that the invested product is superseded by a new product. For
example, an investment in a fixed line telephone network may be threatened
by the advent of new technology, such as cell phones.
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Equity

Equity Investor

Flow through tax treatment

Liabilities

Limited liability

Maintenance risk

Public-Private Partnership (PPP)

Public Finance Initiative (PFI)

Special Purpose Vehicle (SPV)
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Equal to assets minus liabilities, representing value attributed to the
organisation’s owners.

Provides assets to an organisation / individual in exchange for compensation.
Generally takes on higher risk than debt investors by standing last in queue
in the event of a default. This is rewarded by the potential to gain greater
benefit and exercise a form of control within the organisation.

The entity’s income is taxed at the investors'rate. (e.g. it is tax exempt for any
investors that have charitable status, or are subject to tax at 19.5% for limited
partners that are Maori authorities.)

Legal debts or obligations that arise during the course of business
operations. Liabilities are settled over time through the transfer of
compensation.

The legal status whereby investors cannot lose more than their original
investment, protecting the investors’ personal assets.

The risk that assets require more or less repairs and maintenance than the
level originally projected. The operator of the asset (who is not necessarily
the developer) usually bears this risk.

PPP is an umbrella term covering a multitude of different arrangements
between private sector parties and public sector agencies to design, build,
finance or operate a facility or asset. PPPs differ from traditional methods

of procurement in that the private sector bears a greater range of risks,
depending on their level of involvement (e.g. developers bear the risk of cost
overruns, operators bear the risk of changes in demand).

A PFlis a type of PPP. In its most common form a private sector party (or
parties) designs, builds, finances and operates facilities under a contract with
a public sector agency. A key feature of a PFl is that risks associated with the
project are transferred to the private sector party to manage.

Once the contract has expired, ownership of the asset either remains with
the private sector contractor, or is returned to the public sector, depending
on the terms of the original contract.

An SPV is an entity set up by a consortium or alliance to act as a central ‘hub’
to engage sub-contractors and seek debt and equity funding from external
sources.
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