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Introduction
Background and Experience

My name is Richard Brent Meade. | am an economic consultant
based in Auckland. | am Principal Economist of Cognitus Advisory
Services Limited (trading as Cognitus Economic Insight; Cognitus),
Senior Research Fellow in economics at Auckland University of
Technology, and Auckland Vice President of the Law & Economics
Association of New Zealand. 1 have been awarded a PhD (with
Distinction) in Industrial Organisation and Regulation by Toulouse
School of Economics. | also hold MPhil and MSc degrees in economics
from the Toulouse School of Economics, and degrees in statistics,
operations research, finance and/or economics from Victoria

University of Wellington (BSc (Hons, First Class), BSc and BCA).

I am a Member of the New Zealand Association of Economists
(NZAE), Asia Pacific Industrial Organisation Society (APIOS),
European Association for Research in Industrial Economics (EARIE),
and the New Zealand Institute of Forestry (NZIF). | am a referee for
a number of academic journals and economic organisations, namely
the International Journal of Industrial Organization, Journal of
Institutional and Theoretical Economics, New Zealand Economic

Papers, and New Zealand Treasury.

Since founding Cognitus in 2002, | have provided economic analysis,
research and advice to both private and public sector clients,
including Maori organisations (in the Treaty settlement context and
otherwise), government departments, and other organisations. An
important area of my practice involves advising clients on the
valuation and risk implications of legislation, government policy or
regulation. Examples include an assessment of the impact of the
New Zealand Emissions Trading Scheme (NZETS) on forest and forest
land value, and on other sectors (e.g. agriculture) — for the former
Ministry of Agriculture and Forestry and Ministry for the Environment,

as well as private sector clients.

Through Cognitus | have also undertaken a number of forestry- or

agriculture-related studies for the former Ministry of Agriculture and



Forestry, and have acted for a range of parties on forestry valuation
matters. Finally, 1 have also advised on historical loss assessments
for Maori and private sector clients, in the Treaty settlement and

antitrust damages contexts respectively.

My first career was in investment banking at Credit Suisse First
Boston (1992-1998). In that capacity | undertook or oversaw
numerous valuation exercises. These involved a wide range of
companies, real or financial assets (including forestry assets), and
financial instruments. While investment banking | became involved
in advising and acting for Maori organisations on commercial and
strategic matters in the Treaty settlement context, including Ngai
Tahu (1992, ongoing), and on forestry-related matters. Since then I
have acted for other Maori organisations with interests in forestry-
related matters, e.g. CNI Iwi Collective, Kurahaupo ki Te
Waipounamu, Ngati Tuwharetoa, Ngati Apa ki Rangitikei, and Nga
Kaihautu o Te Arawa. In some cases this has involved estimating
compensation under Schedule 1 (the Schedule) of the Crown Forest
Assets Act (CFAA, or the Act).

In addition to economic consulting, | conduct academic research for
publication in peer-reviewed journals, and for presentation at
academic conferences, and at academic and practitioner workshops
and seminars. 1 also teach at university level, including in corporate

finance, industrial organisation, and environmental economics.

I have read, and agree to comply with, the Code of Conduct in
Schedule 4 of the High Court Rules pertaining to expert witnesses. |

have prepared my evidence in accordance with the Code.

Scope of Evidence

In this brief of evidence | estimate the maximum compensation
available to Te Aitanga a Mahaki (“Mahaki”, or the “lwi”), under
clause 3(c) of the Schedule, in relation to the Iwi’s claimed part of the
land (the “Mahaki Claimed Land”) beneath the Mangatu Crown
Forest Licence (Mangatu CFL) that is within the Turanganui a Kiwa
inquiry district. I also estimate the maximum available 3(c)
compensation for Mangati Incorporation (the Incorporation), in

respect of that part of the Mahaki Claimed Land (the “1961 Land”)



10.

11.

that is subject to the Wai 1489 claim by the Incorporation. These
estimates are made as at 30 June 2018, and assume the Waitangi
Tribunal (the Tribunal) recommends that all of the claimed land be

returned to the relevant claimant(s).

Summary of Evidence

| have used the following key inputs:

9.1. Net proceeds paid by ITT Rayonier (ITT) to the Crown on
15 May 1992, for a range of Crown forestry assets including
those relating to the Mahaki Claimed Land (and to the 1961
Land), of $363,808,616.

9.2. A stocked area on the Mahaki Claimed Land at 15 May 1992 of
6,391 ha, or 6.56% of the total stocked area acquired by ITT
(or on the 1961 Land of 2,893 ha, or 2.97% of the total stocked
area acquired by ITT);

9.3. Inflation and interest rate data sourced from Statistics
New Zealand, Reserve Bank of New Zealand, and/or the

New Zealand Debt Management Office.

These inputs result in the following intermediate and final outputs:

10.1.Net proceeds relating to the Mahaki Claimed Land of
$23.86 million, (or to the 1961 Land of $10.80 million);

10.2. A real-value adjustment factor of 1.0926;

10.3. A Government-stock based adjustment factor of 6.6659;

10.4. A total return adjustment factor of 7.2828, to be applied to net

proceeds; and

10.5. Estimated maximum clause 3(c) compensation in relation to the
Mahaki Claimed land of $173.8 million (or to the 1961 Land, of
$78.7 million), as at 30 June 2018.

Note that this compensation estimate is subject to revision should the

ownership return date referred to in clause 3(c) of the Schedule differ
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13.

14.

materially from 30 June 2018 — and hence continue to accrue a
“return” under clause 3(c) — or if new information regarding key

inputs comes to hand.

Structure of Brief of Evidence

My brief of evidence is structured as follows:

12.1. Firstly, | provide background details on the Mahaki Claimed
Land (and the 1961 Land);

12.2. Secondly, I summarise the relevant provisions of the Schedule,

and set out the steps | take to implement those provisions;

12.3. Thirdly, | detail the assumptions and estimates used in my

analysis; and

12.4.Finally, | estimate the maximum clause 3(c) compensation
relating to the Mahaki Claimed Land (and to the 1961 Land) as
at 30 June 2018.

Background on Mahaki Claimed Land and 1961 Land, and
Clause 3(c¢) Compensation

Mahaki Claimed Land, and 1961 Land

Figure 1 overleaf shows the current Mangati CFL shaded in green.
Only those parts of the CFL marked 1 and 2 (Mangatld CFL Area 1 and
Mangatu CFL Area 2) are contained within the Tribunal’s TUranganui a
Kiwa Inquiry District boundary and the subject of my evidence.
Mangati CFL Areas 1 and 2 constitute the Mahaki Claimed Land for
the purposes of the current resumption application before the

Tribunal. Mangatu CFL Area 1 constitutes the 1961 Land.

The Mahaki Claimed Land represents a small fraction of the total land
area subject to Treaty claim by Mahaki. Conversely, the 1961 Land is
the only land subject to Treaty claim by the Incorporation, being a
former part of the Mangatd No. 1 Block that is otherwise currently in

Incorporation ownership.
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17.

Clause 3(c) Compensation

Section 36(1)(b) of the CFAA provides for the payment of
compensation to a Maori claimant, should the Tribunal recommend
the return of CFL land to that claimant. Clause 2 of the Schedule
provides that the relevant compensation will comprise at least 5% of
the specified amount calculated in accordance with clause 3 of the
Schedule, plus the remaining portion of the specified amount or such

lesser amount as the Tribunal may recommend.

In turn, clause 3 states that the specified amount is to be determined
on the basis of whichever of three alternatives set out in clauses 3(a),
3(b) or 3(c) is chosen by the person to whom the compensation is

payable.

My brief of evidence concerns only clause 3(c) compensation.

Figure 1 — Relationship between the Mahaki Claimed Land, 1961 Land, and
Mangatiu CFL
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In brief, the process to be followed to estimate clause 3(c)

compensation is as follows:

18.1. Firstly, estimate the “net proceeds” received by the Crown from
the transfer of the Crown forestry assets to which the land to be

returned relates (clause 3(c)); and

18.2. Then, add a “return” on those proceeds “for the period between

transfer and the return of the land to Maori ownership.” (clause

3(c)).

Clause 3(c) does not define what is to be included in or excluded from
“net proceeds”. However, clause 4 provides that the net proceeds
will equal the average price per hectare received by the Crown where
the relevant land forms just part of a forest lot that was sold by the

Crown, and/or where it was sold along with other forest lots.

Clause 5 sets out how the clause 3(c) “return” is to be calculated. If
the relevant claim was filed before the Crown forestry assets were

transferred by the Crown, then the return comprises:

20.1.“such amount as is necessary to maintain the real value of
those proceeds during ... a period of not more than 4 years from
the date of transfer of the Crown forestry assets” (clause
5(a)()); and

20.2.“the return on 1 year New Zealand Government stock [or
equivalent] measured on a rolling annual basis, plus an
additional margin of 4% per annum” from the end of the four
year period applying under clause 5(a)(i) up to the date at
which ownership of the land returns to the successful claimant
(clauses 5(b) and 3(c)).

Clause 5 deems a claim to have been filed on “such date as is

certified by the Registrar of the Tribunal”.

Finally, clause 9 provides that interest is payable in accordance with
clause 5(b) on amounts payable under clause 3(c), including up to

the date at which the relevant land is returned to Maori ownership.



23.

24.

Steps taken to Estimate Clause 3(c) Compensation

As indicated in Figure 1, the Mangatu CFL that was sold by the Crown
to ITT on 15 May 1992 relates to land in addition to the Mahaki
Claimed Land (and hence the 1961 Land). Furthermore, ITT
purchased a number of CFLs at that date in addition to the Mangatu
CFL, with only an aggregate transfer price being available. Thus in
order to estimate clause 3(c) compensation in relation to just the
1961 Land, it is necessary first to determine which part of the net
proceeds received by the Crown from ITT relates to the Mahaki

Claimed Land (and separately, 1961 Land).

Accordingly, | have taken the following steps in estimating the

maximum available compensation:

24.1. Firstly, | determine the net proceeds received by the Crown
from ITT for the entire package of Crown forestry assets
(including the Mangatu CFL) transferred on 15 May 1992;

24.2. Secondly, | determine the portion of those net proceeds relating
just to the Mahaki Claimed Land based on the relative stocked
areas of the Mahaki Claimed Land, and the other Crown forestry
assets acquired by ITT, as at May 1992. This pro-rating
approach seeks to ensure that the average net proceeds per
hectare applied in relation to the Mahaki Claimed Land equal
those applying to the other Crown forestry assets acquired by
ITT, in accordance with clause 4. | also repeat this step

separately for the 1961 Land;

24.3. Thirdly, | adjust the relevant portion of these net proceeds for
changes in the Consumers Price Index (CPIl), as published by
Statistics New Zealand, for the four year period commencing

May 1992 (to implement clause 5(a)(i)); and

24.4. Fourthly, 1 further adjust this real-value adjusted amount by
compounding successive one year New Zealand Government
stock (or equivalent) rates — plus an additional 4% per annum —
from 15 May 1996 through to 15 May 2017 inclusive (with the
one year rate as at 15 May 2017, plus additional 4%,
generating a “return” up to 15 May 2018); and



25.

26.

27.

28.

29.

24.5.Finally, | adjust the resulting amount for a part year from
15 May 2018 to 30 June 2018 using the 15 May 2017 one year
New Zealand Government stock rate plus 4% (since the 15 May

2018 rate is unavailable, and rates are currently very flat).

Note that this final step results in a compensation estimate as at
30 June 2018. Since the land has not been returned into Maori
ownership as at that date, | assume that if the Tribunal recommends
that the land be returned, my estimated maximum compensation
figures will be amended with the “return” under clause 3(c)
continuing to accrue to the currently-unknown future date at which
the relevant land is returned to Maori ownership (cf clauses 3(c) and

9).
Each of these steps is now discussed in further detail.
Assumptions and Estimates for Compensation
Calculations

Net Proceeds received by the Crown

I have estimated the net proceeds received by the Crown on 15 May

1992 from ITT by:
27.1. Starting with gross sale proceeds; and

27.2.Making a deduction from the gross sale proceeds for a share of
the Crown’s total selling fees incurred in its sales of Crown

forestry assets.

According to the New Zealand Treasury’s web-page “Asset Sales —
Historical Information”, the gross proceeds received by the Crown on
its 15 May 1992 sale of Crown forestry assets (including the Mangatu
CFL) was $366m.*

At paragraph 72 of his brief of evidence for the Crown dated 25 May

2012, Mr Marren provides the following details:

29.1. Selling costs from Crown’s 1990 and 1992 $8,340,432

forest asset sales:

Taken from http://www.treasury.govt.nz/government/assets/saleshistory.
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30.

31.

32.

33.

Adopting this figure, | estimate the share of the Crown’s total forest
asset sales costs relating to the assets sold to ITT by pro-rating

Mr Marren’s figure based on relative forest sales proceeds, as follows:

30.1. ITT sales proceeds (as above): $366,000,000

30.2. Total forest sales proceeds received by Crown:? $1,393,000,000

30.3. Implied pro rata sales costs in relation to ITT: $2,191,384

Accordingly, | estimate the total net proceeds received by the Crown

from ITT, rounded to the nearest dollar, as:

31.1. Gross ITT sale proceeds: $366,000,000

31.2. Less share of Crown’s selling costs: $2,191,384

31.3. Net Proceeds received from ITT on 15 May 1992: $363,808,616

Share of Net Proceeds relating to the Mahaki Claimed Land,
and to the 1961 Land

As above, the total sale area to ITT was 97,453 ha. This figure
agrees with that detailed in Wai 814 #140(a) at pp 399-400, which
document notes that the underlying areas are stocked rather than
gross land areas. Hence, in order to apportion the total net proceeds
paid by ITT to just the Mahaki Claimed Land using this 97,453 ha
figure, the stocked area of that land at the time of the sale is
required. While the stocked area of the entire Mangatl CFL at that
date was included in the above document, it was not separately
reported for the Mahaki Claimed Land. Hence the required stocked
area of the Mahaki Claimed Land must be estimated. Likewise, to
apportion the total net proceeds paid by ITT to just the 1961 Land,

the stocked area of the 1961 Land must also be estimated.

On behalf of Mahaki and the Incorporation, I commissioned Mark
Morice of Morice — Property Valuers & Advisors (Morice) to estimate
the stocked area of the Mahaki Claimed Land, and of the 1961 Land,
as at 15 May 1992. Morice’'s advice, dated 4 October 2017, is

included as Attachment A. | have adopted Morice’s estimate of 6,391

Taken from http://www.treasury.govt.nz/government/assets/saleshistory.
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34.

35.

36.

37.

ha as the stocked area of the Mahaki Claimed Land, and 2,893 ha for
the 1961 Land, as at 15 May 1992.

Based on these stocked area figures, the total net proceeds paid by
ITT in relation to the Mahaki Claimed Land, as required under clause

3(c), are estimated as follows:

34.1. Stocked area of Mahaki Claimed Land as proportion of total

stocked area: 6.56%

34.2. Share of net proceeds received from ITT relating to the Mahaki
Claimed Land: $23.86 million

Similarly, based on these stocked area figures, the total net proceeds

paid by ITT in relation to the 1961 Land are estimated as follows:

35.1. Stocked area of 1961 Land as proportion of total 2.97%

stocked area:

35.2. Share of net proceeds received from ITT relating to the 1961
Land: $10.80 million

Application of clause 5(a) (i)

As above, the transfer date of the Crown forestry assets relating to
the Mangatu CFL was 15 May 1992. Accordingly, clause 5(a)(i) — as
opposed to clause 5(a)(ii) — applies if the claim relating to the
relevant land was filed before 15 May 1992. Clause 5 deems the
relevant claim to have been filed on such date as is certified by the

Registrar of the Tribunal.

Wai 274 was filed by John Ruru on behalf of both Mahaki and the
Incorporation’s shareholders in relation to the Mangati block on
21 February 1991, though Attachment B certifies it as having been
received on 24 February 1992. Wai 283 was filed by John Ruru on
behalf of Mahaki in relation to East Coast raupatu on 13 March 1992.°
Since each of these filing dates precedes 15 May 1992, the clause
3(c) calculations in respect of the Mahaki Claimed Land have been

made using clause 5(a)(i) in determining the period over which the

This is the date recorded in the Tribunal’'s Wai 814 Tdranga Report at p. 757.

10
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39.

40.

first component of the clause 3(c) “return” (i.e. real value

adjustment) is to be computed.

Wai 1489, in respect of the 1961 Land, was noted by the Supreme
Court as being a continuation of Wai 274.* Hence the relevant claim
fiing date for the 1961 Land is also 24 February 1992, as for
Wai 274. Accordingly, the clause 3(c) calculations in respect of the

1961 Land have also been made using clause 5(a)(i).

Adjusting Net Proceeds to Maintain their Real Value under
clause 5(a) (i)

Clause 5(a)(i) requires the value of the net proceeds to be
maintained for a period of four years commencing on the relevant
transfer date, namely 15 May 1992. | do so by adjusting net
proceeds for the percentage change in the CPI (All Groups) between
15 May 1992 and 15 May 1996. An historical time series comprising
quarterly values for this index is available from the Statistics New

Zealand website.®

According to Statistics New Zealand, quarterly CPIl figures are
constructed using pricing information obtained around the middle of
each quarter.® Thus CPI figures published for the June quarter each
year are based on prices as at the middle of May, which by
coincidence aligns with the 15 May date of interest. Hence the real-
value adjusted net proceeds is as below, multiplying the relevant net

sales proceeds by the real-value adjustment factor derived below:

40.1. CPI (All Groups) for the 1992 June quarter: 743.4240
40.2. CPI1 (All Groups) for the 1996 June quarter: 812.2288
40.3. Real-value adjustment factor: 1.0926

Haronga v Waitangi Tribunal [2011] NZSC 53, at [98].
See http://www.stats.govt.nz/infoshare/SelectVariables.aspx?pxID=52076596-
01b5-46e6-9529-4f51ca9798d6.

See p. 15 of All About the Consumers Price Index (A Layperson's Guide),

available at http://m.stats.govt.nz/—/media/Statistics/browse-

categories/economic-indicators/CPI-inflation/about-cpi/cpi-laypersons-guide-

99.pdf.

11
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41.

42.

40.4. Real-value adjusted net proceeds relating to the Mahaki

Claimed

Land: $26.07 million

40.5. Real-value adjusted net proceeds relating to the 1961
Land: $11.80 million

Adjusting Real-Value Adjusted Net Proceeds under clause 5(b)

For most of the period 15 May 1996 to 15 May 2017 the Reserve
Bank of New Zealand has published a one year New Zealand
Government stock rate on or about 15 May.’ No such one year rates
were published by the Reserve Bank in May 2009, 2010, 2013, 2015
or 2016 due to a lack of government securities on issue with a
suitable maturity. For May 2010, 2013, 2015 and 2016 a one year
Treasury Bill rate was obtained from the New Zealand Treasury.® For
May 2009 no such alternative was available, so | have interpolated
between the 90 day Treasury Bill and two year New Zealand
Government stock rates to estimate the equivalent of a one year
rate.® Since Treasury Bills are debt securities issued by the
New Zealand Government, they are equivalent to New Zealand

Government stock for the purposes of clause 5(b).

Table 1 sets out the sequence of one year New Zealand Government

stock rates used in my estimates:

An historical time series of daily secondary market wholesale interest rates, for
both short-term Treasury Bills and New Zealand Government stock, is available
at https://www.rbnz.govt.nz/-
/media/ReserveBank/Files/Statistics/tables/b2/hb2-daily-1985-2013.xIs for
1985-2013, and https://www.rbnz.govt.nz/-

/media/ReserveBank/Files/Statistics/tables/b2/hb2-daily.xlIs for 2014 to present.

Data on published weekly Treasury Bill tender results was obtained from the
Debt Management Office website

https://www.nzdmo.govt.nz/sites/default/files/media/media_attachment/TBills-

tender-history-2017-09-26.xls. Weighted average rates for successful tenders

were used for tenders closest to 15 May in each relevant year, with a maturity of
either exactly one year or the closest maturity thereto.

The relevant 90 day rate was 2.84% per annum, while the quoted November
2011 rate was 3.49% per annum. Assuming the 90 day Bill had exactly 90 days
until maturity, and using the actual number of days between 15 May 2009 and

15 November 2011, the interpolated one year rate is 3.056% per annum.

12
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Table 1 — One Year New Zealand Government Stock (Equivalent) Rates

Date Rate Date Rate

15-May-96 9.05% 15-May-07 7.33%
15-May-97 7.01% 15-May-08 6.71%
15-May-98 8.80% 15-May-09 3.06%
14-May-99 4.15% 11-May-10 3.56%
15-May-00 6.80% 16-May-11 2.59%
15-May-01 5.69% 15-May-12 2.38%
15-May-02 5.75% 21-May-13 2.33%
15-May-03 5.03% 15-May-14 3.40%
14-May-04 5.82% 12-May-15 3.25%
16-May-05 6.40% 10-May-16 2.05%
15-May-06 6.85% 15-May-17* 1.81%

* Annual rate is applied to the whole of 15 May 2017 to 30 June
2018.

43. To each of these rates | have added 4% as required under clause
5(b). Compounding the resulting annual rates for 15 May 1996 to
15 May 2017 inclusive (covering 15 May 1996 to 15 May 2018), with
a part-year adjustment from 15 May 2018 to 30 June 2018 based on
the 15 May 2017 rate plus 4%, yields:
43.1. Government-stock based adjustment factor to

30 June 2018: 6.6659

Estimates of Maximum clause 3(c) Compensation
My Estimates

44. An estimate of maximum clause 3(c) compensation, comprising “net

proceeds” and the required total “return”, is found by multiplying the
above Government-stock based adjustment factor and the real-value
adjusted net proceeds relating to the Mahaki Claimed Land (or the
1961 Land). This is equivalent to multiplying the net proceeds
relating to the Mahaki Claimed Land (or the 1961 Land) by a total
return adjustment factor, which in turn multiplies the real-value
adjustment factor and Government-stock based adjustment factor.
Doing so produces a total return adjustment factor of 7.2828 to

30 June 2018.

13



45.

46.

47.

48.

49.

My resulting estimates are:

45.1. Maximum clause 3(c) compensation relating to the Mahaki

Claimed
Land: $173.8 million

45.2. Maximum _clause 3(c) compensation relating to the 1961
Land: $78.7 million

Impact of Applying Mr Marren’s higher Stocked Area

In Mr Marren’s brief of evidence for the Crown dated 25 May 2012, a
higher stocked area for the Mahaki Claimed Land was assumed than
that advised to the Incorporation by Morice. If | adopted Mr Marren’s
estimate for stocked area, that would result in maximum clause 3(c)
compensation of $178.2 million for the Mahaki Claimed Land. This

figure is 2.6% higher than the above estimate.

Conclusions

I estimate maximum clause 3(c) compensation, as at 30 June 2018,

to be:
47.1. For the Mahaki Claimed Land: $173.8 million
47.2. For the 1961 Land: $78.7 million

While the formulas set out in the Schedule are clear, certain
estimates and assumptions have had to be adopted in deriving these
figures. Hence they too are estimates, and therefore subject to
revision should new information regarding key assumptions or

estimates come to hand.

Furthermore, these estimates assume an ownership return date of 30
June 2018. Hence they should be revised — by continuing to calculate
a “return” under clause 3(c) (cf clause 9) — from 30 June 2018 to the

actual ownership return date, whenever that might be.

Richard Brent Meade
9 May 2018
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