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Executive summary

Background
Cabinet agreed on 11 April 2011 to the further development of Optiond for the managed divestment of Hobsonvite
point project. Andrew Body Umited was retained by HNZC to assist it and HLC in preparing the strategy for
Option 4, for submission to the Joint Ministers by 30 June 2011.
Qur brief recognised some key constraints [n the development of Option 4 includ t

divestmant within five years, the need to managa public works and right of
to successfully implement the pian.
While Option 4 had been already developed to some axt tion it Opti
not realistically allow for:
s'{hat may continue to prevall for

. A wide range of difficuit property, fin a al econ
the foreseeabls future
. The current unpro
. The imb % at exis
As a con %ﬂmcﬂo anagement we have developed a revised Option 4 called Option

NN

@b an o s’ financial analysis

@\

@'mn‘ying the Hobsonville Point product to accelerate retall revenues and reinforce expectations of
ccess for the project

Switching to wholesaling larger parcels of land when the product and “place” has been proved, allowing the
private sector to determine cutcomes for the project from that point

* Deferting civil works
. Removing unnecessary costs from the project as possible
° Not purchasing further NZDF land if such purchases are uneconomic

. Not continuing with thefESEIIEEIIRkrangement If it is not beneficial to the Crown.
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e Detailed financial modeling of Option 4R was undertaken which showed:

. A base case valuation of $78m at 1 July 2011 on a reasonable set of assumptions assuming Option 4R is
successfully implemented.

* the value is very sensitive to the key value drivers of absorption rate, land value growth and wholesalers’
requirad rate of return with Option 4R having a reasonable value range of $25m to $142m at 1 July 2011

. The financial modei s not clearly determinative of the net benefit o SIEILElicontinued Involvement in the
project and instead thers were some key judgements that were required

. The current purchase price of the remaining NZDF land was probably about $11m too high

® Existing funding arrangements with the Crown should be adequate.

) s
options

e Tha original options 1B and 4 (40) were also modeled with the results suggesting the criginal
relied on urealistically optimistic assumptions. Using Option 4R assumptions generated’ for 18 arig-> \
$71m for 40 at 1 July 2011, ﬁK v
. An early divastment by 1 July 2012, using realistic assumptions for the ] m@@ sugges@\ of 4‘8 :

Financial and delivery risks of Option 4R ’\AQ\/}:\S %@E\V/

e Increasing the absorption rate and lend value gro jact will red / nancial and delivery

risks. In particular achieving this increase earl rt uéﬂy posltively (T ofthe project.

. HLC and [ERIEALIIN- rrent mtpe edn is 8 J/\c‘f 10 lots per month respectively for
the years to June 2012 and n 4R ass nth for the first three years stepping up to
15 lots per month aﬂer

. QOur analysis ngs su ﬁ% is' material rigk to the Crown that the end product offering of

or priced to mest the expectations of the target markets.

houses m || f$riot prop
S.,?
re is ata t LC andiEEEIEEII:hort term expectations of absorption will not be
\/ d that pﬁon\e\/asun\ ion of 15 lots per month in the tong term will not be met.

n the are crystaliised the Crown's financial and delivery expectations will not be achieved by a
z&" e axpact the NPV outcome to be well betow $50m in this avent.

order to increase the absorption rate and land value growth HLC needs to re-evaluate the product positioning and

\\ 3\ pricing to rapidly facilitate the house developers meeting the market in terms of both praduct specification and price

point.

® Product positioning needs to be correct at all levels, inciuding ot layout and size, architectural style, house
configuration and specification and landscaping. Ensuring the product Is affordable for “first movers® in the target
markets will also be crucial. A highly integrated planning approach between HLC and the house developers is

required.

e Rapid experimentation with product positioning, enabiing house developers to improve the security they offer for debt
finance, offering limited numbers of risk sharing arrangements for the construction of houses and reducing costs as
possible on the project is required.
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Further streamiining and clarification of governance is also required to improve flexibiltty and the ability to select and
achleve objectives.

A crucial part of the management of the projact, the development of the first precinct (Buckley A), has been
contracted out tc hile the financial analysis does not clearly determine their net benefit to the Crown
the success or failure of the [ESCILEHUMrangement wil heavlly influence the success or failure of the detaded

strategy for Option 4R.

sO(2)(ba(u)

Wa suggest that a review occurs of themtrangemant for Buckiey A, in the context of the plan and
objectives that the Crown adopts. Particular it should compare the JESEIEEIIERTangement to other possible
amangements In the context of alignment with the Crown's objectives and llksintegration into the planning to

achieve those objectives.

The work we have undertaken is able to be used to create a new set of key performance indh@sand a new

budget for the project to facilitate monitoring. §
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