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Subject

Decline of New Zealand Future Forest Products application to the Provincial Growth Fund

These documents were published individually on the Grow Regions website in January 2020 and transferred
to the Ministry of Business, Innovation and Employment Document Library in June 2020.

The application made by NZFFP to the Provincial Growth Fund (PGF) was declined by decision makers.

The Provincial Development Unit (PDU) does not discuss declined projects to protect commercial information
relating to the applicant and their ability to either re-apply to the PGF or apply for funding elsewhere.

However, because it is in the public interest, and following consultation with the applicant, we have proactively
released some material which relates to information already available in the public sphere.

Further information is available in written questions 37868 (2020), 37901 (2020), 41610 (2020) and 37838

(2020) on the New Zealand Parliament website.

List of documents that have been proactively released
Title

Summary

Conflict of Interest Transfer Letter

Letter from Shane Jones declaring a conflict with this
project and transferring to Hon David Clark.

Regional Economic Development Ministers
briefing for meeting held 11 September 2019

Briefing attaching the Wood Processing Position Paper
which references NZFFP as a declined project.

Final RED Ministers meeting briefing for 7
November 2019

Briefing for the Regional Economic Development
Ministers meeting held on 7 November 2019.

Draft PGF Proposals for Review — NZ Future Forest
Products 7 November meeting of RED Ministers

Briefing for the Regional Economic Development
Ministers meeting held on 7 November 2019.

Links between the Provincial Growth Fund and
KiwiBuild

Briefing attaching the Wood Processing Position Paper
which references NZFFP as a declined project.

Letter from IAP to Minister for Regional Economic
Development

Letter of advice from the Independent Advisory Panel to
the Minister of Economic Development regarding the
NZFFP project.

Application for Funding Development Phase

Application for funding for the NZFFP project.

PGF Proposals for Review Draft

Briefing send as part of the draft Regional Economic
Development Ministers meeting papers.

Briefing attaching an annex of projects where
NZFFP appears as a line item.

Briefing attaching the Wood Processing Position Paper
which references NZFFP as a declined project.

Independent Advisory Panel meeting papers for 19
June 2019

Agenda and coversheet for the NZFFP project for the 19
June 2019 meeting of the Independent Advisory Panel.

Information redacted

Any information redacted in this document is redacted in accordance with MBIE’s policy on Proactive
Release and is labelled with the reason for redaction. This may include information that would be redacted
if this information was requested under Official Information Act 1982. Where this is the case, the reasons
for withholding information are listed below. Where information has been withheld, no public interest has
been identified that would outweigh the reasons for withholding it.

Some information has been withheld to protect the confidentiality of advice tendered by ministers and
officials, to protect the commercial position of the person who supplied the information, and to maintain
the effective conduct of public affairs through the free and frank expression of opinions.

© Crown Copyright, Creative Commons Attribution 4.0 International (CC BY 4.0)



https://www.parliament.nz/en/pb/order-paper-questions/written-questions/document/WQ_37868_2019/37868-2019-chris-bishop-to-the-regional-economic-development
https://www.parliament.nz/en/pb/order-paper-questions/written-questions/document/WQ_37901_2019/37901-2019-andrew-falloon-to-the-regional-economic-development
https://www.parliament.nz/en/pb/order-paper-questions/written-questions/document/WQ_41610_2019/41610-2019-chris-bishop-to-the-regional-economic-development
https://www.parliament.nz/en/pb/order-paper-questions/written-questions/document/WQ_37838_2019/37838-2019-chris-bishop-to-the-regional-economic-development
https://www.parliament.nz/en/pb/order-paper-questions/written-questions/document/WQ_37838_2019/37838-2019-chris-bishop-to-the-regional-economic-development

Hon Shane Jones

Minister of Forestry Associate Minister of Finance

Minister for Infrastructure Associate Minister for State Owned Enterprises
Minister for Regional Economic Development  Associate Minister of Transport

14 October 2019

Michael Webster

Secretary of the Cabinet

Cabinet Office, Parliament Buildings
Wellington

CC Prime Minister Jacinda Ardern
Parliament Buildings

Wellington

Dear Michael -

The NZF Chief of Staff informed today that\there is an application for PGF funding from New
Zealand Future Forest Products Ltd\being processed in the Provincial Development Unit. Brian
Henry, the long-time lawyerof the-NZF leader, and an acquaintance of mine, and his son David,

are both directors of the compariy.
The Cabinet Office Marnual (2.65) describes that when identifying conflicts of interests:

‘A conflic! rnay.arisé if people close to a Minister, such as Minister’s family, whanau, or close associates,
might-derive;-or/be perceived as deriving, some personal, financial, or other benefit from a decision or

action by the Minister or the government.’

Although | have the barest of relationships with Brian and David Henry it is prudent and
appropriate for me to declare a conflict of interest in relation to the PGF application. | have had
no visibility on the application, nor foreknowledge of its lodgement, until Chief of Staff, Jon

Johansson, brought it to my attention this morning.

Minister for Regional Economic Development
Parliament Buildings

Wellington

+64 4 817 8719 Private Bag 18041, Parliament Buildings, Wellington 6160, New Zealand s.jones@ministers.govt.nz beehive.govt.nz
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PGF PROPOSALS FOR REVIEW

Date: 16 October 2019 Priority: Medium

Security In Confidence Tracking 1120 19-20

classification: number:

Action sought \ N
Action sought } Deadiine

Hon Grant Robertson
Minister of Finance

Hon Phil Twyford
Minister of Transport

Minister of Economic
Development

Hon David Parker

Minister for Trade and Export
Growth

Hon Shane Jones

Minister for/Regional Economic
Develepment

Agree to the recommendations
outlined in this briefing.

21 Qctober 2019

21 October 2019

21 October 2019

21 October 2019

Fletcher Fabuteau
Parliamentary Under-Secretary

to the Minister for Regional
Economic Development

Note the contents of this briefing.

21 October 2019

Contact for telephone discussion (if required)

Name Position

Telephone

1st contact

David van der Zouwe

Head of Investment
Management

v

Jessica Sandford

Policy Advisor

Isabella Radovanovic

Business Advisor




Comment

Total cost of
project

Requested PGF
Investment

PDU
Recommendation

IAP
Recommendation

O
@@

Ref | Project name Project description & benefits

o

10. | N.Z Future Forest Applicant: N.Z Future Forest Products Limited
Products (‘NZFFP’)

The PDU recommends that you decline NZFFP’s application
for a $15 million loan from the PGF on the basis that:

Stage 1
Feasibility Study:
$15 million

$15 million loan

Decline

Approve, details
provided in IAP
advice letter.

Region: _ (feasibility study to
i

1"



Ref

Project name

Project description & benefits

Comment

determine)

NZFFP intends to establish New Zealand as the
for

nthe
region, maximising the country’s naturallcompetitive
advantage in forestry and wood processing, and
repositioning it as a critical supplier within the low
carbon economy of the future.

NZFFP has requested PGF funding towards a
feasibility study that will be undertaken by

Following the completion of the feasibility study as
stage 1, the applicant will then invest ﬁ
into stage 2 i.e. and completion of the
balance of the work.

Funding has been
feasibility study

Total cost of
project

Requested PGF
Investment

PDU
Recommendation

IAP
Recommendation

te % of the cost of the
ZF

as requested a loan
m of which could potentiall

— the

Stage 2

w
O
é@

12



N.Z Future Forest Products

10. Agree to decline N.Z Future Forest Products Limited’s application for a $15 million
loan from the Provincial Growth Fundon the basis that:

a.

@@t Agree / Disagree
David van der Zouwe % Hon Grant Robertson

Head of Investme a erent Minister of Finance
Provincial Develppment Unit

..... -

@Io hane Jones Hon Phil Twyford
inister for Regional Economic Development Minister of Transport
/ ) Minister of Economic Development
"""""""""""""" T

Hon David Parker
Minister for Trade and Export Growth

16



N.Z. FUTURE FOREST PRODUCTS

Projects overview

Name of the project N.Z. Future Forest Products
Region Commercial Information

N
Tier and type Tier One: Regional &\Q

Applicant

—

Estimated total project
cost

Amount of funding | $15 million
sought from the PGF

N
Financial Loa v
instrument requested \&

3
D
PDU recommend;#’é»% WD@I\i*n/e

L.

217.

Comnercal o Camnel omain
M Oaximising the country’s natura

rocessing, and repositioning it as a critical
Q within the low carbon economy of the future.
218

. On completion, NZFFP’s

219. NZFFP has requested $15 million from the PGF to go towards a feasibility study that will be
to confirm the viability and bankability of NZFFP’s

220. A number of technical decisions would still need to be made on the recommendation of the
feasibility study. It is anticipated that the feasibility study will take to complete.
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221.

Following the completion of the feasibility study as stage 1, the applicant will then invest
into stage 2 im and completion of the balance of the m

work. !

erci

PDU recommendation

222. The PDU recommends that you decline NZFFP’s application for a $15 million loan from the
PGF.

223. The PDU does not support NZFFP’s application for the following reasons: @

(\@»

Costs and funding

224. NZFFP is only recentl d and therefore they do not yet have annual accounts.
The PDU has not be .1- de d with financials or been advised of the level to which it will be
capitalised. The -,99 cant ha adwsed that

225. The F t@‘w has been requested in two tranches as F(tranche one) and $

anche two) once the PDU has cited successful completion and delivery of pre-

feasivility reports.

226.

Furthermore, further PGF funding required for work post the feasibility study would be

beyond the lifetime of the PGF, and this would also apply to cost overruns with the project.

PDU assessment of the project

228. This section provides an overview of PDU’s assessment against the PGF eligibility and
assessment criteria.
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Assessment against PGF criteria

Criteria

Rating

(1v to
5v)

Comment

Link with fund and government outcomes

72N

Creates v As indicated by the applicant, NZFFP’s | @\}F
ermanent jobs i
P j ] business would i foFE!’a.EO
generate s ustainable jObS thro u aho e supply chain
in general and for Maori. Howeve ;:' gasibiiity study, to which
this application relates, will no
Delivers benefit to v Stage 2 has the p I|ver benefits to the community.
the community However, the fegsibi y, to which this application relates,
will not. Q
A\
N/
Increased v Poteriti ever, this will not be realised through the
utilisation and asihil dy, to which this application relates.
returns of Maori <
asset base «
(r \
Enhanced M Potentially, however, this will not be realised through the
sustalnablll b feasibility study, to which this application relates.
natural a
I °f v Potentially, however, this will not be realised through the feasibility
te change study, to which this application relates.
Additionality
Adding value by v NZFFP intends to establish New Zealand

building on what
is already there

owever, significant work an
much by the feasibility study.
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Rating

Criteria (1v to | Comment
5v))
However, this will not be realised through the feasibility study, to
which this application relates.
Acts as a catalyst v This will not be realised through the feesiuility study, to which this

for productivity
potential in the
region

application relates. Furthermore, ‘2 rlas a shortage of
wood which is well known. Govérninent support for a major
project that proceeded in the region\couid have negative impacts
on existing operations, which-may or'may not be a good thing.

Connected to regional stakeholders and framework

Alignment with
regional priorities

vvvy

Support from local
governance
groups

LAV

If the feasibiiity_study is positive in its conclusions, and NZFFP’s
proposed- business does
aitimatelyeventuate, it would be well-aligned.

Support for such a processing operation, with the benefits as
suggested by the applicant, would indicate support could be
forthcoming.

Goverhance, risk management and project execution

Robust project | vvv | The overall project is still very much in its infancy, and in need of
management and significant further research (the proposed feasibility study) to
governance confirm its viability. appears capable, and the !
systems timeframe is onable, considering the issues%o
be addressed in the feasibility study.
would also require substantial transport infrastructure investment
to operate effectively. Therefore, significant risks remain, not so
much in relation to the feasibility project itself, but in relation to the
funding for the overall W on which W
i would rely.
M appear well qualified to undertake the feasibility
) those behind NZFFP also appear capable.
Risk management | v'v'v' | Appears appropriate. The applicant has indicated that the Board
approach of NZFFP will oversee a ‘phased approach’ to project
management, implemented by the experienced New Zealand
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Rating
Criteria (1v to | Comment
5v)

engineering firm, This will include breaking down the

project into distinm steps.

Future ownership / vv Details to be confirmed. Q
operational
management %

Ministry of Foreign Affairs and Trade
229.

Ministry for Primary Industries " CV
230. :
NN

o=
Agency comments PRAN @{b
_Co\2

a

R@%ssment

A\ N
23 ue diligence has not been undertaken as the application has been recommended for
decline.

232. The PDU has identified the following key risks and mitigations:

Outcome of
the
feasibility
study

Procurement
of
Consulting
Company
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AIDE MEMOIRE

Date: 13 November 2019 Priority: Medium
Security In Confidence Tracking Confidential
classification: number:

Information for Minister(s)

Hon Shane Jones
Minister for Regional Economic Development

Fletcher Tabuteau
Parliamentary Under-Secretary to the Minister for Regional Economic Development

Name

Positicin

Staci Hare

Maiager; Investiment
Managemenit

Contact for telephone discussion (if regeiired)

Telephone

1st contact

v

Eleanor Green

and Policy

I Palicy Advisor, Strategy

Privacyof
. —

L .
Minister’s office to complete: ] Approved [] Declined
[] Noted [] Needs change
[]Seen [] Overtaken by Events

Comments

[] See Minister's Notes

(] Withdrawn




AIDE MEMOIRE

Date: 13 November 2019 Priority: Medium

Security In Confidence Tracking Confidential
classification: number:

S
Purpose @g%?\/

Staci Hare

Manager, Investment Ma %
Provincial Developmen
B0 1 2A9

The P;o\ rowth Fund andW

Confiden In Confidence 2



PGF Project List

Confident In Confidence 3
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Annex One: ColfidentialAdVieSIOINPGF Project List
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Annex One:_ Project List

Region: Bay of Plenty
Title Sum of Funding Approved

Grand Total

Region: Canterbury
Title Sum of Funding Approved

Grand Total

NN
v

Region: Hawke's Bay
Title of Funding Approved

Grand Total

Region: Manawata-Whangan
Sum of Funding Approved

Grand Total

Region: Otago

Title Sum of Funding Approved

Grand Total

Region: Southland
Title Sum of Funding Approved




_______«l

Grand Total

Region: Tai Tokerau/Northland
Title Sum of Funding Approved

Grand Total

[

Region: Tairawhiti/East Coast
Title of Funding Approved

Grand Total

Region: Taranaki

Title Sum of Funding Approved

Grand Total

Region: Te Tau lhu/Top of the South
Title Sum of Funding Approved

Grand Total

Region: Waikato
Title Sum of Funding Approved

Grand Total

Region: Wairarapa
Title Sum of Funding Approved



Grand Total

Region: West Coast
Title

Sum of Funding Approved

Grand Total >

Check

Unapproved Projects Title Regio % Funding Sought
\




%

; 15,000,000

N.Z. Future Forest Products Ltd. (NZFFP)
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AIDE MEMOIRE
Links between the Provincial Growth Fund and KiwiBuild

Date: 20 September 2019 Priority: High
Security In Confidence Tracking 0943 19-20 "\ )) |
classification: number: .

Information for Minister(s)

Hon Shane Jones
Minister for Regional Economic Development

Fletcher Tabuteau
Parliamentary Under-Secretary to the Minister for Regionai-Economic Development

Contact for telephone discussion (if feguired)

Name Position Telephone 1st contact

Headof\nvestment,

David van der Zouwe | Provincial Development F Privacy of v

LUnit

Levi Rona ILSenior Policy Advisor

S

The foiiowing departments/agencies have been consulted

L KiwiBuiid
QOIAN .
Minister’s office to complete: (] Approved (] Declined
(] Noted (] Needs change
] Seen [] Overtaken by Events
] See Minister's Notes ] Withdrawn

Comments
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AIDE MEMOIRE

Links between the Provincial Growth Fund and KiwiBuild

Date: 20 September 2019 Priority: High

Security In Confidence Tracking 0943 19-20

classification: number: (—\
i s Q

N~
Purpose o @.ﬁ%

</
This aide memoire provides information on the links between the Picvi ci> th Fund (PGF)
and KiwiBuild to support your attendance at a meeting with Housin istelrs on 23 September
2019.

&
&

Head of Investment
Provincial Development U
20, 9..124 <§

Backgrouiid >
1 V)

0943 19-20 In Confidence 2



A PROVINCIAL
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UNIT
Links between the PGF and KiwiBuild

Funding Sought
PN \
vy

\)N

$Unrelated - $Unrelated to

Application

_—
. 00000
.
.
-

0943 19-20 In Confidence 3
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Next steps D %
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Q

Annex QO

\J

Annex One: Provincial Growth Fund Position@&lood processing investments

0943 19-20 In Confidence 4
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Annex One: Provincial Growth Fund Position Paper — Wood processing
investments
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Provincial Growth Fund Position Paper

Wood processing investments

Purpose

This paper sets out the Provincial Growth Fund (PGF) approachteinvestingiif wood processing to
support regional economic development.

The position set out in this paper complements that Which is set 6ut in the PGF Tier 2: Sector
Investments position paper.

Vision

The PGF's vision is to make targeted investments to enhance the productivity potential of, and
capture greater value froni..New Zealand’s wood processing sector. New Zealand has a core
competitive advantagé in forestry but this has become dominated by the export of raw logs;
principally to China. RGE investments will contribute to wider government activity, by enabling
greater domestic yalue-generation laying the seeds for sustainable, high-value, economic activity.

Obijzctives
Objectives of PGF investment in wood processing

K2y to achieving the PGF's vision for the wood processing sector is to maximise value from New
Zealand's forestry production. This can be done by focusing on moving its outputs up the value
chain.

Therefore, the PGF will invest in a range of opportunities with three main objectives. Taken
together, these objectives will help to foster domestic value chains that maximises the value able to
be generated by the sector.

The most important objective of PGF investment in the wood processing sector is to increase the
processing of logs into value-added products. This includes value added timber construction
products, such as Cross-Laminated Timber (CLT), Optimised Engineered Lumber (OEL), Industrial
Plywood, Orientated Strand Board (OSB), Remanufacturing and building componentry, and
prefabricated buildings.

The PGF will invest in projects that convert forestry and wood processing residues and by-products
into value-add products. This will complement the PGF’s investment strategy in the waste-to-energy
space.



The PGF will consider investing in projects that increase the volume of logs that are processed into
high quality sawn timber such as for CLT. Without sufficient globally competitive sawmilling capacity
there is no foundation on which New Zealand can produce higher value products. The PGF is
particularly interested in processing investments where it is done in a way that integrates production
into whole-of-log processing, e.g. by processing wood waste into other products or energy.

Contribution of wood processing objectives to wider PGF objectives

Wood processing is a strategic priority for PGF because of its strong potential to contribute to‘ail of
the PGF’s main objectives:

. jobs and sustainable economic development: maximising value from New Zealand's)forestry
sector, by increasing its value-added output through wood processinginvestments; will
increase the number of better paid jobs in an environmentally ana.ecornomitally sustainable
sector;

. Maori development: given the existing Maori asset basein'th2 forestry sector, PGF
investment presents a clear opportunity to increasé the narticization of Maori in the wood
processing sector, in particular, as owners;

. climate change and environmental sustainahility: increased economic development based off
the forestry sector is inherently sustainable, andwill support continued investment in
afforestation which is a key clinjate change mitigation;

. social inclusion and participation: increased economic development through the wood
processing sector willprimarily berefit the PGF’s surge region, creating more training and
employment oppariunities;

. resilience (infrastructure-and economic): successful investment in value-added processing
capacity, and waste-to-energy opportunities, will support the development of domestic value
chains.that wiil diversify the sector, including destination markets, helping to ensure regional
economiels are better placed to withstand economic shocks.

Contéxt

Forestry products are New Zealand’s third largest export commodity following dairy and red meat,
with the sector reaching $6.7 billion in export earnings for the year ending June 2018.

New Zealand forestry (logging and downstream) contributed approximately $3.55 billion to the New
Zealand economy in 2017,% and is responsible for employing around 18,000 full and part-time
workers.? The main products produced by the industry are sawn timber, pulp, paper products and
panels.

New Zealand’s wood processing sector has been undergoing a process of consolidation, with the
number of smaller, less efficient mills decreasing over the past 15 years. However, the domestic
wood processing industry remains a particularly important source of employment and economic

! Situation and Outlook for Primary Industries 2018, Ministry for Primary Industries
2 plantation Forestry Statistics Report 2017, New Zealand Institute of Economic Research
3 Industry Insight 2018: Forestry and wood processing, Westpac



growth in the regions, especially in the Bay of Plenty, Waikato, Northland, Hawke’s Bay/Tairawhiti
and Tasman/Nelson areas.*

New Zealand exports a high proportion of unprocessed logs compared to value-added products such
as sawn timber, wood panels and paper products.® There has been rapid growth of both the value
and volume of log exports, driven by strong Chinese demand. Nearly 60 percent of harvested logs
are exported overseas, with the remaining 40 percent being processed in New Zealand into a range
of higher-value wood products.

Processed wood exports have remained relatively static over the past 10 to 20 years, in terrs of
both volume and average price. This means that while New Zealand’s wood supply has'beer
increasing in recent years, all the additional wood is being exported, rather thar-nrocessed
domestically into value added products.

Annually, New Zealand exports 40 percent of our sawn timber and wood panel products, 60 percent
of our wood pulp, and 50 percent of our paper products. Key mérkets include: the United States,
China, and Australia for sawn timber, Japan for wood panefs, Iihdariesia and South Korea for pulp
products, and Australia for paper products. In comparison, New Zedland has only four major export
markets for logs.

Increased planting in the 1980s and 19905 Rasresulted-in a significant increase in harvest volume in
recent years, from around 20 million ¢Ubic'meétres{m?) in 2010, to nearly 35 million m®in 2018. This
level of harvesting will continue, and.potentialiy increase to an additional 10-15 million m®per year
from the mid-2020s, with thisincrease.ccming mainly from small forest growers.

Targeted investment in'the wood processing sector can support the conversion of more of New
Zealand’s raw lag harvests-inco value-added goods. In the near term, if demand from China starts to
slow as forecast, foiestry owners may redirect more logs to local saw mills at lower prices. This
increase, (f it sceurs®, should be able to be absorbed by domestic market demand driven by acute
housing shortages in Auckland and a lift in homebuilding in other parts of the country, including
Wellingtar and Otago.

The medium to long-term outlook for wood processors is more challenging, but there are still
investment opportunities — not least because the One Billion Trees programme and increasing
afforestation will support long-term wood supply. While New Zealand's competitive advantage is in
the production of logs; North American demand is constrained and limited to sawn products with
Russian softwood exports shifting from logs to sawn timber following tariff increases on log exports.
New Zealand loses its competitive edge in downstream processing where the sector lacks economies
of scale to be able to be internationally competitive, which is aggravated by New Zealand’s distance

4 Plantation Forestry Statistics Report 2017, New Zealand Institute of Economic Research

5 Industry Insight 2018: Forestry and wood processing, Westpac

® If china log prices decrease many small forest owners (who make up 40 percent of the total harvest) may
choose not to harvest — unless domestic prices increase significantly. Also, processors can only take some parts
of logs, so it’s not necessarily straightforward direct logs that were intended for export to domestic processing.



from key markets.” However, Red Stag’s super mill in Rotorua demonstrates that when operating at
scale, wood processing operations in New Zealand can compete on the global market.

As per the Tier 2: Sector Investments position paper, the PGF is willing to invest to overcome some
of these challenges. Given the strategic importance of the sector, the PGF is also willing to exercise
its broader risk appetite to do so.

Gaps and opportunities

New Zealand’s forecast growth in forestry harvests supported by a relatively benign climatéand
good biosecurity, present opportunities for wood processing sector investments. Moie so When
emerging global climate change will adversely affect large producing countries. This has potential to
generate significant long term benefits for regions where forestry is a competitive advaitage.

Increasing the volume of New Zealand grown logs and sawn timber processed into'value-added
products

Domestic market demand, driven by acute housing shortages in Auckland and a lift in homebuilding
in other parts of the country, has created a market for materials to support homebuilding.

Domestic housing (and urban land) shortages, coupled with environmental concerns, are also driving
a market for midrise construction usingwood. ‘There is a particular opportunity for wood processing
investments to mesh with established\ana.emeiging eco-systems like established clusters of Off-Site
Manufacturing of housing compenentsior complete houses. Existing opportunities for regional
alignment are in Bay of Plenty, Wailato, and Northland.

Increasing the value generated by the wood processing sector by making commercial use of forestry
and wood procesting residues for value-add products

The forestry aind wood processing sectors produce a significant amount of residues from harvest and
processing wnich represent lost value. New technologies, and a growing recognition of the lost
value‘thisiepresents, have contributed to emerging investment opportunities. For example, a range
of products can now be produced using wood processing residue, and bioenergy applications can
viably convert forestry or wood processing waste to energy for commercial use.

There is also a potential opportunity for investment in value-added production to help address
transport issues. Modular mobile solutions, for example, could be funded in remote regions, near or
co-located with log supply, to enable shipment of value-added rather than raw products.

Priority regions for wood waste processing investments are Tairawhiti and Te Tai Tokerau. Tairawhiti
is a particular priority for investment, because of its large forecast supply of logs, and its
underdeveloped wood processing sector relative to other regions.

’ Industry Insight 2018: Forestry and wood processing, Westpac



Increasing the volume of New Zealand grown logs processed in New Zealand

Given the percentage of New Zealand grown logs that are processed offshore, the PGF will consider
investments that result in a greater volume being processed locally. Given sawmiilling is a
fundamental pre-requisite to other high-value operations, the PGF will prioritise wood processing
that supports the production of higher value products such as CLT, OEL, remanufacturing etc.

However, the PGF’s investment priority is in value-added wood products. Therefore, proposals for
sawn timber production should be for high quality sawn timber, or for components of higher valae
products, that incorporate a whole-of-log processing approach.

For example, there is an opportunity for investment is to ensure existing and planned-high-vaiue
product mills in the central North Island are adequately supplied with chip. Surpius-chiefrom new
sawmill capacity could be used be develop further particle-board and Meditim-Dersity Fibreboard
(MDF) plants.

Projects that have a lesser value-add proposition should alss-demaristratz how they would create
wider social benefits, such as training and employment opportunitiesto support people into work or
into higher paid work.

Priority areas for potential processing projects are the'Bay of Plenty, Manawati-Whanganui and, in
particular, Tairawhiti, due to the high yoluméofforestry in these regions.

Priorities
To best contribute to #ie-"PGF s\objectives, proposals that align with the following will be prioritised.

Projects that heip.te.mave-the sector, and regional economies, up the value chain and create better
paid sustoinable \eripiayment opportunities

While one of the objectives of PGF investment is to increase the volume of New Zealand grown logs
processed-in New Zealand into high quality sawn timber, priority will be given to projects that will
produce value-added products. These investments are more in line with the objective of Tier 2:
Sector Investments, which is to increase the number of quality jobs in a region and contribute to an
enduring step change in regional economies.

The PGF is interested in investment partnerships in innovative and new timber products. However,
in line with the PGF Tier 2: Sector Investments position paper, the PGF would expect these
opportunities to be explored with well-established firms. Applications of this sort would also need
to fully align with the principles set out at the end of this paper.

Clearwood production

An area of strategic importance to the future sustainability of New Zealand’s production of high
value wood products concerns the production of ‘clearwood’. Clearwood is wood that is milled from
trees that are pruned to ensure the timber does not contain knots, and is used for the production of
high quality sawn timber.



Clearwood is necessary for the production of hardened wood, which allows New Zealand’s soft
wood to compete with natural hardwoods, such as teak. It is also necessary for the production of
high-value Laminated Veneer Lumber products.

Due to the cost involved, and high unpruned log prices relative to pruned prices, a significant portion
of forests are not currently being pruned. This has the potential to have a high negative impact on
the wood processing industry long-term. If the reduction in pruned log availability continues, there
will be more mill capacity required that can manage structural and industrial grade logs and smaller
“clearwood only” mills are likely to continue to close.

To help ensure the sustainability of high-value clearwood milling, the PGF is interested-in supporting
projects that would produce clearwood products, where such projects address issueswith the-supply
of clearwood logs. The PGF will not fund tree pruning itself.

Projects that benefit Mdori

Maori connections to forestry and forest land are strongly culturaizind sphitual, as well as
commercial. Maori own over 400,000 ha of indigenous forests (8 parzent of total indigenous forest)
and some 238 000 ha of planted exotic forests (13 percent of votal exotic forests). These forests
contribute significantly to Maori socio-economic develapment.

Maori participation in forestry is moving frorvbeing principally a source of labour to stronger
commercial involvement. Currently, forestiy ecomprises 10 percent of Maori's total asset base. This
will grow as Maori take increasing.ownership and control of their land and forests.

Ngati Porou Forestry li{d; Tor exampie, has entered into a joint venture with Hansol NZ, a South
Korean conglomerate), 38 lafidowner blocks provided land, while Hansol provided funds to establish
and manage forests; Thisjoint venture consists of 38 forests, which cover 10,000 hectares.

Given-the ‘existing involvement of Maori in the forestry sector, the PGF’s investment appetite
presents.aclear opportunity to increase the participation of Maori in the wood processing sector, as
owners in‘particular, therefore putting Maori on a stronger economic base that is sustainable into
the future.

Projects that benefit surge regions

Wood processing is also a strategic priority because the opportunities it presents complement the
PGF’s wider investment strategy. This is especially the case in relation to the PGF’s focus on surge
regions. Given their focation primarily in surge regions, existing forestry and wood processing assets
provide a strong foundation for PGF investment to achieve its goal of maximising the productivity
potential of those regions.

Tairawhiti is a particular priority for investment, because of its large forecast supply of logs, and its
underdeveloped wood processing sector relative to other regions. However, forest ownership
structures in Tairawhiti means there are a limited number of corporate operations that could
commit to long term wood supply agreements. The volume of wood in Tairawhiti available for large
scale wood processing is approximately two million m®per annum.



Prajects that include plans for extracting value from by-products

Where the primary component of a proposal is to produce wood products, priority will be given to
integrated wood processing operations or clusters that include plans to extract value from by-
products of the production process. This is especially important for projects with a low value-add
proposition, such as proposals where the primary output is sawn timber.

Prgjects that involve well-established firms

The PGF will prioritise projects that involve mature or well-established firms with commercisl
experience in the sector. Firms with proven experience are more likely to be able to operatzat the
scale the PGF is interested in, especially through the uptake of new technologies or ints-iew
products.

The PGF welcomes applications from New Zealand as well as international investo)s with experience
in wood processing.

Projects that benefit multiple sector participants

Projects that have the potential to benefit multiple.-bujinesses) for example, processing capabilities
that are too expensive for individual firms todnvest in.on their own, are a priority for investment due
to the wider benefits such investment is-kely 19 produce.

Principles

. applications must definonstrate how they are aligned with the PGF’s objectives and priorities
for investment|(irl the wooi processing sector, as set out in this paper;

. projects Will begin within the timeframes of the PGF;

. projects.willoecansidered in the context of regions’ comparative advantages, challenges and

opportunities;

° projectsmay be considered from firms that do not require PGF project support but support to
resolve infrastructure deficit(s) holding a project back;
q applications will be supported by:

o) a clear and compelling proposal, confirming long-term viability, including understanding
and management of risks, evidence of market demand, market accessibility, and how
the operation intends to remain competitive;

o) wood supply analysis, including long term (20-30 year) analysis of where the wood will
come from, how the proposal will impact wood supply within region(s), and whether co-
location is viable;

0 infrastructure analysis, including energy, emission mitigation and transport
requirements, and the existing eco-system of wood processing;

o if the proposal relates to building componentry or prefabrication, demand and pricing
analysis, forward orders as well as sales projections by region; and

o appropriate labour market analysis;

. firms will have already sought private sector funding, and provided a clear explanation as to
why it was not approved;



. projects will not be funded where other appropriate sources of government support are
available with the exception of projects that were declined KiwiBuild support);

. the project will include clearly identified public benefits relating to, in particular, Jobs and
Sustainable Economic Development, Maori development; Social Inclusion and Participation;
Climate Change and Environmental Sustainability; or Resilience (infrastructure and economic);

. projects should generally have a minimum 50 percent co-contribution (applications with
potential to generate significant public benefit may be exempt from this requirement);
. investments will be consistent with New Zealand’s international obligations.

Relationship to other agencies and areas of investment

PGF investment in the wood processing sector is part of wider government initiative tofostera
productive and sustainable wood processing sector that increasingly contributes to’prosperous
regional economies. Key agencies in this work are Te Uru Rakau, the Ministry of Business,
Innovation and Employment, New Zealand Trade and Enterprise,and The Ministry of Housing and
Urban Development, and Kainga Ora.

PGF investments in the wood processing sector will eantribute to,’and inform, this wider work,
including:

] supporting Kainga Ora objectives;
. Te Uru Rakau’s forestry strategy; and
. the development of an Ir@ustry-Transiormation Plan for the wood processing and forestry
sector, that:
o induces at-scale investment in primary and secondary forestry production focused on
market ready products;
maximises.regional, economic, environmental and health and safety benefits;
identifies opportunities to develop the forestry sector at the heart of a circular, bio-
based, carbon neutral economy through the completion of the long-term, sector-led
development of a forest strategy for Aotearoa New Zealand.

Appendix

Approved and potential PGF wood processing investments

A'pp'roued' p'roje:c't"s'} I

Project $ Million approved




Total funding approved

["'Applications received

Project

$ Million requested

_
vt u




N.Z. Future Forest Products Ltd. (NZFFP)
The completion of a feasibility study to unlock the commercial capital
necessary to

15.0

ot funding

; Additional Opportunitiesiinithe Sector. (TBC)

Total indicative funding

10
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PGF PROPOSALS FOR REVIEW

N.Z Future Forest

Products

Date: 04 November 2019 Priority: Medium

Security In Confidence Tracking 1328 19-20

classification: number:

Actionsought 7
Action sought Deadiine

Hon Grant Robertson
Minister of Finance

Hon Phil Twyford
Minister of Transport

Minister of Economic
Development

|
N
Hon David Parker |

Minister for Trade and(Export
Growth

Hon David (Clark
Minister for Reaith
Associate Minister of Finance

Agree to the recommendations
outlined in this briefing.

.07 November 2019

07 November 2019

07 November 2019

07 November 2019

Fletcher Tabuteau
Parliamentary Under-Secretary
to the Minister for Regional
Economic Development

Note the contents of this briefing.

07 November 2019

Contact for telephone discussion (if required)

Name Position

Telephone

1st contact

David van der Zouwe

Head of Investment
Management

v

Jessica Sandford

Policy Advisor

Isabella Radovanovic

Business Advisor




Recommendations

Projects seeking decision from Regional Economic Development Ministers

Ref

Project name

Project description & benefits Comment

Total cost of
project

Requested PGF
Investment

PDU
Recommendation

IAP
Recommendation

Minister Jones has declared

a conflict of interest and will recuse himself for this item.

8.

N.Z Future Forest
Products

(NZFFP)

Region: _ (feasibility study to
determing) t

NZFFP intends to establish New Zealand as the

, maximising the country’s natural competitive

lvantage in forestry and wood processing, and

repositioning it as a critical supplier within the low
carbon economy of the future.

NZFFP has requested PGF funding towards a
feasibility study that will be undertaken by

Feasibility

Following the completion of the f
stage 1, the applicant will then invest’$
into stage 2 i.e.
balance of the

work. underway,
involved,
completed

Applicant: N.Z Future Forest Products Limited | The PDU recommends that you decline NZFFP’s application
for a $15 million loan from the PGF on the basis that:

The applicant has subsequently advised the PDU that the

notwithstanding this, re-emphasised that the Feasibility Study
still needs to be completed to a ‘bankable’ standard to enable
the capital raising to proceed successfully. The PDU
and completion of the | therefore believes that, given the Feasibility Study is already

, even without PGF funding support.

The original funding has been requested for!
of the feasibility study. NZFFP has requeste

maximum proposed term of which could potentially be up toI
ability. Further discussions with the applicant has put forward
the option for PGF funding of

not support funding a share of the

Study is now already underway; but,

and given the background of the individuals
it seems likely the Feasibility Study will be

% of the cost
a loan - the

and the PDU does

costs. NZFFP is a newly incorporated company;

potentially tflow
if it all proceeded, there are no direct employment or regional

$15 million loan

Decline

Approve, details
provided in IAP
advice letter.




Ref

Project name

Project description & benefits

Comment

Total cost of
project

Requested PGF
Investment

PDU
Recommendation

IAP
Recommendation

benefits from this initial feasibility study stage.

O
é@




The Provincial Development Unit (PDU) recommends that you:

N.Z Future Forest Products

1.  Agree to decline N.Z Future Forest Products Limited’s application for a $15 million loan from
the Provincial Growth Fund on the basis that:

a.

David van der Zouwe
Head of the Investment\Management
Provincial Develo it

R

Hon Phil Twyford
Minister of Transport
Minister of Economic Development

Hon David Clark
Minister for Health
Associate Minister of Finance

@@

Agree/Disagree

>

Hon Grant Robertson
Minister of Finance

Hon David Parker
Minister for Trade and Export Growth



N.Z. FUTURE FOREST PRODUCTS

Projects overview

Name of the project N.Z. Future Forest Products

Region Northland and Gisborne O
2 >

Tier and type Tier One: Regional @\\

Applicant N.Z. Future Forest Products Limite é\léﬁ%&
Estimated total project W <:

cost
Stage 1: Feasibility S
Stage 2:

Amount of funding | $15 millio
sought from the PGF %
Financial q ﬁ@ﬁ \/
instrument request k

7D
PDU recommendatio N Decline

s to establish New Zealand as the M for Commercial Information

. in the aximising the country’s natural
competitive advantage in forestry a rocessing, and repositioning it as a critical
supplier within the low carbon economy of the future.

2. On completion, NZFFP’s

3. NZFFP has requested $15 million from the PGF to go towards a feasibility study that will be
undertaken by to confirm the viability and bankability of NZFFP’s proposed




4, A number of technical decisions would still need to be made on the recommendation of the
feasibility study. It is anticipated that the feasibility study will take _ to complete.

5. Following the completion of the feasibility study as stage 1, the applicant will then invest
into stage 2 i.e. and completion of the balance of the M

work.

erci

PDU recommendation

6. The PDU recommends that you decline NZFFP’s application for a $15 millio @7 the
PGF.

7.  The PDU does not support NZFFP’s application for the following re

Costs and fundin&

8. NZFFP is o antl %éorporated and therefore they do not yet have annual accounts.
The PDU has % er/provided with financials or been advised of the level to which it will be
capitalised.The-applicant has advised that

F funding has been requested in two tranches as P (tranche one) and
(tranche two) once the PDU has cited successfuR'completion and delivery of pre-
easibility reports.

10.

1. Commercial Information
Furthermore, further PGF funding required for work post the feasibility study would be

beyond the lifetime of the PGF, and this would also apply to cost overruns with the project.

PDU assessment of the project

12. This section provides an overview of PDU’s assessment against the PGF eligibility and
assessment criteria.




Assessment against PGF criteria

Rating
Criteria (1v to | Comment
5v)

Link with fund and government outcomes

72N

Creates v As indicated by the applicant, NZFFP’s

permanent jobs I business woud %EFM%O

generate significant sustainable jobs througho e suppR/ ain,

in general and for Maori. Howeve e ‘ biiity study, to which
this application relates, will nox
&

D

liver benefits to the community.
y, to which this application relates,

Delivers benefit to v Stage 2 has the p

the community However, the fegsibi
will not. Q
A\

\/
Increased v Poteriti ever, this will not be realised through the
utilisation and asihili y, to which this application relates.
returns of Maori <%
asset base
([~

b
Enhanced M Potentially, however, this will not be realised through the
sustalnablll b feasibility study, to which this application relates.

natural a

' °f Potentially, however, this will not be realised through the feasibility
te change study, to which this application relates.

Additionality

Adding value by v NZFFP intends to establish New Zealand as the

building on what
is already there

owever, significant work an

much by the feasibility study.




Criteria

Rating

(1v to
5v)

Comment

However, this will not be realised through the feasibility study, to
which this application relates.

The applicant has subsequently advised (the \FElJ that the
Feasibility Study is now already underway; out) hotwithstanding
this, re-emphasised that the Feasibility \Study-still needs to be
completed to a ‘bankable’ standard tc enable the capital raising to
proceed successfully.

The PDU therefore believes that, given the Feasibility Study is
already underway, @nd)giveri“thie background of the individuals
involved, it seenis likely the Feasibility Study will be completed,
even without PCF\funding support.

Acts as a catalyst

for productivity
potential in the
region

Thigwill-hot beiealised through the feasibility study, to which this
applicatior ielates. From what the applicant has noted, and
assuiming the feasibility study is successful, the project has the
pgtential to

PDU notes that has a shortage of
wood, and that Government supp8ft for a major project that
proceeded in that region could have negative impacts on existing
operations, which may or may not be a good thing.

Connected to regional stakeholders and framework

governance
groups

Alignment with | vvv | If the feasibility study is positive in its conclusions, and NZFFP’s

regional priorities proposed Commercial Information business does
ultimately eventuate, it would be well-aligned.

Support from local | v'v'v' | Support for such a processing operation, with the benefits as

suggested by the applicant, would indicate support could be
forthcoming.

Governance, risk management and project execution

Robust project
management and

vvv

The overall project is still very much in its infancy, and in need of
significant further research (the proposed feasibility study) to




Rating

approach

Criteria (1v to | Comment
5v)
governance confirm its viability. m appears capable, and the E
systems timeframe is hAt unréasonable, considering the issues%o
e addressed in the feasibility study.

much in relation to the feasibility project itse

funding for the overallW o wi

P would rely.

Eappear well qualifi dertake the feasibility

dy, and those behind N% ear capable.
2N\

Risk management | vvVv

\Vg
Appears appropri te@pﬁant has indicated that the Board
of NZFFP awi ve a ‘phased approach’ to project
manage mented by the experienced New Zealand
engi This will include breaking down the

N\

Future ownership /
operational
management

~\D

S

N
ails to be confirmed.

\
Agg@\ ments

~
I@t \BForeign Affairs and Trade

Ministry for Primary Industries

14.

Risk assessment

15. Due diligence has not been undertaken as the application has been recommended for

decline.




16. Minister Jones has declared a conflict of interest and will recuse himself for the discussion
and decision-making for this proposal.

17. The PDU has identified the following key risks and mitigations:

Outcome of
the
feasibility
study

-0 =~ @ 3 3 omm

3
<,

Procurement
of
Consulting
Company
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Letter from IAP to Regional Economic Development Ministers

The Honourable David Parker, The Honourable David Clark, The Honourable Grant Robertson and
The Honourable Phil Twyford

Regional Economic Development Ministers

4 November 2019 @
Téna koe e te Minitas, % é)

Project: New Zealand Future Forest P t
Applicant: New Zealand Future Fore@ imited

Panel Recommendation: C@)
The Independent Advisory Panel (IAP) fo %al Growth Fund (PGF) considered the New

Zealand Future Forest Products Proje g on 19 June 2019, including advice from the
Provincial Development Unit (PDU).

New Zealand Future Forest P ited (NZFFP) is seeking a $15m loan for Stage 1 of the

Future Forest Products Praj

The IAP are supportive of the overall objectives of the Future Forest Products Project to maximise
our natural competitive advantage in forestry and wood processing. The project has the potential to
deliver substantial productivity gains in these sectors and generate significant sustainable jobs

throughout the supply chain.
]
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Notwithstanding these reservations, the IAP are supportive of the Future Forest Products Project in
principle given its potentially significant productivity and employment benefits. We therefore
recommend that Stage 1 is supported by the PGF subject to the following:

e sought and, if

We recommend that the PDU work with NZFFP to obtain the further r
appropriate, negotiate a loan agreement that incorporates th di and such further

commercial terms as recommended by the PDU.

Nga Manaakitanga % ;3

On behalf of the Independent Adviso§@
Naku noa, na Rodg @
IAP Chairp®

2|Page
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Letter from IAP to Minister for Regional Economic Development

The Honourable Shane Jones

Minister for Regional Economic Development

10 July 2019 @

Téna koe e te Minita,
Project: New Zealand Future Forest Pro c
Applicant: New Zealand Future Forest |ted

Panel Recommendation: Co pport

The Independent Advisory Panel (IAP) for the C|al Growth Fund (PGF) considered the New
Zealand Future Forest Products Project eet| n 19 June 2019, including advice from the
Provincial Development Unit (PDU).

New Zealand Future Forest Products f’ ZFFP) is seeking a $15m loan for Stage 1 of the

Future Forest Products Project:

The IAP are supportive of the overall objectives of the Future Forest Products Project to maximise

our natural competitive advantage in forestry and wood processing. The project has the potential to
deliver substantial productivity gains in these sectors and generate significant sustainable jobs
throughout the supply chain.
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Notwithstanding these reservations, the IAP are supportive of the Future Forest Products Project in
principle given its potentially significant productivity and employment benefits. We therefore
recommend that Stage 1 is supported by the PGF subject to the following:

We recommend that the PDU work with NZFFP to obtain the further
appropriate, negotiate a loan agreement that incorporates th di
commercial terms as recommended by the PDU.

Nga Manaakitanga % ;3

On behalf of the Independent Adviso§@
Naku noa, na Rodg @
IAP Chairp©

rance sought and, if
and such further

2|Page



Application for Funding I‘ AT
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Development Phase =

About this form

This form enables you to make an application for funding over $100,000 from the Provincial Growth Fund.for
activities in the Development Phase of a project.

You will need to use the Express Form if your applications is for an activity under $100,000 or the Standard
Form if your application is for an actual Project (i.e. delivery of an asset).

These forms are available on the Provincial Growth Fund website

Purpose of the Provincial Growth Fund

The Provincial Growth Fund aims to lift productivity potential in the provinces. Its priarities are to enhance
economic development opportunities, create sustainable jobs, enable’'Maori 19 redch their full potential,
boost social inclusion and participation, build resilient communitiés, and hielp-meet New Zealand’s climate
change targets.

Completing this form
Please complete all sections fully and accurateiv: Sauare brackets and italics indicate guides.
Please see the PGF website, or contact yoar regiorial rel2tionship manager, for further support.

Submitting your application
All completed forms must ke emailed to PGF@mbie.govt.nz with a clear subject heading.
If you are a Trust (or applying on.behalf of a Trust), then you must provide a copy of your Trust Deed.

Next Steps
Applications-wiil be 2ssessed for eligibility, as well as how well they will deliver on the aims of the Provincial
Growth Fund. One ot our team will be in contact regarding your application.

L~ Funding-Agreement

| The template funding agreements can be found on the Provincial Growth Fund website

Public disclosure

The Provincial Development Unit is responsible for leading the Provincial Growth Fund’s design,
administration and monitoring its operation in consultation with other government agencies. In the interests
of public transparency, successful applications may be published by the Provincial Development Unit (PDU).
Commercially sensitive and personal information will be redacted by reference to the provisions of the Official
Information Act 1982. Please identify by highlighting any information in your application that you regard as
commercially sensitive or as personal information for the purposes of the Privacy Act 1993.

PGF Application Form Page 1 of 29



Part A: Key Details

Please note that if the funding agreement will not be with the applicant (i.e. applying on behalf of another
organisation), then please complete this application from the perspective of that organisation.

1. Proposal Title: N.Z. Future Forest Products Ltd. (NZFFP)

2. Please provide a very brief description of the project/activity:

The completion of a feasibility study to unlock the commercial capital necessary to build an Comercialig
COMMETGIa at scale, with the objective of supplying the @8l region construction industry with GOl
[ Nzerpintends to sustainably substitute carbon-intensiveF

in multi-rise buildings using New Zealand forest products, with a specific focus on social and affordable housing in

3. Please provide the details of the applicant organisation/entity for whici-furiding is being requested:

Legal Name: N.Z. Future Ferest Products btd. (NZFFP)
Entity Type: Company

Registered Offices / Place of Business: Auckiarid \

Identifying Number: 7320538

Organisation’s Website: N J_TBC \Y

Please provide the contact datails for aperson as a key point of contact):

Contact Name and Role:’ [ | David Hgenry — Director of NZFFP and Partner of Kinleith Continuation LLP (the

maiority shareholder of NZFFP)

Brian Henry — Director of NZFFP and representative of the minority shareholder of

NZFFP

Emaii Address: Privacy of Telephone: Privacy of

Natural Persons

| Privacy of
Privacy of

N

5. Please describe the principal role or activity of the applicant organisation.

The primary activity of NZFFP is wood processing and manufacturing to deliver COMMErcial s
! O mton

6. This project will be based in the region of: | Northland

7. What type of funding is this application for: | Loan

[Note: the most appropriate funding type will be determined by the PDU in consultation with the applicant]

8. What is the activity / funding start and end date?

| Start Date: | 31/03/2019 Completion Date: | TBC

9. Has this project / activity been previously discussed with any part of Government?  Yes: No: ]

- IfYes, please describe which part of government, and what the outcome of the discussions were.

The project has been presented to several New Zealand government departments including:

PGF Application Form Page 2 of 29



discussions with respect to various aspects of its strategies.

business strategy to Mr Robert Pigou and Mr Ben Dalton.

government’s announced One Billion Trees programme.

Investment Act being 2prlied\foraoproval.

e Minister of Forestry & Regional Economic Development — presentation to Minister of integrated forestry
and wood processing concept including descriptions of the Applicant and the COIMErCIalN
R
includesdescrption of the GOTMETGENAOMATGN MM bei crested by COMMER
I as part of the Applicant’s GOMerciallill “value added” approach to wood €i@brts. Following

this presentation, the Applicant was referred to Crown Forestry and CORIMErcial . to cohtfnue ddtailed

e Ministry of Business, Innovation and Employment (MBIE) — telephonic presentation of the projects and

e Ministry of Primary Industry (MPI) — telephonic presentation of the forestry and wood supply chain
aspects of the projects and business strategy to Ms. Julie Collins in the context of the New Zealapd

e Crown Forestry — presentation to PRVEGYIOIIN to introduce the Applicant and explofe-widerSynergies
given the Applicant’s thesis for CORMMErCIAINN of forestry and wood processing supply.chains: The
Applicant and Crown Forestry agreed to co-ordinate in the_ region. where.it'migltit/nake sense in
the future — this could take the form of an off-taker relationship or fundingsuppart.co-crdination where

the Applicant encourages afforestation initiatives and/or CORMMErAUNY

b _ — presentation of project tO-’s regioraldevelopmeént agency and application for
funding to measure the economic impact of the project e the regiona! economy. Continuing co-

ordination with other COIIMEICIA . initiatives surrounding Iwiparticipation in the project.

»  Overseas Investment Office — a general summary bi what the Applicant and CORMMEFCIAININ are to do
and, in later phases of the project, the ne<d.for international project finance to fund construction of
different stages of the project. The Appiicanit and-the Office agreed to co-operate as they have done on
previous transactions where OIO agpiications weére necessary and the Applicant promised to give
significant advanced notice.to tihe OIO ahead of any transaction that might qualify under the Overseas

10. Have you previolsly received.any Government funding for this Project/Activity?

Yes: (J No: X

- If Yes;please list which part of the Government, when the funding was received, and how much under Q11.

11. Pleask setout the proposed sources of funding for the Project:

[source ot runding: $ (excluding Status / Commentary
[piease‘indicate where all other funding is sourced from, noting who the | GST) [i.e. received /
Junder is] confirmed / in principle]
Provincial Growth Fund Loan (through this application) $15,000,000 Representing c.% of

the total initial risk
capital needed to
unlock the equity and
debt project finance
required for

(COMHEIEH (anc % of
c UsD GammeEn

project capital)

ComMErCIalN (existing shareholders and new shareholders)

Total:

PGF Application Form

Page 3 of 29




Part B: Project Description

12. This application is: “a stand-alone activity” [1 or “in support of a wider project/programme”
13. Will additional funding likely be applied for in the future? Yes: [ No: X

- IfYes, please describe at a high level, what this may include, and when this is likely to be applied for.

[Insert your commentary here]

14. What type of activity is this application for?

Feasibility study

Business case

Report

Creation of an action plan

Research or surveys

Workshops or consultation

Capability building (Education / training)
Other (please specify)

[If other, please describe here]

% I I Iy A ™
<p

15. Please provide a detailed descrlptlo(of\ s\activityfor WhICh funding is being applied:

plete a bankable feasibility study for NZFFP’s proposed (COMErciali

to

|| “E will map proposed beachhead markets

. For the avoidance of doubt, the PGF loan will not be required for BR€rC
il

For example, technical decisions that still need to be made on the recommendation of the feasibility study include:

e the exact staging of COMIMEICIN and hence staged capacity of the COMMErCIAIN production line;

Furthermore, raw material, energy, and logistics requirements need to be evaluated at each step in order to
determine the optimal combination.

NZFFP will engage GOMIMEIE, the leading New Zealand-headquartered engineering group, to complete the

PGF Application Form Page 4 of 29



feasibility study. A summary of NZFFP’s feasibility approach is set-out below:

APPROACH @

e

This project is economically or physi inked ta the following other projects:

N\

AN

T W . -V

N~

PGF Application Form Page 5 of 29



16. How does this project demonstrate additionality within the region?

NZFFP intends to establish New Zealand as the
P in the GOMIMEKE| region, maximising the country’s natural competitive advantage in forestry and wood
processing, and repositioning it as a critical supplier within the low carbon economy of the future.

In terms of direct additionality:
o NZFFP recognises that@8J and @8Il are new but well-established structural products,
which have significant and under-exploited market potential within the market;

The Applicant believes that @8 and EBHl can be combined in a COMMerciallifformation
and the resulting intellectual property will be highly commercial and exportable from New Zealand (the fs

of the Applicant’s research project with );
@mber

e  Most existing wood processors in New Zealand currently operate at a small scale, produce con
products for domestic consumption and, consequently, enjoy limited exports sales. There

of exceptions such as COMMErCIAMN producing high value (albeit still conventional)

products;

al

The Applicant’s feasibility

ad W nclude these complementary options for the use of its wood residues.
@:‘- ans also include operating GOMMErGIal| with other regional stakeholders e.g.
and these collaborations should expand and improve our partners own exportability lof oiaiiadidsting suite

of products.

N

A"
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17.How is the project connected to regional (and sector) stakeholders and frameworks?
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NZFFP believes in a culture of collaboration with mission-aligned local partners. These local partners currently
include:

Existing Operators

Infrastructure Operators

Education

Q;T'

ional Framework
The project aligns well with regional priorities given that this type of investment has been identified as an

opportunity in both the SOMMEIGANMTOMHANOMMMN =nd - CoMMEaNIoMmAtoR I
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18. How will your project lift productivity potential in the regions?

PGF Application Form
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PGF Outcome

How will the project positively or negatively impact this
outcome in the region(s) identified?

1. Increase economic output

The development of the proposed engineered timber

complex in CORMMErCIAINIIN will lift the productivity

potential of these regions by:

« Increasing the volume of SOMHSTCAIN

manufactured in New Zealand,

I information

e Designing patent protected modular solutions

specifically for high growth CoOMerciallil] export

markets;

e Replacing a volume-based raw log commodiiy with a

Commercial Information = = v+ s
a unitised solution to replace COMMEFSERINTT in

mid-rise building construction;

e Collaborating with locai’stakeholders.to expand their

existing capacity e.g. Gz SEANRTGrMatIoRIN
L 2 N\\ \ " |

for Maori assets

2. Enhance utilisation of and/or retdins ‘ v

Long-termi n:utua!ly_be_neficial partnerships with Iwi are an
essential characteristic of NZFFP’s approach. These
include:

s _location of complex on

| | Information
*  Location of GOMMEHCIAIRTOMMAONIN

e  Proposed equity participation within NZFFP of.

I (o the use of i

model to incentivise iwi in other regions where NZFFP
builds processing facilities).

3. Increase productivity and growth

NZFFP will increase economic productivity by increasing
both the volume and value of economic goods produced in
the region and underwriting the expansion of Iocal.

I operations. NZFFP’s work with CORIMERN O
I has the poteftall to significantly
increase the productivity of New ZeaIaAdfs_

4. Increase local employment and wages
(in general and for Maori)

NzFrp’s COMMErCIalN wood processing business will

generate significant sustainable jobs throughout the
supply chain, in general and for Maori.

These include direct jobs within the CORMErCial N

itself (for which this PGF application has been submitted),
as well as jobs created along the entire NZFFP value chain
cg Commercial Information

jobs generated by headquartering a large-scale export
company in the region.

PGF Application Form
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Based on peer comparative plants put together with the
assistance of the Applicant’s engineers, direct FTE

employment at NZFFP’s COMMErCIallii site is

expected to be @OMIM| for the Stage 1 Project, rising to

CBMIMN by the time BN is implemented.

Since the B@RIM is planned to be in either or both of the
CommerciallN regions, the demographics of
these regions and our iwi partnership model, NZFFP
expects to fill many of its employment vacancies with local
Maori workers.

5.

Increase local employment, education
and/or training opportunities for youth
(in general and for Maori)

NZFFP anticipates that CORMErCIalliil wil! become.a

critical resource for the global low carborireconopy ot'the
future and those who are knowledgeable-and skilled’in the
sector will enjoy significant job demand.growth for many
decades to come (leading to enhariced-eccnomic
development opportunitiesirélative'to the forestry and
wood processing status guo).

There is &n Opportunity, therefore — especially given

NZFFR’s reseatch-partnerships with CORIMErciall
SN o riroculoEalp

prograrame for young people (in general and Maori)
inteiested in building careers in this new and innovative
sastainable industry, throughout the value chain.

Since NZF is SOTEIGANATOMATOT

products to customers, there will be significant
international training opportunities available for young
people (in general and Maori).

Tl
Ny
|

Improve digital communications,
within and/or between regions

Digital communications are an essential aspect of
operating complex supply chains involving forest planting,
silviculture, harvesting, log transport, processing and port
exports, however, as a primary extractive industry
operator, telecommunications are not a core business
activity of NZFFP.

7.

Improve resilience and sustainability of
transport infrastructure, within and/or
between regions

The development of an CORMMErCIAINN products

business of the scale that NZFFP proposes will require
substantial transport infrastructure investment to ensure
that the business units operate efficiently.

This will include optimising road, regional bridges, and rail
interconnections between various facilities and regions,
including forestry estates, wood processing facilities, and
container ports.

The increased and constant use of this infrastructure will
encourage dedicated maintenance, building resilience and
sustainability that should drive positive externalities in
terms of efficiency and productivity for local communities
and businesses.

PGF Application Form
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8. Contribute to mitigating or adapting to
climate change

According to the independent research group,
Chatham House, concrete is the source of approx. 8%
of global CO2 emissions, while steel is responsible for
approx. 7-9%;

zFFP'sCommercial Information
—
[ —
—

| N\
N S 222N
I e \\Y
L O "))
I

The most recent Intergovérrimental Panel on Climate
Change (IPPC).Repoit stated tiat forestry has a critical
role to play'inkeéping the world temperature under
1.5°G;

COMMSISIES I estimates that for each dwelling

constructed from engineered wood rather than
cancrete and steel, approximately 16 tonnes of CO2 is
avoided.

The UK’s Royal Society and Royal Academy of
Engineering believe the potential greenhouse gas
reduction potential of building with biomass is in the
range 0.5 to 1 GtCO: pa. It has been claimed that this
could save 14-31% of global CO2 emissions and 12% to
19% of global fossil fuel consumption

Therefore, by designing a mass-market CORIMErc

I and producing itak scale,
Nz’ COmMercialnformaon

9. Increase the sustainable use of and
benefit from natural assets

The CO:2 absorption rate of Pinus Radiata trees is
highest during its early growth years and plateaus as
the tree reaches maturity;

From a carbon mitigation perspective, it makes most
sense to harvest the tree near maturity, to process it
into a value-added wood product to lock-in the
carbon, and to replant with new saplings;

The increased use of COMMErCIAINN as a mid-rise

construction material will drive an increase in the
demand for pinus radiata trees and encourage both
afforestation and reforestation;

Increased demand for certified COMMErCIaINN
I should also drive adopBitH BTaliofInable

forestry management practices, such as efficient

PGF Application Form
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rotations.

e Sustainable forest management will ensure the local
region and wider country / community maximise their
natural resource for truly sustainable economic
benefits.

10. Enhance wellbeing, within and/or

NZFFP will enhance the wellbeing of those both directly
and indirectly involved in the business.

Increased economic output and productivity coupled with
increased local employment opportunities and NZFFP’s

contributes to

v
between regions positive impact on climate change (reinforcing New,
Zealand’s central role in combating it globally) should all
contribute to an increased sense of regional‘arid matianai
wellbeing.
Total number of outcomes project
A 9/10

PGF Application Form
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Part C: Project Delivery

19. Please provide an overview of the project management approach / plan for this activity.

The Board of NZFFP will oversee a ‘phased approach’ to project management, implemented by the very
experienced New Zealand engineering firm, GBRMENGI This will include breaking down the project into distinct,
sequential steps as illustrated by the diagram below.

Project Development Process Overview

- What involvement is required by Provin

In addition to loan fundi ould welcome any input on how to best align the project plan with the

goals and objective e incial Development Unit.

- What other pa

icn 17 above for a full list of partners and stakeholders.

croject management practices will be in place?

quired for successful delivery?

EGMMENCI as the chosen engineering firm for this project, has put in place project management practices
described in the diagram above. The board of NZFFP will oversee that these practices are adhered to
throughout the project.

- Who are the key personnel within the organisation relating to this project? Please include bio’s and provide an
organisational/project structure where possible.

Please refer to NZFFP business plan attached with this application for a full organisational chart.

e David Henry — Director, NZFFP and Partner, Kinleith Continuation LLP (London-based)

David is a New Zealand national and previously founded Medea Capital, a natural resources investment
manager with offices in London and Singapore. He has over 15 years’ experience in natural resources
investments and finance across several institutions, specialising in mining and forestry. Prior to founding
Medea, he established the Mining Capital & Consultancy business at Oriel Securities and before that was
Vice President in the Mining Finance division of Société Générale in London and Sydney. He was analyst
for the bank’s principal investments book and sat on its Investment Committee from 2008. Before joining
Société Générale, David worked for the Forestry & Primary Industries team at Bank of New Zealand and,
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before that, at Goldman Sachs JBWere.

e  Brian Henry — Director, NZFFP (Auckland-based)

Brian is a New Zealand national and was admitted to practice as a Barrister & Solicitor in the High Court of
New Zealand in 1975, working initially for the law firm of Wilson Henry (now Hesketh Henry), before
entering private practice as a Barrister Sole, specialising in commercial litigation. He has been involved in
the New Zealand funds management industry for the past 15 years and has a strong background in legal
compliance and corporate governance. Brian was a director of the local holdings’ companies of Medea
Future Forest Products Fund No.1 and is responsible for corporate governance, OSH and ESG.

e John Hepburn — Partner, Kinleith Continuation LLP (Auckland-based)

John is a New Zealand national and, prior to joining Kinleith Continuation, was an Associate Director at
Medea Capital, focused on its New Zealand forestry strategy. Prior to this, he was an investment analyst
at Stamford Associates in London, focusing on investment due diligence and fundamental portfdiic
analysis on behalf of institutional investors. Before that, he worked as a natural resources £0u4ity analyst
for a London-based boutique investment bank and, prior to this, was at the ANZ Bank.in-their Adcklard
wealth management business. John is a CFA Charterholder.

e Jay Barrymore — Partner, Kinleith Continuation LLP (London-based)

Jay is a British national and, prior to joining Kinleith Continuation, was Head-of Sp=cial Projects at Medea
Capital. He led Medea’s sustainability work responsible for drivirg sacial and environmental value
creation across the portfolio. Jay has 13 years of investment €xgerience,wnsst recently as Managing
Partner at Impact Investment Partners, an impact investment)and advisory firm with offices in London
and Mumbai. Prior to Impact Investment Partners,Jay waorked at;Acumen Fund in Hyderabad and
managed a cleantech and alternative energy portfolio within’a $1.4bn award-winning hedge fund at RWC
Partners. Jay is a CFA Charterholder, and a'graduate af University College London (UCL).

Dennis worked for Medea’s New Zealand.forestry portfolio companies since 2016. He was admitted to
practice as a Solicitor in thie'High €aurt of New Zealand in 1981. He has been in private practice as a
solicitor since 1986 _andis quailified'ds a Licenced REAA. Dennis has been responsible for the “on-ground”
roll-up operations-iaisirig with‘tocal land owners, district council, iwi and other community stakeholders.
He is a New Zealand natiotial and graduated from the University of Canterbury with an LLB and the
University‘'ef Waikato-with a Bachelor of Social Science.

Mr'Rarin/served as Premier of South Australia from 2002—-2011 where his significant achievements
irrcluded job creation, investment in health & education, the expansion of the mining industry, and the
growth of Australia’s renewable energy industry — making South Australia the leader of wind and solar
power in the country.

Post his parliamentary career, Mr Rann was appointed Australian High Commissioner to London from
2012-2014. He was also Co-Chair of the Australia-Canada Economic Leadership Forum and a member of
the Australian Government’s Urban Policy Forum until his appointment as Australian High Commissioner
to London. In addition to roles as Australian Ambassador to Italy, San Marino, Albania and Libya, he was
Australia’s Permanent Representative to the UN World Food Programme, the UN Food and Agricultural
Organisation and the UN’s International Maritime Organisation. In 2012, Mr Rann was appointed Chair of
Low Carbon Australia and then Australia's 'green bank' by the Federal Government, providing finance to
companies to reduce carbon emissions.

Mr Rann is also a member of the UK, US and Global boards of The Climate Group which operates on six
continents. In 2012, Mr Rann was Professorial Fellow in Social and Policy studies at Flinders University and
was Visiting Senior Research Fellow in Political Studies at the University of Auckland.

He is adjunct Professor in Public Policy at Carnegie Mellon University and was a Senior Fellow for
Democracy and Development at the Centre for National Policy, Washington DC. Mr Rann is also a Visiting
Professor at the Policy Institute of King's College London and a member of the King's Commission for
London chaired by Lord Adonis.

Mr Rann was previously a Commonwealth War Graves Commissioner and Trustee of the Imperial War
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Museum, London. Mr Rann is now the CEO of Rann Strategy Group, a private consulting business, and
Chair of the international charity Power of Nutrition. He has been awarded honours by the governments
of Australia, Greece, Poland and New Zealand.

Health and safety

NZFFP and Kinleith Continuation strongly believe that meeting its objective of responsible stakeholder
engagement begins with keeping its workers safe.

According to Statistics NZ and MBIE, the forestry industry is the most dangerous sector in which to work
in New Zealand. The injury rate is double that of other sectors and the fatality rate is 15 times the overall
rate for all sectors.

This is an appalling track record which we believe correlates directly to lack of uptake of technology as
well as infrastructure and equipment investment over the past 30 years. The directors of MZFFP and
Kinleith Continuation are committed to a Zero LTI (Lost Time Injury) across all their natural resaurcas
businesses globally.

Internationally, the current track record of the New Zealand forestry industiy is alsc.uriacceptable and a
core objective of our firm is to set a “best practice” example for other New: Zealaihd forest operators to
follow by implementing international standards and applying techriology that keep workers safely “at
distance” from stump.

20. Please provide us with a project plan, where possible please attach a,schedule (i.e. Gantt chart):

# | Project Activity \ _Responsible: Date / Period:
1 | Initial Bridging Study Comme
2 | Pre-feasibility Study Commerci.
3 | Feasibility Study Commerci
4 | Completion of Research-Rroject™ . Commer
Financial Mcaebsuitabie for project financing NZFFP management | (CORIMIE
Indicative Commitments from Commercial Comme
[ Lenders banks
| I:’/iri.;r._g_l.ead Items ordered (@] % Deposit Payment) NZFFP management | (CORIME
|‘ | )8 |\Strategic Options Paper NZFFP management | (CORIME
| <9 | Credit-approved commitments fromCommercial | Commercial | Commer
Lenders banks
10 | Decision to proceed with Stage 1 construction NZFFP board Commer
11 | Completion of legal documentation with CORIN Commer
P Lenders merci
12 | Completion of COMMErCIAINI from Commer
Institutional Investors
13 | Repayment / Conversion of PGF Feasibility Loan Commercial
(senior security released to CORIMErciall
Lenders)
14 | Drawdown of COMMErciallj (CPs to first drawdown Commer
fully satisfied)
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21. Please provide a complete breakdown of the costs of the project:
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The project capital expenditure is expected to be USSEOMIMEIE| The Applicant expects this COMMETCIalN

amount to be financed by international capital markets through a combination of equity and project finance debt
from international institutional investors.

The Applicant’s shareholder has already undertaken extensive engagement with such investors (including three
non-deal roadshows in mid/late 2018 and January 2019) to assess market capacity for the project — this
engagement process resulted in significant positive indications of interest for funding construction of the project. It
has also guided the Applicant as to what international capital markets will require/consider “bankable” in terms of
feasibility study completion. This is important to ensure that COMMErGIalN workstreams, including the feasibility
study, deliver the necessary detail to satisfy the conditions precedent of international institutional investors who
fund construction of the project.

In keeping with the scale of a project such as this, the pre-construction budget is expected to amountic-between l)—
P% of the project capital expenditure.

In addition to expenditure already incurred at the date of this application (c.USSEGBRIME! )ofvarious aspects of
the project, the Applicant’s G@IIEN forward looking budget is as follows, broken-dewn intg PGF-Loan Use of
Proceeds (Tranches 1 and 2) and the Applicant’s directly funded items:

Tranche 1 PGF LOAN | Tranchie 2 PGF LOAN Commercial
NZS$ (excl. GST) I NZ$ {excl. GST) Balance of Project
| Costs
NZS$ (excl. GST)

Cost Description:

Initial Bridging
Study Workstream

Pe-feasibility
Study Workstream

Feasibility Study
Workstream

Environmeiitai

Baseline/Studies

Exiviranmental&

[ | Socialdmpact

[\Assessment

Modular Building
Solution research
workstream
Commercial
Customer Contract
Origination

Customer Contract

Execution

Joint Venture
Contributions

Long-lead items
deposit payments
% of Stage 1 Capex)

Preparation

(consultant reports,-
upfront fees, legal
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structuring costs &c.)
Working Capital
Sub Totals

TOTAL BUDGET

N

2. Please provide a description of why Government funding is required to deliver this project?

- New Zealand’s capital markets are not set-up to fund the feasibility of large industrial projects like NZEFP's
COMMErCIaNN, since market participants only have appetite for construction-ready/operatirig-assets.

- Meanwhile, the international capital markets are not focused on New Zealand national intérest prcjects, such
as the one proposed by NZFFP. In fact, international capital markets have actively speasored/incentivised the
current low margin, low prosperity log export model currently operating in New.Zealand —=inciuding both
foreign forest owners and foreign institutions supporting foreign log traders €o@xport théselow-value
exports.

- Therequested loan, alongside the Applicant and its shareholders’ forestry.and-Capital markets expertise, will
sufficiently de-risk the project to attract the foreign direct invéstment fiecessary to finance its construction.
\/ \/
- Commercial Information
o~y O]

I SN
o \\N ]
| 2

- The advent of current New Zealand Governnerit policy has created a supportive environment in which the

Applicant’s business case ZOZIMSIGISIIFformatioA—
L SN\ D v

revitalise the New Zealand forestry and wood processing industries can be undertaken with commercial
confidence arid, ance canstruction-ready, presented to international institutional investors for construction

funding

- Without current New Zealand Government policy creating this environment, the Applicant’s shareholder
would be uinzble to proceed with anything other than its previous business model, which focused on existing

New Zealand forestry only.

23.What are the proposed deliverables if funding is approved?

# | Description Payment criteria: Invoice Value | % Invoice
S Date:
(Exc. GST)

1 | Pre-Feasibility On signature of the loan agreement

sComme.
Workstreams
sComme.

2 | Feasibility Study Successful completion and delivery of Pre-
Workstreams feasibility Reports
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24. Please provide an overview of the applicant’s relevant skills and experience for delivering a project of this nature:

The Applicant via its shareholders have the following relevant experience:

- CommeErcialliii forestry and wood processing in New Zealand experience — specifically, NZ Forest
Products Ltd — one of the Applicant’s shareholders has been involved in the New Zealand forestry and wood
processing industry for over 150 years. That involvement was the founding and operation of NZ Forest Products
Ltd, which the Applicant’s minority shareholder was involved with in senior executive, board and shareholder
positions until NZFP’s 1986 takeover by Elders Resources of Australia. NZFP’s wood processing assets continue
to operate to this day as the predominant assets of Carter Holt Harvey, while its Central North Island forestry
assets are now in ownership by major foreign institutional investors. The Applicant’s shareholder retains
significant links with this industry and has a well-known and collaborative approach in the New Zealand rural
sector, including deep, long-term relationships with iwi specifically and Maoridom in general.

e New Zealand forestry acquisition and commercial operations experience — Medea Future Foresd U
Fund | (New Zealand Forest Industries Ltd, NZ portfolio company). Medea, where the /

. another of the Applicant’s shareholders, previous operated M&IE Capital, a
dom and Singapore. It managed
over USSEBI of fund investments and advised major i jor@iinvestors on their natural resources

strategies globally with specific expertise in financi

resources projects and construction financing its principals have been involved in financing over
USSEBMIME of natural resources project dloba nd the Applicant’s feasibility study (which is the subject
of this application), \ ng in parallel to de-risk the construction funding of the

atiorial equity and debt financing to the Applicant. Recent examples
rces project financing include:

project by bringing large quantu
of the principals’ expertis

MS.0

Qi
e

o

- — — —

\ \ > N\

i =

e Global wood process engineering & project management experience — the Applicant’s engineering
consultants, COMIMEIE] have completed the following relevant projects:
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25. Please explain the Governance arrangements for this project:

NZFFP Board of Directors (upon incorporation/election):
1. Brian Henry
2. David Henry
3. Hon Michael Rann AC CNZM

The members of the board have significant corporate experience as company directors, are members of relevant
professional bodies and, in one case, have had significant careers in public service.

The shareholders of the Applicant have strict systems, controls and compliance functions in place to meet their
obligations to regulators and the Applicant will similarly abide by these systems and controls.
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26. What procurement process has been undertaken (i.e. selection of a provider), or will be undertaken, and how will
that be managed?

e Competitive processes — the Applicant believes that competitive processes should be run with respect to the
appointment of key suppliers. The Applicant has also pre-sounded these key suppliers with future project

finance investors to further de-risk the project for construction financing. Competitive processes have been run
for the following roles:

o Feasibility Engineering Partner: the Applicant issued a Request for Proposal for the role of Lead
Engineer for the project and asked for proposals from:

o BB - is an international consulting and engineering company, dedicated to serving clients
across the world’s energy and industrial sectors;

Commercialll have - COMMErCIAIN , COMMEN , which tias operated in the region
for more than 30 years. The focus of the COMMECAMSCTFARORNN in

New Zealand and Australia. Over the last 30.years we<have developed a close working
relationship within both companies, and regularly-explere opportunities to work together
outside of the joint venture.

Upon receiving both proposals, the Applicant has\determined to proceed with Beca AMEC, noting the
following:

« [BOMIMNBIG] signficir: &xperients n engineering of COMEHCANAOMMATON N

(as opposed tostandaione sew mills) including cross-disciplinary track record in sawmilling,
COMMEZE 1lants (specialised aspect of wood processing industry) and biorefining (noting
that SUHISIETEI oartner, @B, is one of the worlds leading hydrocarbons engineering

firms);

o - CEBZEH credentials as a significant New Zealand-based engineering firm with a footprint
ci subsidiary offices in Australia and South-East Asia where highly relevant construction
industry firms are its customers (ie: future customers of NZFFP); and

e Several members of the GORIMERY projects team are well known to the Applicant, given
their previous roles in senior engineering and management at N.Z. Forest Products Ltd,
before its takeover by Elders Resources in 1986, and their subsequent continuing careers in
the New Zealand wood processing industry before being employed by (CORMErE .

o Research & Development Partners: the Applicant has appointed the CORIMercialy
I as its lead R&D partner, noting tH&(SBAHRA’s leading position

and cross-disciplinary team structure, with broad expertise from plant science to construction
engineering to architecture. The Applicant has invited CORIMETCIAIMMM to join this Research &
Development group as CommercialiiformMationIIIIN with significant wood process
engineering expertise. The Applicant maintains strict cost control systems with respect to research &
development partnerships including framework agreements of overarching commercial terms and
detailed work orders that define core deliverables with commercial effect that are regularly measured
before funds for future work deliverables are released.

PGF Application Form Page 22 of 29




27.What risks are associated with the delivery of this activity?

N\

Risk Mitigation approach Rating
1 | Business Risk — _ Low
pliance, operations, and
reputation.
2 | Competition Risk —COMMeErcialll Low

3 | Refinancing Risk —

S

B>

N\

&

7 Z\\
\ %
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4 | Raw Material Risk —_

PR

\J

i

N\

5 | Technical Risk —

y Risk (Natural Disasters) — GGl

7 Z\\
\ %

Medium

Medium

7 | Environmental Risk — CORIN

Low
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ZNY

\

the project undertaken?

AN
\v g

re viability of

a full feasibility study and design of

The end objective is to create a
deploying

N\ "

28. What is the future intent (at this stage) relating to the project? Has there been an&e}s@\&&
\V

Please refer to attached NZFFP business plan for more detail. In summ

multi-decades expertise of the Applicant’s shareholders in
natural resources projects globally.

O\ _

has been used to complete

This is a central aspect to the
ibility and then construction of major

in New Zealand,
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Part D: Declarations

X

29. Has this activity ever been declined Crown Funding in the past? Yes: [ No:

X

30. Is the applicant or the contracting entity insolvent or subject to any insolvency Yes: [] No:
action, administration or other legal proceedings?

31. The contracting entity is compliant and will continue to comply with all applicable Yes: No: [
laws, regulations, rules and professional codes of conduct or practice including
but not limited to health and safety and employment practices

32. Is any individual involved in the application, the proposed contracting entity or Yes: [] No:
the project, an undischarged bankrupt?

33. Isanyindividual under investigation for, or has any individual been convicted of, Yes: [ Me: X
any offence that has a bearing on the operation of the project?

34. Are there any actual, potential or perceived conflicts of interest that the Yes/ | No:
applicant or any of the key personnel have in relation to this project.
“In a small country like ours, conflicts of interest in our working lives are natural
and unavoidable. The existence of a conflict of interest does not necessafily
mean that someone has done something wrong, and it need not cause problems.
It just needs to be identified and managed carefully...”
https://www.oag.govt.nz/2007/conflicts-public-entities

If you answered “Yes” to any of the above, please provide a description.beiow:

By completing the details below, the anplicant makes'the following declaration about its application for Provincial
Growth Fund funding for the project {“apglication”):

| have read, understand and.agrée to.the Terins and Conditions of applying for Provincial Growth Fund funding which
are attached as Appendix ¥;

The statements in.the applicationare true and the information provided is complete and correct, and there have
been no misleading statements.sf omissions of any relevant facts nor any misrepresentations made;

| have secured all apsropriate authorisations to submit the application, to make the statements and to provide the
information in the\application;

I .consent to this application being publically released if funding is approved. | have identified the commercially
sensitive.and.personal information.

X 7he applicant warrants that it has no actual, potential or perceived conflict of interest (except any already declared
in'the application) in submitting the application, or entering into a contract to carry out the project. Where a conflict of
interest arises during the application or assessment process, the applicant will report it immediately to the Provincial
Development Unit by emailing PGF@mbie.govt.nz; and

| understand that the falsification of information, supplying misleading information, or the suppression of material
information in this application, may result in the application being eliminated from the assessment process and may be
grounds for termination of any contract awarded as a result of this application process.

Full name: David Henry

Title / position: Director, NZ Future Forest Products Ltd

Signature: Date:
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Appendix 1 — Terms and Conditions of this Application

General

The terms and conditions are non-negotiable and do not require a response. Each applicant that submits a request for Provincial
Growth Fund (“PGF”) funding (each an “application”) has confirmed by their signature on the application that these terms and
conditions are accepted without reservation or variation.

The Provincial Growth Fund is a government initiative which is administered by the Provincial Development Unit, a unit within the
Ministry of Business, Innovation and Employment. Any reference to the Provincial Development Unit in these terms and
conditions, is a reference to MBIE on behalf of the Crown.

Reliance by Provincial Development Unit

The Provincial Development Unit may rely upon all statements made by any applicant in an application and in corresgondéence
or negotiations with the Provincial Development Unit or its representatives. If an application is approved for funginrg, any.such
statements may be included in the contract.

Each applicant must ensure all information provided to the Provincial Development Unit is completé and accurate. The Provincial
Development Unit is under no obligation to check any application for errors, omissions, or inaccuracies:>Each-2gplicant will notify
the Provincial Development Unit promptly upon becoming aware of any errors, omissions,‘oitinagcuiacies in its application or in
any additional information provided by the applicant.

Ownership and intellectual property

Ownership of the intellectual property rights in an application does not®zss o/ the Provincial Development Unit. However, in
submitting an application, each applicant grants the Provincial Dexelopment{Unit & non-exclusive, transferable, perpetual licence
to use and disclose its application for the purpose of assessing'anc cecision imzking related to the PGF application process. Any
hard copy application or documentation supplied by you-ta the Fraviacial Development Unit may not be returned to you.

By submitting an application, each applicant waitantstnat the provision of that information to the Provincial Development Unit,
and the use of it by the Provincial Development Uiit fortiie-evaluation of the application and for any resulting negotiation, will
not breach any third-party intellectual prapertyrights.

Confidentiality

The Provincial Deve!opraent\Unit.is bound by the Official Information Act 1982 (“OIA”), the Privacy Act 1993, parliamentary and
constitutional conventior» and any other obligations imposed by law. While the Provincial Development Unit intends to treat
informatioy ivi apolicaticns as confidential to ensure fairness for applicants during the assessment and decision making process,
the infermation can be'fequested by third parties and the Provincial Development Unit must provide that information if required
by latv. if the-Provincial Development Unit receives an OIA request that relates to information in this application, where possible,
the Proviricia? Development Unit will consult with you and may ask you to confirm whether the information is considered by you
to/0e canfidential or still commercially sensitive, and if so, to explain why.

The Provincial Development Unit may disclose any application and any related documents or information provided by the
applicant, to any person who is directly involved in the PGF application and assessment process on its behalf including the
Independent Advisory Panel (“IAP”), officers, employees, consultants, contractors and professional advisors of the Provincial
Development Unit or of any government agency. The disclosed information will only be used for the purpose of participating in
the PGF application and assessment process, which will include carrying out due diligence. If an application is approved for
funding, information provided in the application and any related documents may be used for the purpose of contracting.

In the interests of public transparency, if an application is approved for funding, the application (and any related documents) may
be published by the Provincial Development Unit. Commercially sensitive and personal information will be redacted by reference
to the provisions of the Official Information Act 1982.

Limitation of Advice

Any advice given by the Provincial Development Unit, any other government agency, their officers, employees, advisers, other
representatives, or the IAP about the content of your application does not commit the decision maker (it may be Senior Regional
Officials, Ministers or Cabinet depending on the level of funding requested and the nature of the project) to make a decision
about your application.

This limitation includes individual members of the IAP. The IAP’s recommendations and advice are made by the IAP in its formal
sessions and any views expressed by individual members of the IAP outside of these do not commit the IAP to make any
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recommendation.

No contractual obligations created

No contract or other legal obligations arise between the Provincial Development Unit and any applicant out of, or in relation to,
the application and assessment process, until a formal written contract (if any) is signed by both the Provincial Development Unit
and a successful applicant.

No process contract

The PGF application and assessment process does not legally oblige or otherwise commit the Provincial Development Unit to
proceed with that process or to assess any particular applicant’s application or enter into any negotiations or contractual
arrangements with any applicant. For the avoidance of doubt, this application and assessment process does not give rise to a
process contract.

Costs and expenses
The Provincial Development Unit is not responsible for any costs or expenses incurred by you in the preparation ¢f an.application.

Exclusion of liability

Neither the Provincial Development Unit or any other government agency, nor their officers,&mnloyees; auvisers or other
representatives, nor the IAP or its members will be liable (in contract or tort, includingnegligence, er'ctherwise) for any direct or
indirect damage, expense, loss or cost (including legal costs) incurred or sufferedidy’ary applicantyits affiliates or other person in
connection with this application and assessment process, including without limitation:

a) the assessment process

b) the preparation of any application

¢) any investigations of or by any applicant

d
e

concluding any contract

the acceptance or rejection of any application, or

f) any information given or not given to any applicaint(sj;

By participating in this application and assessment procass; kach applicant waives any rights that it may have to make any claim
against the Provincial Development UnitiTe.the exient tiiat legal relations between the Provincial Development Unit and any
applicant cannot be excluded as a.matter of law;.the liability of the Provincial Development Unit is limited to $1.

Nothing contained or implied-iner arising out'of the PGF documentation or any other communications to any applicant shall be
construed as legal, financial, 6r other advice of any kind.

Inducements

You must not.airectlyorindirectly provide any form of inducement or reward to any IAP member, officer, employee, advisor, or
other reprasantative of-the Provincial Development Unit or any other government agency in connection with this application and
assessment process.

Goveriing law and jurisdiction
The PGF application and assessment process will be construed according to, and governed by, New Zealand law and you agree to
submit to the exclusive jurisdiction of New Zealand courts in any dispute concerning your application.

Public statements

The Provincial Development Unit and any other government agency, or any relevant Minister, may make public in whole or in
part this application form including the following information:

¢ the name of the applicant(s)

e the application title

¢ ahigh-level description of the proposed project/activity

¢ the total amount of funding and the period of time for which funding has been approved

¢ the region and/or sector to which the project relates

The Provincial Development Unit asks applicants not to release any media statement or other information relating to the
submission or approval of any application to any public medium without prior agreement of the Provincial Development Unit.

PGF Development Phase Application Form Page 28 of 29



Appendix 2 - Operational criteria for all tiers of the Fund

Link to Fund and government outcomes

Demonstrate the ways in which the project will contribute to lifting the productivity potential of the region
Demonstrate how the project contributes to the Fund’s objectives of:

- more permanent jobs

- benefits to the community and different groups in the community

- increased utilisation and returns for Maori from their asset base (where applicable)

- sustainability of natural assets (e.g. water, soil integrity, the health and ecological functioning of natural habitats)
- mitigating or adapting to climate change effects, including transitioning to a low emissions economy

Clear evidence of public benefits (i.e. benefits other than increased profitability for the applicant)

Are in a Government priority region or sector

Additionality

Project is not already underway, does not involve maintenance of core infrastructure or assets (exceptfor raihandAransport
resilience initiatives), and does not cover activities the applicant is already funded for (funding 26uld be-carnisideréd to
increase the scale of existing projects or re-start stalled projects)

Demonstrated benefit of central Government investment or support

Detail of any supporting third party funding (and any funding sought unsuccessfuliy)

Acts as a catalyst to unlock a region’s productivity potential

Demonstrated links to other tiers of the Fund and related projects, to maximise’value.of Government investment

Connected to regional stakeholders and frameworks

Evidence of relevant regional and local support, either thrsugh existing iregional development mechanisms, or through
another relevant body such as a council, iwi or other representative group (or reasons for any lack of local support)

Has been raised and discussed with the region’s eConamiic develezment governance group

Alignment with, or support for the outcomes\of, apy belevantegional development plan, Maori development strategy or
similar document (whether regional or national)

Demonstrated improvement in regionaiconnactedriéss (within and between regions)

Leverage credible local and corinvunityinput,.funding, commercial and non-commercial partners

Utilise existing local, regiciial’oriwi/Maarbgovernance mechanisms

Governance, risk management and project execution

Evidence of robust\project governance, risk identification/management and decision-making systems and an implementation
plan apprapriate 10 the size, scale and nature of the project

Future ownership cptions for capital projects, including responsibility for maintenance, further development, and other
releve nt'matiters

Benefits and risks clearly identified and quantified, depending on the scale of the initiative

Evidence of potential exit gates and stop/go points, and a clear exit strategy

Clearly identifies whole of life costs (capital and operating)

Dependencies with other related projects are identified

Evidence of sustainability after conclusion of PGF funding

Adequacy of asset management capability (for capital projects)

Compliance with international obligations (where relevant)
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PROVINCIAL
UNIT

DEVELOPMENT

PGF PROPOSALS FOR REVIEW - N.Z Future Forest

Products

Date: 04 November 2019 Priority: Medium

Security In Confidence Tracking 1328 19-20

classification: number:

Action sought )
Action sought \Deadiine

Hon Grant Robertson
Minister of Finance

Hon Phil Twyford
Minister of Transport

Minister of Economic
Development

Hon David Parker

Minister for Trade andExport
Growth

Hon David (Clark
Minister for Heaith
Associate Minister of Finance

s A/

Agree to the recommendations
outlined in this briefing.

1’07 November 2019

07 November 2019

07 November 2019

07 November 2019

Fletcher Tabuteau
Parliamentary Under-Secretary
to the Minister for Regional
Economic Development

Note the contents of this briefing.

07 November 2019

Contact for telephone discussion (if required)

Name Position

Telephone

1st contact

David van der Zouwe

Head of Investment
Management

v

Jessica Sandford

Policy Advisor

Isabella Radovanovic

Business Advisor







Recommendations

Projects seeking decision from Regional Economic Development Ministers

Ref

Project name

Project description & benefits

Comment

Total cost of
project

Requested PGF
Investment

PDU
Recommendation

IAP
Recommendation

Minister Jones has declared

a conflict of interest and will recuse himself for this item.

8.

N.Z Future Forest
Products

Applicant: N.Z Future Forest Products Limited
(‘NZFFP’)

Region: Commercialll (feasibility study to

determine)

NZFFP intends to establish New Zealand as the

RS maximising the country’s natural competitive
advantage in forestry and wood processing, and
repositioning it as a critical supplier within the low
carbon economy of the future.

NZFFP has requested PGF funding towards a
feasibility study that will be undertaken by E@fil
Ito confirm the viability and bankabilikye@f

NZFFP’s proposed (gomierciaimforatonmmms

Following the completion of theiIity study as
stage 1, the applicant will then inves! Gofimmerciall
into stage 2 i.e. Goimerciall and completion of the
balance of the G@ififercial Work.

The PDU recommends that you decline NZFFP’s application
for a $15 million loan from the PGF on the basis that:

he applicant has subsequently advised the PDU that the
Feasibility Study is now already underway; but,
notwithstanding this, re-emphasised that the Feasibility Study
still needs to be completed to a ‘bankable’ standard to enable
the capital raising to proceed successfully. The PDU therefore
believes that, given the Feasibility Study is already underway,
and given the background of the individuals involved, it seems
likely the Feasibility Study will be completed, even without
PGF funding support.

Funding has been requested for @gJ% of the cost of the
feasibility study. NZFFP has requested a loan — Comifmercialll

Further
discussions with the applicant has put forward the option for

PGF funding of goiierciamiformatonmuu

e
and the PDU does not support funding a share of the @@l

I / other Cofifmercial costs. NZFFP is a meydy
incorporated company; FfgelanaiEranKIOpinionSI

$15 million loan

Decline

Approve, details
provided in IAP
advice letter.




IAP

Project name

Project description & benefits

Total cost of
project

Requested PGF
Investment

PDU
Recommendation

Recommendation




The Provincial Development Unit recommends that you:

N.Z Future Forest Products

1.  Agree to decline N.Z Future Forest Products Limited’s application for a $15 million loan from
the Provincial Growth Fund on the basis that:

a.

David van der Zouwe Hon Grant Robertson

Head of the Investme anagement Minister of Finance
Provincial De eI nit / /
..... )

Hon Phil Twyford Hon David Parker
Minister of Transport Minister for Trade and Export Growth
Minister of Economic Development

Hon David Clark
Minister for Health
Associate Minister of Finance






N.Z. FUTURE FOREST PRODUCTS

Projects overview

Name of the project N.Z. Future Forest Products
Region Commercial Information

PN
Tier and type Tier One: Regional \\))
Applicant N.Z. Future Forest Products Limited (NZFF

\x

Estimated total project | Seafimercial

cost
Stage 1: Feasibility Study

Amount of funding

i $15 million \g\>
sought from the PGF

Financial
instrument requested

AQ\
PDU recommen%\\\@cline

1.

W|th|n the low carbon economy of the future.

n completlon, NZFFP’s

3. NZFFP has requested $15 million from the PGF to go towards a feasibility study that will be
undertaken by Commercialito confirm the viability and bankability of NZFFP’s proposed

stablish New Zealand as the Eoiffierciallill for Commerciallfformationm
in the Commerciall region, maximising the country’s natural
, advantage in forestry and wood processing, and repositioning it as a critical

4. A number of technical decisions would still need to be made on the recommendation of the

feasibility study. It is anticipated that the feasibility study will take Cofiffiereia to complete.

~



5. Following the completion of the feasibility study as stage 1, the applicant will then invest $g@i
I into Commerciallfformationm and completion of the balance of the Coimercially

work.

PDU recommendation

6. The PDU recommends that you decline NZFFP’s application for a $15 million loan from the
PGF.

7.  The PDU does not support NZFFP’s application for the following reasons: (

)

- e— A

N )
N\ \!

T ——— — .

a.

‘\\ N
Costs and funding N (\
\ g
8.  NZFFP is only recently ir a and therefore they do not yet have annual accounts. The
PDU has not been provided with financials or been advised of the level to which it will be
m as advised that *

\/
9. kg has been requested in two tranches as $g@mimerel (tranche one) and $g@]

he two) once the PDU has cited successful completion and delivery of pre-

10.

11.

e Furthermore,
further PGF funding required for work post the feasibility study would be beyond the lifetime of
the PGF, and this would also apply to cost overruns with the project.

PDU assessment of the project

12. This section provides an overview of PDU’s assessment against the PGF eligibility and
assessment criteria.

©



Assessment against PGF criteria

Criteria

Rating

(1v to
5v)

Comment

Link with fund and government outcomes

the community

Creates permanent v As indicated by the applicant, NZFFP’s

jobs wou oh‘ e the potistial to
generate significant sustainable jobs t r g o he supdl;f chaﬁ‘n
in general and for Maori. Howev th| ity study, to which
this application relates, WI|| n @

Delivers benefit to v Stage 2 has the ellver benefits to the community.

However, the feas y, to which this application relates, will

not.

%@@

building on what is
already there

Increased ever, this will not be realised through the feasibility
utilisation and ich this application relates.
returns of Maori
asset base
A\
Enhanced U Potentially, however, this will not be realised through the feasibility
sustamabl > study, to which this application relates.
natural
of v Potentially, however, this will not be realised through the feasibility
\¢\ ate-change study, to which this application relates.
Additionality
Adding value by v NZFFP intends to establish New Zealand as the Cofimercialiy

However, significant work and research is still to be undertaken —
much by the feasibility study.




Criteria

Rating

(1v to
5v)

Comment

However, this will not be realised through the feasibility\study, to
which this application relates.

The applicant has subsequently advised the Pi2U that the
Feasibility Study is now already underway; but) notwithstanding
this, re-emphasised that the Feasibility Studly” still needs to be
completed to a ‘bankable’ standard.to enable the capital raising to
proceed successfully.

The PDU therefore believes that,“given the Feasibility Study is
already underway, (and /giveii-the background of the individuals
involved, it seerns likeiy-the Feasibility Study will be completed,
even without PGI- funaing support.

Acts as a catalyst

for productivity
potential in the
region

l

<A NN I e

This wilinot be realised through the feasibility study, to which this
application-relates. Furthermore, G@fiferell has a shortage of wood
which is well known. Government support for a major project that
proceeded in the region could have negative impacts on existing
operations, which may or may not be a good thing.

Connected-te regional stakeholders and framework

Alignment with | vvv | If the feasibility study is positive in its conclusions, and NZFFP’s

“regional piiorities proposed Eomimerciallfifofmation business does
/ ultimately eventuate, it would be well-aligned.

Support from local | v'v'v' | Support for such a processing operation, with the benefits as

governance
groups

suggested by the applicant, would indicate support could be
forthcoming.

Governance, risk management and project execution

Robust project
management and
governance
systems

vvv

The overall project is still very much in its infancy, and in need of
significant further research (the proposed feasibility study) to
confirm its viability. Cofimerciallli appears capable, and the EgJ
I timeframe is not unreasonable, considering the issues to be
addressed in the feasibility study. Cofimerciallfformationm
, would
also require substantial transport infrastructure investment to
operate effectively. Therefore, significant risks remain, not so much




Rating

Criteria (1v to | Comment

5v)

in relation to the feasibility project itself, but in relation to the funding

for the overall EomErcAIM o Which CommercaNformatonN
I would rely.

Commercialll appear well qualified to undertake the f study,
and those behind NZFFP also appear capable.@

c

D
"
Risk management | v'v'v' | Appears appropriate. The applicant ha %\a@that the Board of
approach NZFFP will oversee a ‘phased ap aroject management,
implemented by the experie Ze

{’- aland engineering firm,
caking down the project into

Commerciall This will iriciude
distinct, sequential steps.
Q

A <N

operational
management <\

Future ownership /| v'v' | Details to b%me :

Agency commen

14.

\—/
or Piimary Industries

N
Tiade

Risk assessment

15.

16.

17.

Due diligence has not been undertaken as the application has been recommended for decline.

Minister Jones has declared a conflict of interest and will recuse himself for the discussion and
decision-making for this proposal.

The PDU has identified the following key risks and mitigations:

1"




Outcome of
the
feasibility
study

Procurement
of
Consulting
Company
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Provincial Growth Fund Position Paper

Wood processing investments

Purpose

This paper sets out the Provincial Growth Fund (PGF) approach 1o investingin‘wood processing to
support regional economic development.

The position set out in this paper complements that-vhich issetaut in the PGF Tier 2: Sector
Investments position paper.

Vision

The PGF’s vision is to make targeted investriaents to enhance the productivity potential of, and
capture greater value from;Néw'Zealand’s wood processing sector. New Zealand has a core
competitive advantage’in-forestry bat this has become dominated by the export of raw logs;
principally to China. PGF investments will contribute to wider government activity, by enabling
greater domestic\vaiue-generation laying the seeds for sustainable, high-value, economic activity.

Objectivas
Objectives-of PGF investment in wood processing

Key to achieving the PGF’s vision for the wood processing sector is to maximise value from New
Zealand’s forestry production. This can be done by focusing on moving its outputs up the value
chain.

Therefore, the PGF will invest in a range of opportunities with three main objectives. Taken
together, these objectives will help to foster domestic value chains that maximises the value able to
be generated by the sector.

The most important objective of PGF investment in the wood processing sector is to increase the
processing of logs into value-added products. This includes value added timber construction
products, such as Cross-Laminated Timber (CLT), Optimised Engineered Lumber (OEL), Industrial
Plywood, Orientated Strand Board (OSB), Remanufacturing and building componentry, and
prefabricated buildings.

The PGF will invest in projects that convert forestry and wood processing residues and by-products
into value-add products. This will complement the PGF’s investment strategy in the waste-to-energy
space.



The PGF will consider investing in projects that increase the volume of logs that are processed into
high quality sawn timber such as for CLT. Without sufficient globally competitive sawmilling capacity
there is no foundation on which New Zealand can produce higher value products. The PGF is
particularly interested in processing investments where it is done in a way that integrates production
into whole-of-log processing, e.g. by processing wood waste into other products or energy.

Contribution of wood processing objectives to wider PGF objectives

Wood processing is a strategic priority for PGF because of its strong potential to contribute tz aliaf
the PGF’s main objectives:

. jobs and sustainable economic development: maximising value from New Zéaland’s{ciestry
sector, by increasing its value-added output through wood processing investmerts, will
increase the number of better paid jobs in an environmentally apd-€conomicaily sustainable
sector;

. Maori development: given the existing Maori asset basé in the forésiry sector, PGF
investment presents a clear opportunity to increase the pafticibation of Maori in the wood
processing sector, in particular, as owners;

. climate change and environmental sustainhakility: increased economic development based off
the forestry sector is inherently sustainable, and will support continued investment in
afforestation which is a key climate‘chiange mitigation;

. social inclusion and particivation: iricréased economic development through the wood
processing sector will zrirnarily-benefit the PGF’s surge region, creating more training and
employment oppsitdnities;

. resilience (infrastructure.and economic): successful investment in value-added processing
capacity, angd.waste-tg-energy opportunities, will support the development of domestic value
chains-that'witi diversify the sector, including destination markets, helping to ensure regional
eccnomies are better placed to withstand economic shocks.

Context

Farestry products are New Zealand’s third largest export commodity following dairy and red meat,
with the sector reaching $6.7 billion in export earnings for the year ending June 2018.*

New Zealand forestry (logging and downstream) contributed approximately $3.55 billion to the New
Zealand economy in 2017,% and is responsible for employing around 18,000 full and part-time
workers.? The main products produced by the industry are sawn timber, pulp, paper products and
panels.

New Zealand’s wood processing sector has been undergoing a process of consolidation, with the
number of smaller, less efficient mills decreasing over the past 15 years. However, the domestic
wood processing industry remains a particularly important source of employment and economic

! Situation and Outlook for Primary Industries 2018, Ministry for Primary Industries
2 plantation Forestry Statistics Report 2017, New Zealand Institute of Economic Research
8 Industry Insight 2018: Forestry and wood processing, Westpac



growth in the regions, especially in the Bay of Plenty, Waikato, Northland, Hawke’s Bay/Tairawhiti
and Tasman/Nelson areas.*

New Zealand exports a high proportion of unprocessed logs compared to value-added products such
as sawn timber, wood panels and paper products.”> There has been rapid growth of both the value
and volume of log exports, driven by strong Chinese demand. Nearly 60 percent of harvested logs
are exported overseas, with the remaining 40 percent being processed in New Zealand into a range
of higher-value wood products.

Processed wood exports have remained relatively static over the past 10 to 20 years, in termns ot
both volume and average price. This means that while New Zealand’s wood supply has \een
increasing in recent years, all the additional wood is being exported, rather than processed
domestically into value added products.

Annually, New Zealand exports 40 percent of our sawn timber and wood'ganel products, 60 percent
of our wood pulp, and 50 percent of our paper products. Key markets.include: the United States,
China, and Australia for sawn timber, Japan for wood panels, lndoresia and South Korea for pulp
products, and Australia for paper products. In comparisari, New Zeaiand has only four major export
markets for logs.

Increased planting in the 1980s and 1990s-has resulted’in a significant increase in harvest volume in
recent years, from around 20 million cubicinatres {m?) in 2010, to nearly 35 million m>in 2018. This
level of harvesting will continue, anid poteritially increase to an additional 10-15 million m® per year
from the mid-2020s, with thisincrease coming mainly from small forest growers.

Targeted investment inthe wood processing sector can support the conversion of more of New
Zealand’s raw log harvests-iito value-added goods. In the near term, if demand from China starts to
slow as forecast, forestry owners may redirect more logs to local saw mills at lower prices. This
increase, (if it occurs®, should be able to be absorbed by domestic market demand driven by acute
housing shartages in Auckland and a lift in homebuilding in other parts of the country, including
‘Wellingtorn-and Otago.

The medium to long-term outlook for wood processors is more challenging, but there are still
investment opportunities — not least because the One Billion Trees programme and increasing
afforestation will support long-term wood supply. While New Zealand’s competitive advantage is in
the production of logs; North American demand is constrained and limited to sawn products with
Russian softwood exports shifting from logs to sawn timber following tariff increases on log exports.
New Zealand loses its competitive edge in downstream processing where the sector lacks economies
of scale to be able to be internationally competitive, which is aggravated by New Zealand’s distance

* Plantation Forestry Statistics Report 2017, New Zealand Institute of Economic Research

5 Industry Insight 2018: Forestry and wood processing, Westpac

®|f china log prices decrease many small forest owners (who make up 40 percent of the total harvest) may
choose not to harvest — unless domestic prices increase significantly. Also, processors can only take some parts
of logs, so it’s not necessarily straightforward direct logs that were intended for export to domestic processing.



from key markets.” However, Red Stag’s super mill in Rotorua demonstrates that when operating at
scale, wood processing operations in New Zealand can compete on the global market.

As per the Tier 2: Sector Investments position paper, the PGF is willing to invest to overcome some
of these challenges. Given the strategic importance of the sector, the PGF is also willing to exercise
its broader risk appetite to do so.

Gaps and opportunities

New Zealand’s forecast growth in forestry harvests supported by a relatively benign climate‘and
good biosecurity, present opportunities for wood processing sector investments. Morg'so when
emerging global climate change will adversely affect large producing countries. This-has potential to
generate significant long term benefits for regions where forestry is a competitive advantage.

Increasing the volume of New Zealand grown logs and sawn timber prccéssed inio value-added
products

Domestic market demand, driven by acute housing shortagesiin Auckland and a lift in homebuilding
in other parts of the country, has created a market for materials-+6 support homebuilding.

Domestic housing (and urban land) shortages; coup!ed with environmental concerns, are also driving
a market for midrise construction using woeod. There is a particular opportunity for wood processing
investments to mesh with established and emerging eco-systems like established clusters of Off-Site
Manufacturing of housing companients\cr ceinplete houses. Existing opportunities for regional
alignment are in Bay of Pleiity, Waikato;-and Northland.

Increasing the value generated by the wood processing sector by making commercial use of forestry
and wood processiingresidués for value-add products

The forestry and weod processing sectors produce a significant amount of residues from harvest and
pracéssingwhien represent lost value. New technologies, and a growing recognition of the lost
valuethisrépresents, have contributed to emerging investment opportunities. For example, a range
of{products can now be produced using wood processing residue, and bioenergy applications can
viably convert forestry or wood processing waste to energy for commercial use.

There is also a potential opportunity for investment in value-added production to help address
transport issues. Modular mobile solutions, for example, could be funded in remote regions, near or
co-located with log supply, to enable shipment of value-added rather than raw products.

Priority regions for wood waste processing investments are Tairawhiti and Te Tai Tokerau. Tairawhiti
is a particular priority for investment, because of its large forecast supply of logs, and its
underdeveloped wood processing sector relative to other regions.

7 Industry Insight 2018: Forestry and wood processing, Westpac



Increasing the volume of New Zealand grown logs processed in New Zealand

Given the percentage of New Zealand grown logs that are processed offshore, the PGF will consider
investments that result in a greater volume being processed locally. Given sawmilling is a
fundamental pre-requisite to other high-value operations, the PGF will prioritise wood processing
that supports the production of higher value products such as CLT, OEL, remanufacturing etc.

However, the PGF’s investment priority is in value-added wood products. Therefore, proposals for
sawn timber production should be for high quality sawn timber, or for components of higher value
products, that incorporate a whole-of-log processing approach.

For example, there is an opportunity for investment is to ensure existing and plannég high<value
product mills in the central North Island are adequately supplied with chip. Surplus-chio'frem new
sawmill capacity could be used be develop further particle-board and Mediunm-Dznsitytibreboard
(MDF) plants.

Projects that have a lesser value-add proposition should also demanstraie how they would create
wider social benefits, such as training and employment gpporiunities'to support people into work or
into higher paid work.

Priority areas for potential processing projecis.are thie Bay of Plenty, Manawati-Whanganui and, in
particular, Tairawhiti, due to the high vaiume of feiestry in these regions.

Priorities
To best contribute to the PGF s.objactives, proposals that align with the following will be prioritised.

Projects that help to-mave-tne sector, and regional economies, up the value chain and create better
)
paid sustainatle erapleyment opportunities

White-gne of the/objectives of PGF investment is to increase the volume of New Zealand grown logs
processed in New Zealand into high quality sawn timber, priority will be given to projects that will
picduce’value-added products. These investments are more in line with the objective of Tier 2:
Sector Investments, which is to increase the number of quality jobs in a region and contribute to an
enduring step change in regional economies.

The PGF is interested in investment partnerships in innovative and new timber products. However,
in line with the PGF Tier 2: Sector Investments position paper, the PGF would expect these
opportunities to be explored with well-established firms. Applications of this sort would also need
to fully align with the principles set out at the end of this paper.

Clearwood production

An area of strategic importance to the future sustainability of New Zealand’s production of high
value wood products concerns the production of ‘clearwood’. Clearwood is wood that is milled from
trees that are pruned to ensure the timber does not contain knots, and is used for the production of
high quality sawn timber.



Clearwood is necessary for the production of hardened wood, which allows New Zealand’s soft
wood to compete with natural hardwoods, such as teak. It is also necessary for the production of
high-value Laminated Veneer Lumber products.

Due to the cost involved, and high unpruned log prices relative to pruned prices, a significant portion
of forests are not currently being pruned. This has the potential to have a high negative impact on
the wood processing industry long-term. If the reduction in pruned log availability continues, there
will be more mill capacity required that can manage structural and industrial grade logs and smaller
“clearwood only” mills are likely to continue to close.

To help ensure the sustainability of high-value clearwood milling, the PGF is interestec!ii suppoviing
projects that would produce clearwood products, where such projects address issues with the’supply
of clearwood logs. The PGF will not fund tree pruning itself.

Projects that benefit Maori

Maori connections to forestry and forest land are strongly cultucal-and spiritual, as well as
commercial. Maori own over 400,000 ha of indigenous fgtests (€ percent of total indigenous forest)
and some 238 000 ha of planted exotic forests (13 percent of tatal exotic forests). These forests
contribute significantly to Maori socio-economic-developmeiit.

Maori participation in forestry is moving fiom heing principally a source of labour to stronger
commercial involvement. Currently, forestry. comprises 10 percent of Maori's total asset base. This
will grow as Maori take increasing ownérship and control of their land and forests.

Ngati Porou Forestry Ltd,for exampie, has entered into a joint venture with Hansol NZ, a South
Korean conglomerate.\ 28 lanidowner blocks provided land, while Hansol provided funds to establish
and manage forests:, Thisjoint venture consists of 38 forests, which cover 10,000 hectares.

Given-the existing Involvement of Maori in the forestry sector, the PGF’s investment appetite
presenis-a.cicar opportunity to increase the participation of Maori in the wood processing sector, as
owners'in particular, therefore putting Maori on a stronger economic base that is sustainable into
the future.

Projects that benefit surge regions

Wood processing is also a strategic priority because the opportunities it presents complement the
PGF’s wider investment strategy. This is especially the case in relation to the PGF’s focus on surge
regions. Given their location primarily in surge regions, existing forestry and wood processing assets
provide a strong foundation for PGF investment to achieve its goal of maximising the productivity
potential of those regions.

Tairawhiti is a particular priority for investment, because of its large forecast supply of logs, and its
underdeveloped wood processing sector relative to other regions. However, forest ownership
structures in Tairawhiti means there are a limited number of corporate operations that could
commit to long term wood supply agreements. The volume of wood in Tairawhiti available for large
scale wood processing is approximately two million m® per annum.



Projects that include plans for extracting value from by-products

Where the primary component of a proposal is to produce wood products, priority will be given to
integrated wood processing operations or clusters that include plans to extract value from by-
products of the production process. This is especially important for projects with a low value-add
proposition, such as proposals where the primary output is sawn timber.

Projects that involve well-established firms

The PGF will prioritise projects that involve mature or well-established firms with commercial
experience in the sector. Firms with proven experience are more likely to be able to ogérate.at thie
scale the PGF is interested in, especially through the uptake of new technologies o:into.neéw
products.

The PGF welcomes applications from New Zealand as well as internatichdl investors'with experience
in wood processing.

Projects that benefit multiple sector participants

Projects that have the potential to benefit multiple businesses, for example, processing capabilities
that are too expensive for individual firms to invest.in'on their own, are a priority for investment due
to the wider benefits such investment is likely\te produce.

Principles

. applications must dérnoastrate how they are aligned with the PGF’s objectives and priorities
for investment in(the wood processing sector, as set out in this paper;

. projects will begin within the timeframes of the PGF;

. projzcts will be“ccnsidered in the context of regions’ comparative advantages, challenges and
oppartunities;

° praojects-inay be considered from firms that do not require PGF project support but support to
resoive infrastructure deficit(s) holding a project back;

) applications will be supported by:
(o] a clear and compelling proposal, confirming long-term viability, including understanding

and management of risks, evidence of market demand, market accessibility, and how
the operation intends to remain competitive;

(o] wood supply analysis, including long term (20-30 year) analysis of where the wood will
come from, how the proposal will impact wood supply within region(s), and whether co-
location is viable;

(o] infrastructure analysis, including energy, emission mitigation and transport
requirements, and the existing eco-system of wood processing;
o] if the proposal relates to building componentry or prefabrication, demand and pricing
analysis, forward orders as well as sales projections by region; and
o appropriate labour market analysis;
. firms will have already sought private sector funding, and provided a clear explanation as to

why it was not approved,;



. projects will not be funded where other appropriate sources of government support are
available with the exception of projects that were declined KiwiBuild support);

. the project will include clearly identified public benefits relating to, in particular, Jobs and
Sustainable Economic Development, Maori development; Social Inclusion and Participation;
Climate Change and Environmental Sustainability; or Resilience (infrastructure and economic);

. projects should generally have a minimum 50 percent co-contribution (applications with
potential to generate significant public benefit may be exempt from this requirement);

. investments will be consistent with New Zealand’s international obligations.

Relationship to other agencies and areas of investment

PGF investment in the wood processing sector is part of wider government initiative-to-fostéra
productive and sustainable wood processing sector that increasingly contributés to prasperous
regional economies. Key agencies in this work are Te Uru Rakau, the Miristry ot-Business,
Innovation and Employment, New Zealand Trade and Enterprise, aad The Miriistry of Housing and
Urban Development, and Kainga Ora.

PGF investments in the wood processing sector will contributeto,and inform, this wider work,

including:

. supporting Kainga Ora objectives;

. Te Uru Rakau’s forestry strategy;\and

° the development of an Industry. Transformation Plan for the wood processing and forestry

sector, that:
o induces at-scale investinent in primary and secondary forestry production focused on
market ready products;

(o] maximises-regional, economic, environmental and health and safety benefits;

o identifies opportunities to develop the forestry sector at the heart of a circular, bio-
based, carbon neutral economy through the completion of the long-term, sector-led
development of a forest strategy for Aotearoa New Zealand.

Appendix

Approved and potential PGF wood processing investments

Approved projects

Project $ Million approved
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N.Z. Future Forest Products Ltd. (NZFFP)
The completion of a feasibility study to unlock the commercial capital
necessary to

Total indicative funding
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Wednesday, 19 June 2019 Independent Advisory Panel - AGENDA

ROVINCIAL

fA P
Agenda - Independent Advisory Panel = GROWTH FUND

Date, Time & Location: Wednesday 19 June 2019, 9:00am — 3:00pm, Monarch Room, Level 11, Willeston Conference
Centre, 15 Willeston Street, Wellington

Panel members: Rodger Finlay (Chair), Rosie Mercer, John Sproat, David Wilson, Sarah Brown, Neville Harris,
Charlotte Severne

In attendance: Robert Pigou, David van der Zouwe, Glynis Mussen, Jane Frances, Jerome Wyeth/Karyn
Stillwell, Nerissa Wallace

Attendees via telephone Richard Westbury, Dipankar Ganguly, Eliot Linforth-Hall, Eleanor GreenNick Mougii’Joan Ng,
conference: Murray Beatson, Yen-Ting Liu, Jared Humm, Jason Hall, Aaron-tape;-Paul Swallow,
Isabella Radovanovic

Apologies: John Rae

AGENDA ITEM \ ACTION

MEETING ADMINISTRATION

3.6.

3.7.

3.8.

3o |UnrelatedtoNZFFP

3.10.

3.11.

ACTION KEY: R=RESOLUTION N=NOTE D=DISCUSS C=COMPLETE |=INFORMATION
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4.1.

4.2.

GENERAL BUSINESS

The next IAP meeting will be held %
The next RED Minister meeting will be~held pn Wednesday, 26 June in Wellington
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ACTION KEY: R=RESOLUTION N=NOTE D=DISCUSS C=COMPLETE |=INFORMATION YV =JOINING VIRTUALLY
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4 PROVINCIAL
S | DEVELOPMENT

3.12 N.Z. FUTURE FOREST PRODUCTS LTD

PGF Application For: Review (Decline recommend
Applicant: N.Z Future Forest Products Limited  Pipedrive ID #

(‘NZFFP’) (% @
Entity Type: Company PGF Funding Sought: w

(ultimately,  Total Project Vaiue: :
Stage 1 Feasibility
Study $15,000,000
E =e
ti

Region

—posta
positive feasibility study, and Uil

- proceeds) ated

t
Tier: 1 - Regional ontribution rate: Ii% for Stage 1, Feasibility

Study (but €% if Stage 2,
is included)

Sector: Wood Processin@ ie/ Funding Structure: Loan

We recommend that the |

a) Review the applicati r an of $15,000,000 from the PGF in relation to the completion of a feasibility
study, to be unc S (an international consultancy), to confirm the viability and bankability

been requested to fund B8] % of the cost of the feasibility study (with NZFFP investing SCORN

2, relating to the required COMMErGial ).

I f ti

Note NZFFP has requested a loan —

c)

@) Note NZFFP s a newly ncorporated company; FES N FaNKOpIOTS I
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Proposal:

NZFFP intends to establish New Zealand as the =
[ in the Asia-Pacific region, maximising the country’s natural competitive advantage in foresiry a
processing, and repositioning it as a critical supplier within the low carbon economy of the fr

aken — much by the feasibility

dy (to be undertaken by COMMENE ) for the

:he commercial, technical and findncial elements of
It will map proposed markets

However, the PDU notes that significant work and research is sti
study.

The application requests
proposed

PGF funding of $15m for .'-
applicant will then inv

The PDU has since sought further clarification from the applicant on this point, to confirm that their position is

now that, of the $15m cost for the feasibility study, they are proposing that they would fundl% (S-) — with
the request of the PGF to now fund the balance of ; and, in relation to the other pre-
of $€BMN, they would now also fundl% (S€8M ) — with the PGF being asked to consider
% of those costs (ie. ). Their confirmation on this point is awaited.
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Assessment against the PGF criteria:
Eligibility Criteria

As noted, the request relates to a feasibility study to confirm the viability (or otherwise) of the proposed
project

Productivity Potential

As indicated by the applicant, NZFFP’s proposed e willincrease
economic productivity by increasing both the volume and value of economic goods produced in the region

and underwriting the expansion of operations. They also note that'NZEFP’s wark with
has the potential to significantly increase the-procuctivity of New

Zealand’s national forest estates over time as it reverses the trend of raw. log sales i favour of industries

that require different log grade specifications to produce COMMErCica ' afARNSTZ
It is also noted that NZFFP’s will produce COZSICINI \RioTmation
solutions aimed at in the construction.indusiry and thereby minimising global

CO2 emissions.

However, the feasibility study, to which this application relates, will not provide direct benefits in line with
PGF criteria.

Policy objectives and regional priorities

No clear evidence of regional'support and provided. However, this could be available dependant on the outcome
of the feasibility study.

N Rating
PGF Criteriz Assessment Commentar
g y (0¥ to5v)
Link‘'with fund.and government outcomes
Cieates permanent jobs > Asindicated by the applicant, NZFFP’s proposed v
business
would have the potential to generate significant
sustainable jobs throughout the supply chain, in
general and for Maori. However, the feasibility
study, to which this application relates, will not.
Delivers benefit to the community =~ > As above ... but the feasibility study, to which this v
application relates, will not.
Increased utilisation and returns > Potentially, yes ... but the feasibility study, to which ¥

of Maori asset base this application relates, will not.

Enhanced sustainability of natural Y Potentially, yes ... but the feasibility study, to which ¥

assets this application relates, will not.
Mitigation of climate change > Potentially, yes ... but the feasibility study, to which v
effects this application relates, will not.
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Additionality

Adding value by building on what > Potentially, yes ... but the feasibility study, to which v
is already there this application relates, will not.
2. NZFFP intends to establish New Zealand as the

olutions in the

region, maximising the country’s natlral competitive
advantage in forestry and wood processing, and
repositioning it as a critical supplier within the low
carbon economy of the future. However, significant
work and research is still to be undertaken — much
by the feasibility study.

2. The applicant believes that what tney progose can

be combined in a

As well as core'suop!yv.from
, NZFFP will also buy-iogs from
forest owners, suppart Iwi in planting and managing
Iong-*erm af1")re<ta1ion to supply the COMIMNY and

from_ calling at
f'om elsewhere in New Zealand, thereby

'eu 1cing New Zealand'’s low margin log exports in

favour of high margin
)

Acts as a catalyst for nraductivity > Potentially, yes ... but the feasibility study, to which v
potential in the-region this application relates, will not.
2. Input was sought by the PDU from
(currently contracted to the PDU rdgidnal branch
and with extensive knowledge of the wood
processing sector in MBIE and NZTE), who provided
comment, including the following:

“

Connected to regional stakeholders and frameworks

Alignment with regional priorities > If the feasibility study is positive in its conclusions, vvv

and NZFFP’s proposed
does ultimately eventuate, it
would be well-aligned.

Support from local governance > Support for such a processing operation, with the vvv
groups (inc. Councils, lwi/Hapu) benefits as suggested by the applicant, would
indicate support could be forthcoming.
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Governance, risk management and project execution

Robust project management and 2. The overall project is still very much in its infancy, v
governance systems and in need of significant further research (the
proposed feasibility study) to confirm its viability.
Y. COMMEICi appears capable, and the COMMER
timeframe is not unreasonable, considering the
issues to be addressed in the feasibility study.

However it is also noted that such )
fosunatits

require substantial transport infrastructure
investment to operate effectively. Therefere,
significant risks remain, not so much in relation to
the feasibility project itself, but in-relationto the
funding for the overall processing plant on.which
Commercial Informaion wovic rely.

Y. COMMEICH appear well qualified to undertake the
féasibility study, and those behind NZFFP also

appear capakie:

Risk management approach Appears zppreoriate. Tive applicant has indicated vV
that the Beard of NZFFP will oversee a ‘phased
approach”to project management, implemented
by the experienced New Zealand engineering firm,

GE@NEICH This will include breaking down the

project into distinct, sequential steps.

Future ownership /\operatianal > Detail to be confirmed. A
management

Analysis of the kenefits and costs

The pronesed feasibility study will include

Additionally, the study will map proposed beachhead markets
), technical options, optimal scales of production, level of integration across the

value chain and precise budget requirements ahead of packaging the COMMErcialliiiN finance for COMI
EE—— I et

i
A number of technical decisions would still need to be made on the recommendation of the feasibility stucly.

It is anticipated that the feasibility study will take COMIMENE to complete.

The request relates only to this initial phase, involving the completion of a feasibility study, to confirm the
viability, and bankability, of the overall project.

The beneficiaries are primarily NZFFP, and its shareholders.

The applicant has subsequently advised (in answer to the PDU’s question as to why Crown Funding was required?)

... “Given our backgrounds in feasibility & project finance, we have undertaken extensive engagement with
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regarding the project. This was a requirement of the
NZFFP board before considering the PGF loan approach, given it will involve the company taking on debt
obligations.

Three roadshows have been undertaken in September 2018, November 2018 and January 2019, which have
given us a very accurate picture of for the project and what conditions will need to be
satisfied in order to execute the (hence the pre-construction workstreams that we-gie
currently undertaking and seekihgfassisttince from the PGF for part of).”.

The view of the PDU is that, approving this application would not be the best use of the PGF Fund.

Financial Analysis

NZFFP is only recently incorporated and the company therefore does not yet have arnualiaccounts.

There are no forecasts to be able to assess likely repaymenrt ability, 4iar evidence to support a refinancing of the
proposed COMErCIAINN

Limited finlarfcial inPormation has been provided insupport at'the $15m cost (and PGF loan requested) for the
feasibility study.

F\\_

The applicant has provided a dgraft.term sheet, which provides an outline of the terms of the requested loan, with
the PGF to be ‘secured’ by'way of _

fi
The loan of NZD15r+ would ke sp! |t into two tranches as follows:
1. Tranche 1 —NZ500°
2. Tranche 2 - NzS$
Bullet rc')oyme“* of principal outstanding (including accrued interest) will be on the Final Repayment Date by

SJANRE

Without any financial detail provided, it is impossible to assess the value of the COMMEICIAINIIN, and the
security of a loan.

Funding Arrangements

As noted by the applicant, the COMMECIAINN budget is expected to amount to between €8] % of the

project ; and that, in addition to expenditure already incurred at the date of this
application (c.US', according to the applicant) on various aspects of the project, the COMMER forward
looking budget is as follows, broken down into PGF Loan Use of Proceeds (Tranches 1 and 2) and the
Applicant’s directly funded items:
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Tranche 1 PGF LOAN | Tranche 2 PGF LOAN Commercial |
NZ$ (excl. GST) NZ$ (excl. GST) Balance of Project

Cost Description:

Initial Bridging
Study Workstream

Pre-feasibility Commer - -

Study Workstream

Feasibility Study
Workstream

Environmental
Baseline Studies

Environmental &
Social Impact
Assessment

i

Modular Building
Solution research
workstream

ustomer Contract - -
Origination

Customer Contract
Execution

Joint Venture
Contributions

Long-lead iteras \
deposit payimeats

Comme.tiar-

Project Finance

Pieparatian

(cohsultant reports, ’
upfront fees, legal

structuring costs &c.)
Working Capital
Sub Totals

TOTAL BUDGET

The application indicates the following loan drawdowns:
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# | Description Payment criteria: Invoice Value | % Invoice
$ Date:
(Exc. GST)
1 | Pre-Feasibility On signature of the loan agreement <Commer
Workstreams
2 | Feasibility Study Successful completion and delivery of Pre- SCommer
Workstreams feasibility Reports

In view of the PDU recomnrendation 2o decline this application, due diligence has not been undertaken.
However, as noted orevio FP is a newly incorporated company.

business in New Zealand, focused on:

Shareholders:

Shareholder %
Kinleith Continuation LP 60%
Henry Family 40%

The applicant has advised that Kinleith Continuation LP is a New Zealand-domiciled partnership with significant
natural resources project development expertise with offices in London and Auckland; and that the Henry family
have been involved in the New Zealand forestry and wood processing industries for over a century.

David and Brian Henry, of the Henry Family, have as their father, David Henry, who was the founder of the
Kinleith Pulp & Paper Mill.

The PDU also notes that Brian Henry is well known to Minister Jones (and Deputy Prime Minister, Winston Peters)
via the NZ First Party.

The current leadership team overseeing the establishment and initial operations of NZFFP, as advised in the
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application, are:

David Henry, Director (NZFFP) and Partner (Kinleith Continuation):

David is a New Zealand national and previously founded Medea Capital, a natural resources investment manager
with offices in London and Singapore. He has over 15 years’ experience in natural resources investments and
finance across several institutions, specialising in mining and forestry. Prior to founding Medea, he established the
Mining Capital & Consultancy business at Oriel Securities and before that was Vice President in the Miring
Finance division of Société Générale in London and Sydney. He was analyst for the bank’s principalirvestments
book and sat on its Investment Committee from 2008. Before joining Société Générale, David workad forttie
Forestry & Primary Industries team at Bank of New Zealand and, before that, at Goldman Sachs IBWere,

Brian Henry, Director (NZFFP):

Brian is a New Zealand national and was admitted to practice as a Barrister & Salicitar in the High Court of New
Zealand in 1975, working initially for the law firm of Wilson Henry (now Hesketh Henryj; before entering private
practice as a Barrister Sole, specialising in commercial litigation. He has keen.involved in the New Zealand funds
management industry for the past 15 years and has a strong backgraund in legal compliance and corporate
governance. Brian was a director of the local holdings’ companies oi Medea Future Forest Products Fund No.1
and is responsible for corporate governance, OSH and ESG.

Hon. Mike Rann AC CNZM, Director (NZFFP):

Mr Rann served as Premier of South Australia fram 2002—-2011 where his significant achievements included job
creation, investment in health & educatior; the expansien of the mining industry, and the growth of Australia’s
renewable energy industry.

John Hepburn, CFA — Head of iWZ Operations (NZFFP) and Partner (Kinleith Continuation):

John is a New Zealand national and, orior to joining Kinleith Continuation, was an Associate Director at Medea
Capital, focused on its New Zealand forestry strategy. Prior to this, he was an investment analyst at Stamford
Associates in London; focusing on investment due diligence and fundamental portfolio analysis on behalf of
institutional investons. Before that, he worked as a natural resources equity analyst for a London-based boutique
investment/bank and; prior to this, was at the ANZ Bank in their Auckland wealth management business.

Jay Barrymore, CFA — Head of Sustainability (NZFFP) and Partner (Kinleith Continuation):

Jayiis a'British national and, prior to joining Kinleith Continuation, was Head of Special Projects at Medea Capital.
ilesed Medea’s sustainability work responsible for driving social and environmental value creation across the
portiolio. Jay has 13 years of investment experience, most recently as Managing Partner at Impact Investment
Partners, an impact investment and advisory firm with offices in London and Mumbai. Jay is a CFA charterholder,
and a graduate of University College London (UCL).

Piers Hugh-Smith — Head of Research & Development (NZFFP) and Partner (Kinleith Continuation):

Prior to joining Kinleith Continuation, Piers was an Analyst in the Special Projects team at Medea Capital and was
involved in the firm’s intellectual property investments and technology partnerships, where he sat on the advisory
board of Argo Applied Technologies. Piers is a British and Australian national, and has studied a degree in
Behavioural & Financial Economics. He comes from a background in professional sport.

Dennis Gates, Head of Stakeholder and Land Management (NZFFP):

Dennis is a New Zealand national and was admitted to practice as a Solicitor in the High Court of New Zealand in
1981. He has been in private practice as a solicitor since 1986 and is qualified as a Licenced REAA. Dennis has been
responsible for the “on-ground” roll-up operations liaising with local landowners, district council, iwi and other
community stakeholders. He graduated from the University of Canterbury with an LLB and the University of
Waikato with a Bachelor of Social Science. The PDU searched for further information on Medea Capital and
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limited public information was available.

Risk Assessment

The key risks to the PDU and proposed mitigations of this investment are as follows:

Type of risk Risk description Mitigations Risk Rating

L{N/H

Outcome of
the
feasibility
study

Procurement
of
Consulting
Company

Consultation undertaken or impli

: Triage Form completed. Recommendation: “That the application be
declined”.

10
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“The comments above reinforce a decline recommendation but it could be reviewed in the event a substantive and
authoritative study provided evidence of demand that potentially could be economically meet from NZ.”.

Supporting proposal: No
Appendices: MPI Triage attached
Author of paper: Murray Beatson, Investment Director, PDU Investsient Team
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