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Executive Summary

This Long-Term Funding Plan (LTFP) is required under the Local Government (Auckland) Amendment Act 2004
(the Act) and has been prepared within the terms of the Act. This LTFP covers the 10-year period from 1 July
2007 to 30 June 2017. It has regard to the Auckland Regional Council’'s (ARC) Long-Term Council Community
Plan 2006-2016 (LTCCP).

Background

Auckland Regional Holdings (ARH), a statutory investment management entity, was established with the long-term
intent to generate income to assist with funding the Auckland region’s considerable transport and stormwater
expenditure requirements. The ARC is the sole direct economic beneficiary of ARH’s distributions. Section 34 of
the Act requires that at least 85% of ARH’s funding to the ARC, whether of income or capital nature must be used
by the ARC for transport or stormwater programmes in the Auckland region.

It is in the long-term interests of the region for ARH to provide a sustainable source of funding to the ARC.
ARH Investment Performance since Inception
As shown in Table 1 below ARH’s cumulative investment return for the three years since its establishment on

1 July 2004 was $406 million (+9.9%).

Table 1: Performance to Date - Investment Return

Year ended Year ended F‘cast Year Since inception

30 June ‘05 30 June ‘06 30 June ‘07*

12 months 12 months 12 months 3years average
NZ Equity - POAL $115m 19.2% $100m 12.8% $58m 7.3% $273m* 12.7%
NZ Property - - - - $2m 1.5% $2m* 1.0%
NZ Short-Term Cash $45m 7.2% $38m 7.5% $42m 7.6% $125m* 7.2%
NZ Equity - ACVL, NDSL $7m 12.5% - - ($1m) 0.0% $6m* 4.2%
Total Investment Return $167m 13.2% $138m 10.6% $101m 7.1% $406m* 9.9%
* Indicative draft forecast only

Investment Summary
As at the start of the plan, 1 July 2007, the forecast of existing macro asset allocations is as set out in Table 2
below.

Table 2: Expected investment allocation at the start of the plan, 1 July 2007.

Investment $ million Share Asset Allocation Category

NZ Equity 562.9 39.9% | Transport infrastructure utility (POAL)

NZ Property 3241 22.9% | Waterfront property investment (incl ACVL & SCPL)
Diversified Financial Assets 100.0 7.1% | Global equities, global bonds and NZ cash

NZ Short-Term Cash 4255 30.1% | NZ cash short-term market investment

Total ARH Investments 1,4125 100.0%
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Distributions to the ARC — actual and planned

Since its establishment, on 1 July 2004, to 30 June 2007, ARH is expected to have distributed $246 million to the
ARC. Over the next ten years, until 30 June 2017, a further $910 million is expected to be distributed, bringing
the total distributed to the ARC from 1 July 2004 to 30 June 2017 to over $1.1 hillion.

Figure 1: Performance to Date / Planned - Distributions to the ARC, Cash basis

Year ended 30 June ‘05 6m $78m
Year ended 30 June ‘06 Om $90m
F'cast Year ended 30 June ‘07 m $78m

10 Years, 2007-2017 draft LTFP $97m $910m

Since Inception $243m $1,156m

‘ M Legacy grant distributions [ General ARC distributions ‘

Key ARH Policies

Investment Management Policies

ARH investment policy is shaped by ARH’s investment objectives and risk budget framework and will necessarily
evolve with changes in circumstances and the underlying economic environment.

General portfolio investment policy:
i) ARH will invest and manage its investment assets on a prudent and commercial basis consistent with

sound business practice;
i) ARH will manage its investment portfolio to maximise ARH’s long-term distributions to the ARC;

iii) Consistent with the above, and as a long-term investor, ARH will maximise return on investment, both in
cash return and through capital appreciation, over the longer term; and

iv) ARH has a 30 year investment horizon, consistent with long-term investment management, and will
therefore necessarily assume short and medium term investment volatility in order to achieve superior
investment returns over the long-term.
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Primary investment objectives:
i) To outperform the NZ Government Bond index by 1.5% p.a. over ten-year rolling periods;

i) To maintain the real revenue earning capabilities of total assets by outperforming inflation, as measured
by the Consumer Price Index, by 5.5% p.a. over 20-year rolling periods;

iii) For distributions, on a rolling ten-year basis:

— Short Term, to pay to the ARC 100% of the planned distributions in the first three years of the LTFP, with
a 95% probability of achievement,

— Long Term, to pay to the ARC at least 90% of the planned distributions in years four to ten of the LTFP,
with a 75% probability of achievement; and

iv) To maintain the fund in a satisfactory financial condition, by not exceeding the debt servicing criteria.

Distribution Policies
i) ARH will distribute funds derived from investment returns, investment capital, or external debt necessary
to assist with short-term urgent transport infrastructure investment needs after meeting its operating
expenses and assuring the long-term revenue generating capacity of its investment base; and

i) ARHwill distribute funds to meetall legacy Infrastructure Auckland (IA) grant commitments, predominantly
to local councils. These were $244 million at 30 June 2004 with remaining grant commitments as at 30
June 2007 expected to total $97 million.

In line with the policies above, ARH will adopt a prudent approach to managing its assets and the quantum of
income or capital available for distribution to the ARC over the short and longer term.

Having regard to the short-term requirement for accelerated expenditure on transport infrastructure and having
considered the ARC’s LTCCP, ARH has planned to provide funds to meet the distribution requirements in the
LTCCP. $161 million will be available for distribution to the ARC in 2007/2008, with a total of $910 million over
the 10 years of the plan.

The ARC 2006-2016 LTCCP requires a higher level of ARH distributions than would be ideal for sustained funding
over the longer term. To meet this estimated demand ARH plans to borrow against its investments in order to
maintain its long-term revenue generating capacity. ARH will ensure that the ratio of consolidated ARH equity to
total assets is greater than 50% at all times.

From the 2010/2011 financial year ARH will be required to utilise external funding to support distributions to
the ARC.

AUCKLAND REGIONAL HOLDINGS LONG-TERM FUNDING PLAN 2007 - 2017
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1. Introduction

This Long-Term Funding Plan (LTFP) is required under the Local Government (Auckland) Amendment Act 2004
(the Act) and has been prepared within the terms of the Act. This LTFP covers the 10-year period from 1 July
2007 to 30 June 2017. It has regard to the Auckland Regional Council’'s (ARC) Long-Term Council Community
Plan 2006-2016 (LTCCP).

2. Background

a) Regional Funding Context
ARH, the ARC, and the Auckland Regional Transport Authority (ARTA) have important roles to play in the
development of Auckland’s regional transport system.

* Ultimate responsibility for the development of the regional land transport strategy rests with the ARC.

* ARTA’s brief is to translate the ARC’s transport strategy into an integrated land transport programme.
This responsibility extends to the planning, funding and development of transport solutions.

* ARH is a statutory investment management entity, which was established with the long-term intent
to generate income to assist with funding the Auckland region’s significant transport and stormwater
expenditure requirements. The ARC is the sole direct economic beneficiary of ARH’s distributions. Section
34 of the Act requires that at least 85% of ARH’s funding to the ARC, whether of income or capital, must
be used by the ARC for transport or stormwater programmes in the Auckland region.

The ARC has identified, in its 2006—2016 LTCCP, a funding gap in the region of approximately $700 million for
the Auckland Regional Land Transport Strategy (ARLTS) to be fully implemented. The ARLTS estimated that the
Auckland region has $11 billion to spend on transport between 2006 and 2016.

Given the projected population growth in the Auckland region, the community expectations for transport system
improvements and planned improvements to the transport system, the expenditure and funding requirements
are more likely to increase than decrease with time.

b) Statutory Requirements
Section 19(1) of the Act sets out two objectives for ARH:

(a) “Act in the long-term interests and for the benefit of the Auckland Region; and
(b) Without limiting paragraph (a), manage its assets prudently.”

Section 19(2) contributes principles which ARH must observe in performing its functions:

(a) ARH should collaborate and co-operate with ARC and ARTA to achieve the overall objectives of ARC;
and

(b) ARH should undertake any commercial activities in accordance with sound business practice; and

(c) ARH should ensure prudent stewardship and the efficient and effective use of resources; and
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(d) ARH should exhibit a sustainable development approach in its decision-making
by taking into account —
(i)  the social, economic, and cultural well-being of people and communities; and
(ii)  the need to maintain and enhance the quality of the environment; and
(iii) the reasonably foreseeable needs of future generations; and
(e) ARH should have clear accountability for the way that it contributes to an integrated, safe, responsive,
and sustainable land transport system for the Auckland Region; and
(f) ARH should be a good employer within the meaning of clause 36 of Schedule 7 of the principal Act;
and
(8) ARH should operate in a financially responsible manner and, for this purpose, —
(i)  endeavour to maintain its long-term financial viability; and
(ii)  prudently manage its assets and liabilities.

The functions of ARH, are defined in Section 20, and include:

(a) Own, directly or indirectly, and manage assets (including funds) in the long-term interests of the Auckland
Region; and

(b) Provide funds to ARC in accordance with ARH’s long-term funding plan prepared under section 21; and

(c) Make land transport assets available to assist ARTA to achieve ARTA’s objectives; and

(d) Undertake such other functions as are given to it by this Act or any other Act, or are authorized by its
statement of intent.

The required LTFP contents are defined in Section 21. An LTFP must:

(a) Relate to the 10-year period beginning on 1 July in the year it is delivered to ARC, and
(b) include the following matters:
(i) Forecasts of funds required by ARC from ARH; and
(i)  Forecasts of funds, both capital and income, that will be available for distribution by ARH to the
ARC; and
(iii)  Forecasts of funds, both capital and income, that ARH intends to reinvest in existing or new
activities; and
(iv) The proposed source of those funds; and
(v) Estimated cash flow projections for the period of the plan; and
(vi) Estimated changes in the net worth of ARH for the period of the plan; and
(vii) Such other financial and non-financial information as is necessary for a proper understanding of
these forecasts; and
(viii) An investment and treasury management policy; and
(ix) A liability management policy.

This funding plan covers the 10 year period from 1 July 2007. ARH has extended its financial planning horizon to
a rolling 20 year period whilst for investment management purposes it has a 30 year planning horizon.
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c) ARH Establishment Assets

When it was established on 1 July 2004, ARH had an asset base of $1,284 million. In December 2004 the
ARH Board committed to funding existing Infrastructure Auckland (IA) transport and stormwater commitments
to the local councils. This reduced ARH’s net asset base to $1,041 million. This consisted of $391 million
in treasury investments and loans, excluding that required to meet legacy IA transport and stormwater grant
commitments ($243.1 million), and direct equity investments of $650 million being primarily an 80% interest
in Ports of Auckland Limited (POAL)!. Other subsidiaries included America’s Cup Village Limited (ACVL) and
Northern Disposal Systems Limited (NDSL).

d) Core Investment Activity History to 30 June 2007

On 1 April 2005, ARH made an offer at $8 per share for the remaining listed shares in POAL. Purchase of the
20% minority interests in POAL was concluded on 5 August 2005. The acquisition cost of $169.6 million
was funded through draw-down on cash investments (at 1 April 2005 cash investment amounted to
$634.3 million).

On 30 June 2005, ARH’s investment in POAL was revalued to $8 per share ($7.05 per share on ARH
establishment 1 July 2004) resulting in an investment gain of $80.6 million.

A capital restructuring of POAL in December 2005 resulted in a special dividend being paid to ARH.
The special dividend of $120 million has been invested in existing managed investments.

On 30 June 2006, ARH’s investment in POAL was valued, by PricewaterhouseCoopers, at $797.4
million, resulting in an investment gain of $48.9 million. With ARH holding 106,005,191 shares in
POAL, this latest valuation is equivalent to $7.52 per share. (Note that the payment of the $120 million
dividend in December 2005 means it is not appropriate to directly compare the current $7.52 per share
valuation with the $8.00 per share valuation in June 2005. After adding back the special dividend,
PricewaterhouseCoopers believes that an equivalent value at 30 June 2006 would be $8.64 per share).

In April 2006, ARH adopted its long-term investment objectives for which the ARC communicated its
support in July 2006. ARH has subsequently progressed with the development of its detailed investment
strategy in order to achieve these objectives.

On 1 April 2007, ACVL and POAL transferred waterfront investment property to ARH via an in-specie
distribution, with the concurrent appointment of a wholly owned ARH subsidiary, Sea+City Projects Limited
(SCPL) as a dedicated special purpose agent management company acting on behalf of ARH. This will
enable POAL to further increase its focus on its core port operations. Land assets remaining within ACVL
have been leased on long term basis to ARH and are also managed by SCPL.

On 29 June 2007 Auckland City Council (Auckland City) announced the agreement to notify the District
Plan for Wynyard Point which includes the development of the Wynyard precinct property owned by ARH.
This LTFP includes the financial forecasts for ARH’s investment property arising from this agreement.

* Based on a share price on 30 June 2004 of $7.05 cents per share.
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e) ARH Performance from Inception until 30 June 2006

As shown in Table 3 below ARH’s cumulative investment return for the three years since its establishment on

1 July 2004 was $406 million (+9.9%).

Table 3: Performance to Date - Investment Return

Year ended Year ended F‘cast Year Since inception

30 June ‘05 30 June ‘06 30 June ‘07*

12 months 12 months 12 months 3years average
NZ Equity - POAL $115m 19.2% $100m 12.8% $58m 7.3% $273m* 12.7%
NZ Property $2m 1.5% $2m* 1.0%
NZ Short-Term Cash $45m 7.2% $38m 7.5% $42m 7.6% $125m* 7.2%
NZ Equity - ACVL, NDSL $7m 12.5% ($1m) 0.0% $6m* 4.2%
Total Investment Return $167m 13.2% $138m 10.6% $101m 7.1% $406m* 9.9%

* Indicative draft forecast only

f) Investment Summary

As at the start of the plan, 1 July 2007, the forecast of existing macro asset allocations is as set out in Table 4.

Table 4: Expected investment allocation at the start of the plan, 1 July 2007.

Investment $ million Share Asset Allocation Category

NZ Equity 562.9 39.9% | Transport infrastructure utility (POAL)

NZ Property 3241 22.9% | Waterfront property investment (incl ACVL & SCPL)
Diversified Financial Assets 100.0 71% | Global equities, global bonds and NZ cash

NZ Short-Term Cash 4255 30.1% | NZ cash short-term market investment

Total ARH Investments 1,4125 100.0%
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Figure 2 below shows the composition of ARH’s assets from 1 July 2004 through to 30 June 2008.

Figure 2: Performance to Date - Investment Assets

As at 1 July ‘04 establishment As at 30 June ‘05
Total $1,284m Total $1,377m

B Nz cash & Bonds $634m M Nz Short-Term Cash $570m

ACVL, NDSL $52m ACVL, NDSL $59m

M pPoaL $598m M PoAL $748m

F‘cast 30 June ‘07 F‘cast 30 June ‘08
Total $1,413m Total $1,341m

DFA $100m DFA $319m

M Nz Short-Term Cash $426m B Nz Short-Term Cash $184m

M Nz Property $324m M Nz Property $247m

B NZ Equity POAL $563m B NZ Equity POAL $591m

Figure 3 below shows the historical and planned distributions to the ARC on a cash basis.

Figure 3: Performance to Date / Planned - Distributions to the ARC, Cash basis

Year ended 30 June ‘05 6m $78m
Year ended 30 June ‘06 Om $90m
F’cast Year ended 30 June ‘07 m $78m

10 Years, 2007-2017 draft LTFP $97m $910m

Since Inception $1156m

‘ M Legacy grant distributions ] General ARC distributions ‘
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3. Key Planning Assumptions in this LTFP

NZ Equity — Ports of Auckland Limited
¢ In April 2007, waterfront investment properties currently owned by POAL and ACVL transferred to ARH, via
an in-specie distribution, for an independently assessed fair value of $284 million.

¢ Based on expected investment activity in the year to 30 June 2007, the value of ARH’s investment in POAL
is forecast to change as follows:

$ million
POAL Investment value at 30 June 2006 797
Value adjustment on transfer of Investment Property (234)
POAL Investment value at 30 April 2007 563

Revaluation of the POAL investment property assets prior to transfer to ARH resulted in a $32 million
increase in investment property fair value.

* Assessments as to POAL future operating returns, and therefore cash dividends, have been made in a
manner consistent with ARH’s investment objectives of 95% certainty of distributions in years one to
three and 75% certainty in years four to ten.

e The total return (cash dividends and capital appreciation) on POAL shares is assumed to be 8% p.a.
throughout the plan period. This return on investment is delivered to ARH by way of dividend streams
and capital value appreciation. Independent POAL valuations will be undertaken every year to determine
capital return on POAL investment.

e This LTFP assumes POALs ordinary dividend payout policy is to pay 75% of after-tax profits in two
instalments at the half year and full year end.

NZ Property

a) Waterfront Properties
* Waterfront properties previously owned by POAL and ACVL transferred to ARH in April 2007.

* Rental and lease premium income on these assets will be directly managed by SCPL, a specially created
investment property and redevelopment management company acting as the specialist property
management agent for ARH. This management company is accountable to an interim Board of Directors
comprised of representatives from POAL and ARH. An independent Board of Directors is expected to
be appointed during 2007. All day-to-day management of the property assets will be handled by SCPL.
Expected revenue and net earnings from the properties are based on projections prepared by independent
property valuers.

* ARH will enter into an agreement with the ARC for the ARC to purchase 50% of the Headland Park public
space for the equivalent present value of $23.5 million, in the period 2007 — 2008.

« Capital appreciation on the waterfront investment properties is assumed to be 3.25%2 p.a.

2 Source: Seagar & Partners and Barratt-Boyes Jefferies Limited.
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b) America’s Cup Village Limited
* Estimated yields on assets previously owned by ACVL are not, for the purpose of this LTFP, identified
separately from other waterfront investment properties. Land and waterspace assets retained by ACVL
are leased to ARH on a long term lease.

* All rental and lease premium income will flow to ARH based on projections made by independent property
valuers. Capital appreciation of the assets is assumed at 3.25%* p.a.

* ACVL is expected to pay an annual dividend to ARH based on after-tax operating profits.

c) Sea+City Projects Limited
* Northern Disposal Systems Limited has been re-named Wynyard Management Limited and subsequently
SCPL and is the entity through which this management company will operate.

¢ At 30 June 2006, the only substantive financial asset held by NDSL was a non-interest bearing advance to
ARH of $20.65 million. On the transfer of the waterfront properties to ARH, this advance has been repaid
to NDSL by ARH and retained earnings in NDSL returned to ARH via a dividend.

NZ Short-Term Cash
¢ The nominal return from ARH cash market investment assets for the financial year ending 30 June 2007
is approximately 7.6%. This return is derived from the interim investment strategy to have diversified
financial assets invested in short term NZ cash market investments.

Diversified Financial Assets
¢ In June 2007, $100 million is expected to be transitioned from the NZ short-term cash investments to the
diversified financial asset (DFA) portfolio, however this initial value may vary due to the most appropriate
transition strategy. Further tranches will transition between July 2007 and November 2007 taking the
total amount transitioned to the DFA to around $300m. These tranches are conditional upon certain
events related to the waterfront property assets.

* The current assumed strategic asset allocation will be 50% of the fund invested in global equities, 40% in
global bonds and 10% in NZ cash.

e Active management of the total portfolio will be undertaken as a more effective means of improving the
probability of achieving ARH’s objectives, while maintaining a total investment portfolio risk profile within
risk tolerance parameters.

* The expected gross return over the ten years has been assumed at 9.6%3.

3 Mercer Investment Consulting has estimated (May 2007) that the likely expected gross average return over the period for the LTFP from a diversified financial
investment portfolio with an indicative construction delivering market risk/return to achieve ARH'’s investment objectives and risk budget under passive
management is 8.9% and under active management 10.3%. For the purposes of this LTFP a mid point of the expected active and passive return of 9.6% has
been assumed.

AUCKLAND REGIONAL HOLDINGS LONG-TERM FUNDING PLAN 2007 - 2017 13



General
* All elements of the plan have been prepared on a nominal value basis rather than in real value terms.

* The plan financial forecasts work from a base of the ARH 31 March 2007 actual financial results with best
estimates made for the rest of the LTFP.

Where debt borrowing has been undertaken, for the purposes of increasing distributions to the ARC, this
debt is assumed to be repaid over a period of 20 years and has a long-term interest rate of 7.5%.

* The convention adopted with respect to transaction recognition is ‘cash accounting’ rather than ‘accrual
accounting’. An example is the receipt of POAL dividends, which are recognised in the Income Statement
at the time of distribution rather than at the time of announcement.

Full consolidation of subsidiary financials has not been undertaken for the purposes of preparing the
LTFP.

* ARH’s current income tax exempt status means that, in general, no income tax is payable or receivable
throughout the term of the plan. ARH as from 1 April 2007 became a tax payer due to the Inland
Revenue’s interpretation of ARH’s interim port related commercial undertaking (PRCU) assets. Under the
Inland Revenue’s interpretation, income tax is payable on rental income derived from investment property
tenants whose main business is deemed to be a PRCU activity. ARH is seeking a change so that ARH’s tax
exempt status applies to all its income.

* Depending on the nature of the global equity and global bond investments in the diversified financial asset
portfolio, ARH may pay tax in some overseas tax jurisdictions.

Expenses
* ARH considers that strong value management of the investment portfolio and robust risk managementis a
minimum statutory requirement. A 2007/08 administration budget of $2.4 million, excluding investment
management costs, is assumed. This equates to 0.17% of the total ARH investment portfolio, which is
less than the ARH Board’s adopted benchmark target that administration costs not exceed 0.25% per
annum.

¢ For the remainder of the 10 year period of the LTFP, administration costs are assumed to increase at the
rate of inflation.

* Direct investment fund management fees are a factor of investment strategy and could range from seven
to seventy basis points. As the ARH asset base increases in size and/or complexity, fund management
fees will increase in real terms to reflect this.

* Waterfront investment ongoing asset management costs and specific development related costs average
$4.3 million per annum over the ten years of the LTFP. This level of expected expenditure reflects the
complexity of the Wynyard precinct development.

e Public infrastructure costs are initially capitalised to the waterfront investment property. Any costs
capitalised which are not supported by an independent fair market valuation will be expensed to the
income statement as part of the annual fair market value adjustment. For long-term planning purposes,
appreciation of the waterfront investment property has been capped at 3.25%* per annum.

4 Source: Seagar & Partners and Barratt-Boyes Jefferies Limited.
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¢ Other investment management costs relate to the delivery of forecast financial returns or the cost incurred
to increase financial returns. In this regard they are contingent upon investment strategy and particular
investment activity.

Inflation
e The forecasts in this LTFP are presented in nominal terms. The assumed long run inflation rate is
2.0% p.a. which is the mid point of the Reserve Bank’s price stability policy target for increases in the
Consumer Price Index of between 1% and 3%. The mid to long-term assumption of 2% is consistent with
NZ Government Treasury long-term financial modelling, has been used by Mercer Investment Consulting
in their financial return assumptions and detailed modelling, and has been determined as appropriate for
long-term investment return scenario modelling.

4. Distribution Policies

a) General Policy
ARH interprets section 19(1) of the Act as meaning that it must manage its business to sustain its revenue
generating capacity to the ARC for the long-term.

Therefore, ARH’s general policy will be to distribute net income and surplus investment capital to meet short-term
transport infrastructure funding needs after meeting its operating expenses and assuring the long-term revenue
generating capacity of its investment base.

This policy is consistent with ARH’s Mission Statement in its SOI:

“...ARH will contribute to the resource with which the ARC can address regional infrastructure needs. ARH
will do so by owning and managing selected regional assets and investments in accordance with sound
business practice and sustainable development principles. It will provide funds to the ARC while protecting
those assets under its stewardship.”

This LTFP contains sufficient flexibility to assist with all reasonable immediate funding requirements of the ARC in
so far as these are known at this time. It also enables ARH to meet its responsibilities and maximise the return
on its investments over the longer term.

This distribution policy will help ensure that:

i) Equivalent access to the income generated from ARH’s investment base is available across the full term
of this LTFP, and beyond to the longer term financial planning and investment management horizons;
and

i) ARH has funds available to respond to appropriate commercial opportunities as they arise.

ARH considers that sustained long-term revenue generation is in the long-term interests of the region, is consistent
with prudent asset management, is in accordance with ARH’s operating principles, and best enables ARH to fulfil
its roles and responsibilities under the Act.
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b) Practical Application of the Policy
ARH’s distribution policy is general and long-term in nature. The situation may vary from year to year and policy
may need to be varied to reflect changes in economic circumstances.

The following points outline how the ARH policy will be applied in practice:

i) ARH will reserve sufficient funds to meet the legacy IA transport and stormwater grant commitments
(expected remaining grant commitments at the start of this plan, 1 July 2007, amount to $97 million)
and a general income distribution of up to $93 million in the year to 30 June 2008, if called by the ARC.
This sum is consistent with the ARC 2007/2008 Annual plan.

i) To facilitate the ARC’s planning and budgeting process, ARH will endeavor to have available and distribute
100% of the planned distributions in the current LTFP for the first 12 months of the plan. This is in
accordance with ARH’s investment objectives, even if over this period the ARH portfolio underperforms
relative to the assumptions in the LTFP and it is necessary to pay out capital as well as income to meet
the distribution commitment;

iii) If it is determined that distributions of capital are necessary to meet urgent short-term ARC funding
demands then external funding may be employed to maintain the revenue generating capacity of the
investment base;

iv) In the case of ii) and iii) above, or any other circumstances where revenue generating capacity is
diminished relative to ARH’s long-term targets for revenue generation in real terms, the first call on ARH’s
income in subsequent years will be to replenish the investment base and its expected revenue returns;
and

v) In some years, the ARC may not have immediate need for all of the surplus income available to be
distributed by ARH. In these circumstances the funds will be reinvested and remain available to the ARC
in subsequent years (but subject to the other principles outlined above).

ARH has noted distribution commitments in i) above relating to legacy IA transport and stormwater grants existing
at 30 June 2004. Other than for what remains of these commitments, ARH’s distributions of income will not be
linked to expenditure by the ARC or ARTA on particular projects. ARH’s distributions are a pool of funds available
to the ARC. The ARC determines how these funds are best allocated.

ARH has had regard to the ARC’s current operative 2006-2016 LTCCP. As required under the Act, ARH has
considered the impact of the LTCCP draw-downs and has concluded, from information provided by the ARC that
this level and timing of ARH distributions can be accommodated when considered with other planning information
and assumptions contained in this document. The ARH LTFP general distributions are consistent with draw-
downs contained in the ARC’s LTCCP adjusted for updates notified by the ARC for ARTA’s capital investment
programmes.
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Figure 4 details the distributions as reflected in this LTFP and also the current forecast distribution profile for 1A

legacy grant commitments.

Figure 4: ARH actual and planned distributions to the ARC
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* Distributions from 2016/2017 grow with the rate of inflation

The quantum and timing of distributions required by the ARC, over the short-term, are in excess of what ARH
would recommend for sustained revenue generation over the long-term. To meet the additional distributions
required and also cover the consequential reduction in earnings, ARH will consider utilising external funding

secured against its investments.

ARH understand that this distribution profile may change if additional funding for public transport is obtained by

the ARC.

5. Investment Management Policies

ARH’s investment policy will be shaped by the following key factors:

i) The need to maintain sufficient liquidity to meet ARH’s distribution commitments with 100% confidence

in the first 12 months of the LTFP;

i) ARH’s responsibility to maximise total returns (both cash yield and capital appreciation), within prudent

risk limits, for the long-term benefit of the Auckland region;

iii) The general policy of at least maintaining the real revenue generating capacity of the investment base

for the long-term;

iv) The objective of ARH to manage its investment portfolio to maximize ARH’s long-run disbursements to

the ARC; and

v) The large proportion that the POAL investment represents of ARH’s total investment portfolio.
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a) General Portfolio Investment Policy
i) ARH will invest and manage its investment assets on a prudent and commercial basis consistent with
sound business practice as applicable;

i) ARH will manage its investment portfolio to maximise ARH’s long-term disbursements to the ARC;

iii) Consistent with the above, and as a long-term investor, ARH will maximise return on investment, both in
cash return and through capital appreciation, over the longer term; and

iv) ARH has a 30 year investment horizon, consistent with long-term investment management. It will accept
short and medium term investment volatility in order to achieve superior investment returns over the
long-term.

b) Investment Framework & Strategy

ARH has a defined investment framework comprising long-term investment objectives, a strategic risk budget,
and fundamental investment principles. This investment framework provides the context in which ARH’s has
developed its long-term investment strategy.

ARH will, initially, have investments in the following four macro asset classes:

Table 5: ARH Macro Asset Classes

Asset Class Investment
NZ Equity Ports of Auckland Limited (100% owned subsidiary company)
NZ Property Waterfront land, wharf and waterspace property holdings (Wynyard precinct,

including ACVL's assets)
Diversified Financial Assets 50% Global Equities, 40% Global Bonds, 10% NZ Cash
NZ Short-Term Cash Bank Deposits and Registered Certificates of Deposit (RCD)

Specific investment objectives:
i) To outperform the NZ Government Bond index by 1.5% pa, over ten-year rolling periods;

i) To maintain the real revenue earning capabilities of total assets by outperforming inflation, as measured
by the Consumer Price Index, by 5.5% pa over 20-year rolling periods;

iii) For distributions, on a rolling ten-year basis:

— Short Term, to pay to the ARC 100% of the planned distributions per the first three years of the LTFP,
with a 95% probability of achievement,

— Long Term, to pay to the ARC at least 90% of the planned distributions per years four to ten of the LTFP,
with a 75% probability of achievement; and

iv) To maintain the fund in a satisfactory financial condition, by not exceeding the debt servicing criteria for
borrowings used to finance distributions:

— Interest costs at no more than 40% of total expected earnings;
The associated risk management objective is:

i) The strategic risk budget objective is 9% pa.

(This relates to the risk tolerance for annual volatility of earnings within ARH’s total investment portfolio).

S Currently under review.
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External Funding Facilities

ARH’s overall investment strategy is dependent on realistic and disciplined time horizons which require the capital
base of the portfolio to be sustained while the investment plan is in operation. The profile of distributions to the
ARC, as included in this LTFP, contains heavy draw downs in the early years, and ARH plans to borrow funds from
external sources to preserve the corpus of its investment fund.

External funding may be required for purposes, including intergenerational equity management and purposes
associated with investment portfolio management and holding structures, having regard to the statutory
framework within which ARH must operate.

ARH has determined its borrowing capacity in accordance with the debt servicing criteria embedded in its
investment objectives. As a general principle, ARH’s Board currently anticipates that approximately one-third of
ARH’s borrowing capacity may be used for funding planned distributions to the ARC and approximately two-thirds
in the event of an adverse earnings year.

c) NZ Property Investment Policy
The objectives in respect of the waterfront investment property are to:

i) enable the creation of a world class mixed use urban waterfront redevelopment incorporating high
quality and accessible public spaces and high quality private works;

i) give effect to the ARC’s and Auckland City Council’s waterfront vision 2040 statement of principles;
iii) adhere to principles of sustainability, environmental, cultural and social responsibility;

iv) while achieving i, ii, and iii, optimise the cash returns from the waterfront investment property and
deliver long term value to stakeholders on a commercially feasible and sustainable basis; and

v) operate as a marketer of development sites and agent landlord rather than as a developer (other than
by way of facilitating the public amenity and infrastructure works in relation to the site).

d) Direct Equity Portfolio Investment Policy
Given ARH’s planned distribution profile, any significant direct equity investment must have stable cash yield
expectations complemented with opportunities for substantial capital appreciation over the longer term.

e) Diversified Financial Assets Investment Policy
ARH is currently working through a transition process to reallocate a significant portion of its short-term cash
investments to the long-term DFA portfolio.

The DFA is a portfolio of liquid® financial assets. The DFA will be instrumental in generating solid returns over the
long-term, whilst balancing the total portfolio from a diversification and risk management perspective.

Full details of the DFA policies will be contained in ARH’s Statement of Investment Standards, Policies, and
Procedures for the DFA, which is being finalised and will be available from ARH’s website www.arh.co.nz in the
near future. Key policies are summarised below.

SLiquid assets are marketable and are able to be turned into cash easily.
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General policy
* Investment in the DFA shall be made in compliance with all laws and regulations applicable to ARH.

* The DFA investments will be managed with a view to ensuring that the DFA will have sufficient liquidity to
meet expected cash flow requirements.

¢ Investment risk will be limited by appropriate diversification both within and between asset classes.

Strategic asset allocation
* The Board has adopted a strategic asset allocation policy that targets the percentage of funds to be
invested in each asset class within the DFA. The benchmark portfolio that the DFA returns will be
monitored against over the long-term is per Table 6 below:

Table 6: Strategic asset allocation for the DFA

Asset Class Strategic Allocation
Global Equities (shares) 50%
Global Fixed Interest (bonds) 40%

New Zealand Cash (bank deposits and RCDs) 10%

Total Portfolio 100%
Comprising:

Growth Assets 50%
Income Assets 50%
Foreign Currency Exposure 25%

Global Equities comprises separate allocations to large/mid capitalisation, small capitalisation, and
emerging markets equities. Global Fixed Interest comprises separate allocations to sovereign and non-
sovereign debt (bonds).

* The exposures to the various asset classes will be monitored, taking into account the underlying exposures
in any pooled investment vehicles and the impact of futures and options on an effective exposure basis.

Foreign currency exposure
* The Board’s policy is to hedge 50% of global equities and 100% of global fixed interest back to New
Zealand dollars. This will result in the DFA being 75% hedged (invested in $NZ), and 25% of the portfolio
will be exposed to foreign currency. The foreign currency policy will be reviewed regularly and altered if
appropriate.

Investment management structure
e The Board has determined that the DFA will be managed by external, specialist fund managers, and ARH
will directly manage the relationships with those fund managers. Fund managers who are highly regarded
in terms of their expertise, resources, and investment management practice will be appointed to actively
manage the mandates, in accordance with ARH’s portfolio construction.
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Risk management
* The Board will set a risk budget for the DFA that is consistent with its overall long-term investment
objectives.

The Board has specified that the quality of all of its risk management procedures will be of best-practice
standard.

The Board will ensure that all fund managers adhere to specified investment management guidelines and
risk management policies.

* The Board will ensure that a responsible approach to investment will be followed. Definitions of
‘responsibility’ typically embrace ethical, social, and environmental issues. The Directors believe that
responsibility can be integrated into the portfolio without jeopardising long-term investment performance
— indeed, it should enhance long-term performance. The Directors are committed to implementing
responsible investment to manage risk and to enhance the prospects of ARH achieving its investment
objectives.

Performance monitoring
* Manager performance will be monitored at least quarterly with a view to an annual evaluation of rolling
three year results.

* Managers’ roles will be reviewed by the Board on a regular basis. Factors taken into account in these
reviews will include investment style, resources, organisational strength, investment performance relative
to objectives, and any other factors considered relevant to the Managers’ continuing ability to meet the
applicable investment objectives.

* The Managers will report at least quarterly in accordance with a format agreed with the Board.

* Returns achieved by the appointed Managers will be assessed by the Board in relation to their stated
objectives and the objectives of the DFA. Returns will also be compared with returns earned by a suitable
peer group, such as a group of other professional fund managers.

* Performance for individual asset classes will be measured against suitable indices.
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6. Investment Activity Intentions

ARH, as an investment manager, will always investigate and seek to take advantage of investment opportunities
as and when they become available, as long as they are consistent with ARH’s statutory mandate, investment, and
risk policies, and will assist the organisation in achieving its objectives. Investigation of investment opportunities
is an ongoing core activity for ARH.

Investment intentions will be reflected in the ARH LTFP from the point that there is a reasonable degree of
certainty that the investment activity will be executed and the financial implications understood.

ARH holds the view that maintaining the non-equity investment portfolio in short term NZ cash market investments
will not meet long-term investment performance objectives’. This LTFP maps out ARH’s plan to initiate the
transition into a diversified financial asset investment portfolio by the start of this plan (1 July 2007).

7. Treasury Management Policies

ARH'’s treasury policy includes the following:

i) Delegated account and signing authorities are maintained as appropriate under the responsibility and
overview of the ARH Board and the Assurance and Risk Committee;

i) Working capital funds not held in the investment portfolios will be managed in accordance with sound
business practice;

iii) Regular projected cash flow schedules will be prepared so that surplus funds can be identified and
transferred to the portfolios, following dividend or significant capital funds receipts;

iv) Sufficient funds will be held in ARH’s hominated Bank Call Account to cover short-term projected office
expenditure payments and distributions to the ARC; and

v) Funds not required to meet short-term cash flow will be transferred to the investment portfolios for
investment.

7 A long-term investment return expectation from cash investments is 4.8% per annum (Mercer Investment Consulting ‘Modelling Assumptions’, March 2006)
while long-term investment objectives are to exceed NZ Government bond index by 1.5% and exceed CPI by 5.5%.
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8. Liability Management Policy

ARH currently has no bank debt or other interest bearing financial liabilities to third parties. The material liabilities
entered into by ARH are the reserves held to meet legacy IA transport and stormwater grant commitments and
the one year distribution commitments made in the LTFP.

The liability management policy provides assurance to external parties and stakeholders that liabilities will be
able to be met as they fall due.

To this end, ARH will:

i) At all times maintain sufficient accessible funds to cover, on demand, the total quantum of current
liabilities and identified contingent liabilities that may fall due over the subsequent 12 months; and

i) Ensure that no additional liability obligations are created that could cause ARH to be in contravention of
i) above.

As stated in ARH’s distribution policy in section 4. b) iii) above, where distributions are in excess of what would be
recommended for sustained revenue generation over the long-term, ARH will borrow against its investments to
meet the additional distributions and also cover the consequential reduction in earnings. This LTFP assumes that
external funding is employed for this purpose with funds required to maintain real revenue generating capacity
from the third year of the plan.

9. Summary ARH Financial Forecasts

As at 31 March 2007, the ARH Balance Sheet reflected net assets totaling $1.281 billion consisting of direct
equity investments of $831 million, the majority being the POAL investment, and $561 million in cash market
investments and loans. The remaining legacy IA transport and stormwater grant commitments to the local
councils totalled $110m. The 31 March 2007 Balance Sheet forms the base from which the forecast financial
statements in this plan are based.

Table 7 below summarise ARH’s 10 year forecasts based on the assumptions outlined earlier, specifically
showing:

¢ ARH’s forecasts of sources and level of income and expenses;

* Distributions to the ARC, comprising existing ARH funding commitments and other future available
distributions; and

¢ The value of the investment base over time.

The forecasts are shown in greater detail in the ARH entity financials statements provided in Appendix A.
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The forecasts show:

* A total post tax net ARH yield from all sources of $898 million for the 10 year period of this LTFP. This
compares with a total net ARH yield of $947 million in the LTFP published in July 2006 (refer Table 8 and

accompanying commentary for explanation for reduction in expected yields);

* Planned ARH distributions over the 10 year period of this LTFP of $910 million; and

¢ An $84 million increase in the value of the Investment Base over the period of this LTFP.

Table 8 below compares ARH’s Net Yield in this updated plan with that shown in the LTFP published in July

2006.

Table 8: ARH Net Yield

2006-2016 2007-2017
at Jul-06 at Jun 07 change
POAL Dividends 383 275 (108)
ACVL Dividends 24 7 a7
Investment Property Total Yield 227 227
NZ Short-Term Cash Investments Total Yield 50 50
Diversified Financial Assets Total Yield 299 314 15
POAL/Other Equity Capital Appreciation 364 279 (85)
Investment Property Appreciation (42) (42)
Total Gross Yield 1,070 1,110 40
Admin & Investment Management Costs (52) (127) (75)
Funding Cost (71) (66) 5
Net Pre tax ARH Yield 947 917 (30)
Tax (PRCU) (19) (19)
Net Post tax ARH Yield 947 898 (49)

Of the changes shown in Table 8, the reduction shown in POAL and ACVL dividends is a result of the transfer
of waterfront investment properties from POAL and ACVL to ARH. This loss in dividends is expected to be
compensated for long term by the expected operating gains to be made as a result of ARH owning the waterfront

properties directly.

The lower POAL equity capital appreciation in this LTFP is due to a lower POAL asset base, resulting from the

transfer of the waterfront properties to ARH.
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