He Mahi, He Ritenga
Hei Whakatinana
| te TGrua PO

2004

Case Studies: Maori Organisations
Business, Governance & Management Practice

Federation of Maori Authorities
108 The Terrace

PO Box10758

Wellington, New Zealand
Phone: +64 4 474 1480

Fax: +64 4 473 3276
Website: www.foma.co.nz

ISBN: 0-478-26064-4

Te Puni Kaokiri

Te Puni Kokiri

143 Lambton Quay

P O Box 3943
Wellington, New Zealand
Phone: +64 4 922 6000
Fax: +64 4 922 6290
Website: www.tpk.co.nz

© Ministry of Maori Development and Federation of Maori Authorities Inc.



HEl WHAKATINANA | TE TURUA PO 2004

Foreword

E ngd mana, e nga reo, e rau rangatira ma o ngd hau e wha ténei te mihi atu ki a koutou katoa.

This is the second series of case studies on Maori organisations. The first series, Hei Whakatinana i te Tiirua
Po: Business Success and Maori Organisational Governance Management Study, was an initial testing of the
waters. It showed Maori and Pakeha alike, that Maori are significant and successful players across a
range of industries. This second report explores in more depth the reasons behind the success of Maori

organisations.

The ten organisations that have been highlighted in this current series of case studies again are successful in
their own right. Each is a serious business; most contending with the ups and downs of the global economy
and the management and governance issues generic to all companies with shareholders. However, it also
highlights some of the other nuances of organisations operating under the unique laws and lores of Maori
land.

I thank each of the ten organisations and their boards for being frank about their governance arrangements.
I believe that this is a very real way to show leadership in an area which is complex and requires long term
commitment. I trust that each has benefited from involvement in the study in some way, and commend the
researchers and writers for bringing this information to life. I also acknowledge the Federation of Maori

Authorities for contributing to this step in promoting Maori success.

Leith Comer
Chief Executive
Te Puni Kokiri
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Preface

E ngd mana, e nga reo, e nga karangatanga maha,

tena koutou, tena koutou, tena koutou katoa.

E nga mate — haere, haere, haere.

I roto i te ripoata e whai ake nei i puta ake étahi o nga korero i te ao Mdori.

It is important that the Maori perspective is taken into account when Maori governance and management
policy issues are being considered. Te Puni Kokiri accordingly commissioned this to provide insights
into the governance and management of successful Maori owned businesses as part of its wider work on

governance.

The research involved the development of a survey and interviews most of which were conducted ‘kanohi
ki te kanohi” with a sample of ten Maori businesses. The participants interviewed govern or manage
organisations involved in a broad spectrum of industry activities including tourism, health, education,
seafood, primary resources and property. The organisations interviewed are structured under legislation
such as Te Ture Whenua Maori, Companies Act, Statutory Body, Charitable Trusts Act, providing diversity
and differing scale of shareholder equity for research.

The report identifies key principles that can be further explored for better recognising current Maori
perspectives on governance and management, and facilitating more effective education and training

programmes for governance self improvement.

This research builds on the long term commitment that the Federation of Maori Authorities (FOMA) has
made to improve governance and management practice and will provide useful input into the development
of policy to better meet the needs of Maori and their organisations. It is also intended that Maori

organisations can draw on these case studies to build their own governance capacity.

Document Context

It is important to note that these case studies are prepared to reflect how these organisations say they
conduct their business. Great effort has been made to retain the context and honesty of the information
supplied. Editing has been undertaken and feedback from the organisations incorporated; the aim has been

to preserve the richness of information and anonymity of the people involved.

Document Format

This document is presented in the following format:
e Executive Summary

e Recommendations

e Ten Case Studies

e Appendices

This research contains three Appendices:

e Appendix One outlines a governance skills matrix: Te Pou Apaarangi and provides five examples from
the case studies in this publication;

e Appendix Two provides summary information from all ten case studies under the key governance and
operational components — this information enables a comparitive analysis;

e Appendix Three details the case study questions used as the framework for this research.

~3 -
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Project Overview

This report was commissioned by Te Puni Kokiri to provide insight into Maori collective organisational
policies and practices that are used for decision making, particularly at the governance level. The report is
in the form of ten case studies, providing information on the business, governance, management, policies

and organisational structure of ten organisations.

The Federation of Maori Authorities (FOMA) has undertaken the research and writing of this report.
A number of organisations were approached to seek their participation in this project, and the ten
organisations are a mix of larger and smaller organisations predominantly constituted under Te Ture
Whenua Maori Act 1993.

Drawing on interviews and input from these ten organisations, most of the case studies also include an

analysis of financial information and findings from the governance skills matrix survey'.
Rationale for the study

In early 2003 Te Puni Kokiri (Ministry of Maori Development) and the New Zealand Institute Economic
Research (NZIER) released Miori Economic Development Te Ohanga Whanaketanga Maori on the Maori
economy and its contribution to the New Zealand economy. This study provided a general insight into the

economy and types of enterprises owned and operated by Maori.

Later in 2003 Hei Whakatinana i te Tiivua P6 was published. This report was commissioned by Te Puni Kokiri

and written by FOMA. It sought to explore in more depth, using case studies, the key drivers of successful

Maori organisations. The idea was to develop a report that could be used to:

1. assist Maori in the planning, preparation and mentoring of their businesses to become successful
industry leaders;

2. provide insight into governance, management and entrepreneurship and some characteristics of
successful Maori organisations;

3. demystify, balance or break stereotypical assumptions held by a large portion of New Zealand'’s

population on ‘what and how’ Maori are involved in business.

He mahi, Hi ritenga Hei Whakatinana i te Tiirua P0 is a second series of case studies following on from the Hei
Whakatinana i te Tiirua Po. It again seeks to provide more in-depth information on organisational forms and
practices. However, this time it focuses more on governance decision making processes and is intended to
show how Maori entities go about making investment decisions or bring about a change in direction or a

change in policy.

The report is also intended to give an insight into why policies and procedures are important to the
operations of the organisations and how they provide accountability and ways to measure performance and
ensure good practice is followed. Lastly the report recommends the development and implementation of a

programme to assist organisations increase productivity, value and opportunities.

'Te Pou Apaarangi Skills matrix survey, introduced in the report Hei Whakatinana i te Tarua Po
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Executive Summary

The case studies provide a number of insights into the approach used for guiding decision making. The
business environments of the organisations are varied. The predominant areas of business are agriculture,
horticulture and forestry. However there is also evidence of investment diversification occurring within

many of the organisations with the majority of organisations indicating the need to increase diversification.

All ten participating organisations discuss strategic planning. Of these, eight organisations have strategic

plans in place and two organisations have had strategic plans in a draft form for more than one year.

Performance measurement and the review of strategic plans is varied with some being reviewed annually,
others 3-5 yearly and, in two cases, on an ad-hoc basis. Less than half of the organisations illustrate a link

between their strategic plan and their annual business plans.

Formal business planning is undertaken by all but one of the organisations. However in some instances
business planning is implemented through budgeting and budget management. The organisations that
linked strategic and business planning tended to have more detailed measurement and evaluation of
performance. All organisations had their business plans and budgets subject to final approval by the

board/trustees.

In terms of investment and due diligence, the majority of the organisations had no formal due diligence
policy. Primarily the process commenced with an internal feasibility study undertaken on an investment
opportunity. If an opportunity met the risk and return rate criteria, a full due diligence report would be

commissioned through an external professional.

There are two key themes associated with risk management. Firstly, there was little evidence that risk was
being identified and mitigated at the governance level. Secondly, the focus of risk management was at an

operational level.

Policy with regard to conflict of interest was in most cases informal. Generally board/trustees declared
their interests, participated in discussion and, if required, abstained from voting. Only two organisations

had formal Conflict of Interest registers.

Board size ranged from five to fifteen members. All were structured with sub-committees. The election
process was generally on a three-year rotational basis with a clear desire to shift from ‘whanau-based’ to
‘skill-based’ representation. This was reinforced with the fact that most of the organisations now require
candidates to provide formal profiles prior to election. Three organisations indicated a form of succession

planning or a desire to implement succession planning.

Communication with shareholders was undertaken in a variety of ways. This ranged from informal
discussions where board members kept whanau up to date personally, through to formal presentations at
Annual General Meetings, newsletters, emails and websites. The organisations indicated that technology
was significantly improving communication, particularly as shareholders are often geographically

dispersed.

- 10 -
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The structure of organisations incorporated chief executives, general managers and farm/forestry managers
to undertake the operational aspects of the business. In terms of measuring performance all organisations
indicated the use of standard financial reporting and most organisations used external consultants for
financial, administrative and other expert advisory services to augment management. The majority of

organisations also measured social, cultural and environmental factors to varying degrees.

Recommendation

Consideration should be given to strengthening and reinforcing planning and governance.

This should provide both immediate and mid term benefits and should ultimately increase the value of
the organisation. Moreover, this should address two elements. Firstly, it should be sustainable and tied
to evaluation to look for productivity and innovation improvements. Secondly, it should be designed for

businesses that are already in business.

A programme should be relevant and practical and cover the following:

1. Development and alignment of a Strategic Plan with:
i annual business planning;
ii investment/divestment and diversification planning;
iii performance monitoring;
iv stakeholder management;
v communication and information technology; and

vi risk management.

2. Development of a Governance Plan to enable:
i role clarification;
ii  accountability charter;
iii sub-committee terms of reference;
iv organisation policies;
v liabilities and responsibilities;
vi succession and mentoring; and

vii training programmes.

This research contains three Appendices. Appendix one outlines Te Pou Apaarangi Skills Matrix and
provides five examples from the case studies in this publication. Appendix two provides summary
information from all ten case studies under key governance operational components. Appendix three

details the case study questions used as the framework for this research.

- 11 -
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Whangara BS Incorporation

Background

Whangara B5 Incorporation was established in the 1930s as a result of the land consolidation schemes that
were initiated by Sir Apirana Ngata. The land consolidation scheme was an initiative where scattered pieces

of land were consolidated into one single unit for the purpose of forming an economic farm.

Whangara B5 is located 30 km north of Gisborne and has 686 shareholders. The core business of the
Incorporation is in sheep and beef farming. Other business interests are sand mining, forestry, a stud ranch
(goats) and hay sales. The total landholding is 2600 ha most of which is farmed and some of which is leased.

The Incorporation’s asset base is approximately $11 million.

The Incorporation has seven committee members and a Secretary; this body is referred to as the Committee
of Management. The Incorporation has two sub-committees; education and housing. A farm manager

is employed to manage their farms and there are five employees under the farm manager. Overall the
Incorporation has six full time workers, four casuals and several seasonal workers, such as shearers who are

employed twice a year.

The Incorporation has no joint venture partnerships, subsidiary companies or associate companies.

However, it is currently investigating a farming partnership with Pakarae Maori Farming Incorporations.
Governance Decision Making Processes

The Incorporation commenced strategic planning nine years ago, and has a current three year strategic plan
that is reviewed annually. The strategic plan takes a long term view of the farming businesses and other
business projects including a sand mining operation, tourism, horticulture and property investments and

buying into the local infrastructure of the Gisborne District Council.

The Incorporation’s financial year runs from April to March. Annual planning for the farms is done by the
farm manager who consults with the secretary. The plan is then taken to the Committee of Management for

approval.

One of the objectives in the Incorporation’s strategic plan is to increase the asset base. The Incorporation
has a benchmark minimum return on investment of 10%. A full due diligence is undertaken for all large
investments and all investment decisions must be approved by the whole Committee of Management. A
full due diligence process is not undertaken unless the investment fits within the Incorporation’s strategic

plan.

The Incorporation has extensive risk management policies for different aspects of its farming operations.
Separating the operations of the two farms is one way it manages risk. For example, this allows the

Incorporation to operate at one farm even if the other farm were quarantined.
The Incorporation does not have a conflict of interest register. Due to the close knit nature of members it

is considered their interests are well known. Conflicts arising in relation to whanau applying for grants are

dealt with by members abstaining from voting.

— 14 -
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Key changes in governance practices for the Incorporation have been:

* Developing a long term strategic plan with annual business plans
e Increasing the asset base — acquisition of two substantial property investments
¢ Establishing sub-committees

e Delegating authority — to sub-committees and the farm manager
Operational Practice

The Incorporation benchmarks itself against farming industry practice. Its farming operations comply with
the health and safety requirements set out under the health and safety legislation. The farm uses an OSH

consultant to consult on these practices.

To maintain best practice, in 2003 the Incorporation entered the Maori Farmer of the Year Award.

Committee of Management members also attend Federated Farmers meetings regularly.
Accountability to Shareholders

The Incorporation reports to shareholders at the AGM by reporting against the goals in the strategy and
annual business plans. The Incorporation also organises field days at the farm for the shareholders to

attend. Shareholders also have access to the share register.

The Incorporation consults with shareholders on all important issues. For example, the Incorporation is
considering undertaking a feasibility study on a partnership with another organisation but will seek the

approval from the shareholders before making decisions.
Performance Reporting

The Incorporation undertakes the standard reporting mechanisms to measure financial performance, such
as equity /debt ratios or return on investment. The Incorporation takes the initiative and reports against
social and cultural performance, mainly in the form of grants such as:

* Education grants

e Kaumatua grants

® Marae development grants

e Church grants

e Tangi grants

The Incorporation also reports on wider social, cultural and environmental activities. For example, the

Incorporation invested $90,000 in erecting a wall around the urupa to preserve this area.
Environmental initiatives that the Incorporation has undertaken include planting trees on the property
to prevent slippages, using goats for weed control and minimising the use of sprays. For obvious
environmental reasons the Incorporation has also fenced off an area of native bush on its land.

Board Performance Review

The Incorporation does not have a formal review process. It is also something that is not likely to happen

in the foreseeable future. A particular factor is that some committee members perceive themselves as being

- 15 =
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there on behalf of their whanau and not as an individual subject to broader scrutiny.
Engaging with Shareholders and Stakeholders

Communication with shareholders primarily occurs at the AGM although the farm manager does
communicate with stakeholders and shareholders regarding farm issues, and the chairperson and secretary

take responsibility for communication of all other issues.
Elections

The Incorporation uses a three year staggered rotational system for electing committee members. It has
not amended the constitution to change the nomination close off date which remains two days prior to the

elections.

The Incorporation has unsuccessfully sought to amend its constitution to give it the ability to co-opt on
a younger person as part of a strategy to build in succession and to add new skills and dynamics to the
committee. The Incorporation also finds that it receives more proxy votes than votes from those present on
the day of elections. This is something that it may address in the future. The Incorporation has also sought

agreement for candidates to submit profiles for the elections.
Operational Processes

The Incorporation recognises the difference between governance and management. It does not have a
CEO, although its business activities, which are mainly in farming, are managed by a farm manager. The
decisions made at the sub-committee level are recommended and go back to the Committee of Management

for final approval.
The farm manager has authority to spend money within budget limitations in accordance with the agreed
annual business plan. The farm manager can also shift funds within the budget but all major decisions are

brought to the Committee of Management for final approval.

The farm manager attends Committee of Management meetings every two months. Outside the bi-monthly

meetings, the farm manager will discuss any management issues with the chairperson and/or secretary.

The Incorporation’s employment policy is to employ the ‘best person for the job’. Management performance

reviews are annual and reviewed against the financial results of the farm.

The Incorporation’s farm operational policies are continually reviewed and changed to fit the conditions.

These policies are based on practice as opposed to being formally documented.
People

The chairperson and secretary regard the five Committee of Management members as an optimum number

for the governance role.

The Incorporation encourages committee members to attend governance training workshops and

conferences.

- 16 -
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Financial Analysis

Actual 1999 Actual 2003
Revenue 1,146,679 1,937,693
Operating surplus before tax 309,108 862,580
Net Surplus (NPAT) 259,158 730,357
Average Total Assets 8,316,776 11,234,380
Average Shareholders’ funds 7,532,038 11,006,897
Profitahility
Operating Surplus (%) 26.96% 44.52%
Return on average equity after tax (%) 3.44% 6.64%
Return on assets (EBIT)/average total assets) (%) 3.72% 1.68%
Liquidity and Efficiency
Current Ratio 6.01 17.70
Quick Ratio (equity ratio) 0.62 6.89
Financial Leverage
Debt to average equity (%) 3.86% 15.67%
Gearing (%) 7.24% 1.63%
Proprietorship (%) 92.76% 98.37%

- 17 -
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Whakatohea Maori Trust Board

Background

The Whakatohea Maori Trust Board was established in 1952 to administer funds then held by the Maori
Trustee as compensation for ‘land confiscation’. The Trust Board is governed by the Maori Trust Boards Act

1955 and has approximately 9000 beneficiaries on its roll.

The Trust Board’s total landholdings are approximately 250 hectares. Since its establishment the most
significant investment made by the Trust Board has been dairy farms on the Waioweka flats, totalling about
190 hectares. Dairy farming is the Trust Board’s core business. It also has business interests in horticulture,
health and education. The Trust Board is also developing its interests in the aquaculture sector. As one of Te
Ohu Kai Moana fisheries recipients, the Trust Board will also have future interests in the fishing industry.
There are six hapii in the Whakatohea rohe, each hapii has two representatives on the Trust Board. These
twelve make up the Trust Board. The Trust Board also has a Board secretary — a position that is confirmed
by the Minister of Maori Affairs.

The Trust Board has established an executive committee of seven Board members. The executive committee
governs five separate entities. These are in the areas of investments, dairy farming, horticulture, fisheries
and social and health services. The dairy farms have an independent advisor who reports directly to the

executive committee on a monthly basis.

The Trust Board has a number of joint ventures, notably it is a partner in Eastern Seafarms Ltd. The joint
venture is between the Trust Board, Tasman Mussels and New Zealand Sea Farms Ltd. It also has joint
ventures with a local packhouse, Opotiki Packaging and Cool Storage (OPAC), a forestry investment
located in Tolaga Bay called Waiteata Forestry Partnership and a joint venture dairy unit, Te Waiti Trust.
The Board has a subsidiary company, Te Wheke Atawhai Ltd incorporating Whakatohea Health Centre and
Whakatohea Iwi Social & Health Services, Te Aria Toka Family Service Centre and early childhood pre-

school.

The Trust Board is a major employer in the district. It employs approximately 64 people across all its

activities.
Governance Decision Making Processes

The Trust Board’s current strategic plan is in draft. The strategic plan is concurrent with the Trust Board’s
internal restructuring model. It is envisaged that this plan will be for 3-5 years. The strategic plan was

developed by key people within the organisation and in consultation with Board members.

Each entity provides its annual plan and budgets by June every year. The Trust Board is also required
under the Maori Trust Boards Act 1955 to produce a full set of accounts. The Trust’s financial year runs
from June to July and all budgets and annual plans are required to be done before the end of the financial
year. Each entity submits its budgets to the executive committee for approval. The reason why the plans
and budgets are approved by the executive committee is because the Board only meets quarterly. The
executive committee is an interim measure and has allowed for more effective governance of the Board’s

business. Full Board meetings are provided with comprehensive reports on all of the activities.

- 18 -
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The Trust Board’s major investment decisions were made over 20 years ago with the expansion of the dairy

farms. The more recent decisions relate to the joint venture investments.

The process for making investment decisions is that an investment opportunity is firstly brought to the table
for discussion. The Trust Board then approves whether a full due diligence process is to be undertaken.

Once the process is undertaken the analysis comes back to the Trust Board for final approval.

The Trust Board used various consultants and experts in undertaking the due diligence process on the joint
ventures, particularly on the aquaculture venture. The Trust Board went to Blenheim for an aquaculture

seminar and to see first hand the mussel farms there. Because the aquaculture industry was a new business
activity of the Trust Board, the Trust Board consulted with iwi and hapt. Ninety percent of hapii agreed to
the investment. Although it is not a legal requirement for the Trust Board to consult with iwi and hapt, the

Board felt it was important given the nature of the investment.

The Trust Board has yet to formalise a policy on due diligence but has adopted a prudent practice as

illustrated above. The Trust Board uses the equity to debt ratio for benchmarking investments.

Managing risk at a governance level is a relatively new concept to the Trust Board. Although the health
and social services, Private Training Enterprise (PTE) and farms have their own risk management policies,
the Trust Board is now aware of the need to have a central risk management policy for the whole Trust
Board. The secretary is required to identify risks and make recommendations to the Trust Board on ways to

mitigate those risks.

The Trust Board does have a conflict of interest policy and members must disclose any conflict of
interest. However, there is not a conflict of interest register. Board members have trustee and fiduciary
responsibilities to ensure that the assets of the Board are not put at risk. The Minister of Maori Affairs has
the power to remove a Board member if particular actions compromise the specific sections of the Maori
Trust Boards Act 1955.

In 1996 following a review, the Trust Board changed the method for the election process from tikanga-
based to the formal systems of the Maori Trust Boards Act 1955. This has resulted in a change in philosophy

regarding representation.
Operational Practice

The Trust Board endeavours to maintain best practice throughout its business interests. The Trust
Board farms have a farm consultant for advice. The health and social services operations maintain a best
practice philosophy for accreditation, and the private training establishments are subject to New Zealand

Qualification Authority audits.
Accountability to Shareholders
The Trust Board members are responsible for reporting back to their hapti. However, this is often difficult

as 80% of the beneficiaries reside outside the area. The Trust Board does not send out newsletters due to the

costs associated with 6000-8000 newsletters.

- 19 -
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The Trust Board has recently established a website which fulfils two purposes: first to inform and update
Whakatohea on the activities of the Board, and second, to inform individuals on the efforts to resolve the

raupatu claims.

The Trust Board is still in the process of building its database and welcomes the “Tuhono” — Maori

Registration Service initiative — as it will provide the Trust Board with more contact information.
Performance Reporting

Standard financial reporting is used for performance reporting. In terms of farming, the Trust Board also

reviews the monthly returns provided by Fonterra to report on the economic performance of the farms.

The health and social services and PTE contracts require outputs that are measurable, as stipulated by
government funding agencies. Additional to these accountability aspects, the Trust Board needs to translate
economic performance into real benefits for Whakatohea. The Board does not have shareholders and

does not make dividends. However, the Board is a Charitable Trust and is required to make substantial
charitable grants. Therefore, grants are available to those of Whakatohea descent for sporting, educational,

marae and other cultural activities (eg kapahaka groups).
Board Performance Review

The Trust Board’s performance is only judged against its financial performance. However, the Board is

looking at putting in place a formal policy to review its performance as a collective.
Engaging with Shareholders and Stakeholders

The Trust Board has a good relationship with regional bodies. The chairperson or the secretary have the

most immediate relationship with stakeholders and are usually the ones to represent the Trust Board.
Elections

The Trust Board follows the formal process as prescribed under the Maori Trust Boards Act 1955. It costs
the Trust Board approximately $15,000 for each election. The Act requires an independent group to organise
the election. The Trust Board believes the Act is too pedantic. For example, it requires a different colour
voting form for each hapti. Also it can take up to six months to resolve any objections that arise from the
election process. Although providing a profile or curriculum vitae is not a requirement for nominees, it is

a practice that the Board adheres to. This information is sent out with the voting forms. The ultimate aim is
to exit the Maori Trust Boards Act regime following raupatu settlement and to establish a new organisation

under Whakatohea legislation.

Operational Processes

The Whakatohea Trust Board recognises the different roles of governance and management. In an effort to
aid governors’ understanding of their role the Trust Board has organised governance workshops for Board

members in the past.

The Trust Board employs the Board secretary on a full-time basis to manage the office and work on risk

management issues. The secretary’s contract is reviewed annually by the executive committee.
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The Trust Board’s employment policy is to employ the best person for the job and it follows standard
procedures for employing people, including advertising the position and having a panel to conduct

interviews.

Managers within the Trust have authority for financial expenditure within a limit and according to the
budget, although ultimately the budget is controlled by the financial manager. The secretary usually
monitors the signing of cheques and any expenditure outside of the budget must go to the financial

manager and must meet certain criteria. The executive committee monitors any extraordinary expenditure.

The majority of management issues are dealt with through the executive committee. The executive
committee meets monthly and receives monthly reports and deals with them as required. Managers and
advisors provide the required reports as part of their management responsibilities. All managers’ contracts

are reviewed annually.

All operational policies are reviewed regularly. Reviews for the health, social and education services are
contractual requirements and are therefore highly regulated. Extensive mechanisms are put in place and

issues arising as a result of the reviews are addressed accordingly by the Trust Board.

Any conflict of interest arising between management and governance is dealt with by the executive

committee.
People

The twelve people elected as Board members is considered an appropriate number for representing the

Whakatohea rohe. However, the secretary believes any more Board members would be too cumbersome.
The Trust Board has a formal policy requiring new Board members to undergo training at the beginning of

their terms. In the past there was not such a need for Board member training because they had long serving

Board members.
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Pakirarahi No.2 Trust

Background

Pakirarahi No.2 Trust is located in the Hauraki area. It was created in 1977 as an Ahu Whenua Trust
(previously known as 5.438 Trust under the Maori Affairs Act 1953). The Trust had 287 owners and the land

was held in seven separate land blocks.

In 2002 the Trust had 506 owners and all land held by the Trust was amalgamated into one title. The
landholding totals 610 hectares and is all Maori freehold land.

The Trust’s core business activity is in mineral development (gold), native timber recovery (kauri) and
commercial investments (property and shares). The Trust has five trustees and three subcommittees for
education, forestry and minerals. The trustees make up the subcommittees with some trustees covering two

committees.

Overall the Trust retains an administrator on a part-time basis, a forestry supervisor and a geologist. The
Trust also uses the services of chartered accountants who act as financial advisors and Whenua Kete Ltd is

used for secretarial and administration services.

The Trust employs a forestry supervisor who measures the timber and supervises any contractors. This
operation is separate from the Trust and is on a royalty basis whereby the Trust is paid for stumpage. The
Trust has considered having a joint venture relationship instead, but this would require management time
from the trustees (since the work is not sufficient to employ someone fulltime), and would potentially

confuse the roles of management and governance.

Timber covers 80% of the Trust’s land block. The process of recovering kauri involves recovering the trees
(stumps/trunks) that have been felled and left in the forest (some as a result of a massive wind storm
hundreds of years ago, and others as a result of logging in the early 1900s). The Trust does not allow milling

of live trees on the block.

Over the years the Pakirarahi No.2 Trust has had multinational mining companies as joint venture partners.
At present it is negotiating with a potential joint venture partner. The Trust also has a consultant geologist

retained on a permanent basis.
Governance Decision Making Processes

Formulating the Trust’s initial strategic plan involved the trustees and a consultant having workshops. The
plan was then taken to the AGM for input. Some modifications were made and the plan was then signed

off. This initial strategic plan set the platform and the Trust has worked off this plan ever since.

The Trust’s current strategic plan runs from 2003-2005. The plan is reviewed every three years so that the
Trust can be more flexible in its business activities. The Trust also wanted owners to formally measure the
trustees’ performance on a regular basis. Although the Plan is reviewed every three years, longer term

horizons are documented in the strategy.

Once the trustees modify the plan, the plan is sent out to all owners before the AGM and is then approved
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by the owners at the AGM. The basic strategy has remained the same; there have been few fundamental

changes made in the last two strategic plans.

The annual business plan is derived from the strategic plan. The Trust’s financial year runs from April to
March. In September the Trust reports on the previous financial year as the accounts have by then been
audited. In February the annual business plan and budgets for the following financial year are approved.

This coincides with the renewal of the timber contract.

Any trustee can bring investment opportunities to the Trust. Usually such opportunities are ‘spotted’
through the FOMA network, Lake Taupo Forest Funds, other trusts (eg Taharoa C) or various other
channels. The Trust has a policy about the proportion of assets that can go in different business activities.
The trustees on the investment subcommittee decide whether the investment complies with the strategic

plan.

Once this is completed a cost benefit analysis is undertaken and all information is taken back to the trustees
where they approve a full due diligence process to be undertaken. This process is undertaken by an
independent professional. Once this is completed it goes back to the trustees for final approval. The trustees

do not need to go back to owners as provisions for investments are made in the strategic plan.

The Trust uses policies to mitigate risks. For example, in forestry operations the Trust requires public
liability insurance for any licence, and for investments the Trust has a policy that investments must have a
debt to equity ratio of 70:30.

The Trust does not have a conflict of interest register. However all conflicts of interest are declared at

the meetings and are documented. If there is a conflict the trustee usually leaves the room unless the
particular trustee is required to participate in the discussion. Examples include approving education grants,
discussing a possible investment where a trustee is a business partner in the investment or a director of

a competing company. In such cases the particular trustee would be absent from the decision making
process. However, in one particular case the trustee was asked to participate in the discussion to provide

information before the other trustees made the decision.

The major changes or milestones the Trust has achieved since its inception are:

® Reducing the number of trustees

¢ Changing the philosophy of representation — from whanau-based representation to skills-based
representation

¢ Amalgamation of blocks and consolidation of an owners list

¢ Adoption of a strategic planning approach

e Amendment to the Trust Order to give wide powers of investment and business activities compared to

the original narrow mineral focus
Operational Practice
Pakirarahi No 2 Trust is continually reviewing its strategic plan looking at generic issues on governance.
The Board also talks informally with other Maori trusts and professional directors about what they are

doing in the way of good governance practices.

The Trust strives for all business affairs to be managed prudently and according to best practice. The Trust

ensures that all channels of communication are honest and transparent.
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Best practice is also provided for in the values that underpin the Trust’s role as kaitiaki. As kaitiaki they will

always ensure that best practices are adhered to in the use of their land.
Accountability to Shareholders

The financial accounts are available for owners to peruse. The Trust also sends out a mid-year newsletter

and an AGM is held in the last quarter of the year.
Performance Reporting

Apart from financial reporting, the Trust undertakes various activities that it can report against. The Trust
distributes education grants to owners or descendents of owners and koha kauri timber to marae for

cultural purposes (pouwhenua, poupou etc).

The Trust manages all activities consistent with kaitiakitanga practices. Kaitiakitanga values are recognised

by the Trust and are practised accordingly.
Board Performance Review

The Trust has not adopted any formal practice for reviewing the Board as a collective or as individuals but
would not oppose such an idea. The financial performance of the Trust is seen as a reflection of the Board’s

collective performance.
Engaging with Shareholders and Stakeholders

The Trust engages with shareholders through newsletters and at the AGM. The trustees themselves will

engage with stakeholders, the chairperson in particular, engages with stakeholders on political issues.
Elections

Elections are not undertaken by rotation but come about because trustees resign or owners express
their dissatisfaction with particular trustees. An election has yet to be held because of the latter reason.
People are nominated and are asked to provide a curriculum vitae or profile. The candidates then present

themselves at the AGM and voting is carried out by secret ballot.
Operational Processes

As stated above, the Trust has a forestry supervisor and a consultant geologist. On the administrative side
of the business, all accounting functions are contracted to an accounting firm and the administrative and
secretarial services are also contracted out to a specialist firm. The Trust’s limited land based activities
means that there is not a lot of management involved and hence the Trust does not have a Trust manager or

CEO. However, the employment policy is to employ the best person for the job.

The Trust has not delegated any authority for capital expenditure. All expenditure is monitored through

the accounting system. Each manager (including the geologist and timber contractor) reports at every Board
meeting. If a matter of conflict arises with management, a member of the relevant subcommittee liaises with
the manager and then reports back to the subcommittee and the subcommittee will make recommendations

to the trustees. The final decision is made by all trustees.
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All contracts are reviewed annually or when a contract is up for renewal. However, if the need arises to
cancel a contract, the Trust will execute this. In the past the Trust Board has cancelled a contract because of

misappropriation of timber and poor performance against the contract.

Although the Trust does not have an operations manual, all policies are documented in the minutes.
Operational policies have culminated from practice and experience. The operations policies are constantly

reviewed.
People

Before the land was amalgamated, the Trust had seven trustees: a representative for each whanau block.
On one occasion there were three nominations for the one whanau block and it was decided that 10 trustees
would be elected. They passed a resolution and the necessary amendment was made to their constitution.
However, once the land was amalgamated into one block, the philosophy behind representation changed
from whanau based to skills-based representation. The owners elect trustees with various skills. The Trust

tries to have trustees with the following skills:

¢ Knowledge of tikanga, kaumatua
e Commercial, business and industry skills

* Gender and age balance

Over the years the number of trustees has slowly reduced often due to trustees retiring or passing away, or
to reduce overheads. There are currently five trustees. Although the chairperson believes there is potential
to have one more trustee, he also believes that this is an optimum number for the time being, as no mining
activity is being undertaken. The chairperson also has a casting vote in a deadlock situation. However,
over 25 years “95% of decisions have been by consensus”. If trustees get into an entrenched position on a

particular decision, the issue is often carried over to a second meeting.

The Trust has no formal policy for professional development of trustees. Training is provided on an ‘as
needed basis’. The trustees attend various industry conferences, particularly the FOMA conference. All

trustees also have the opportunity to do the Institute of Directors course.
The Trust also has a ‘buddy’ system where an owner can ‘buddy’ with a trustee which enables the owner

to attend meetings. Although the concept has been approved in principle it is yet to be realised but is

something the Trust hopes will eventuate in the future.
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Financial Analysis

The basic approach to assets is that an asset should be recognised only when it is possible that the service
potential or future economic benefits embodied in the assets will eventuate; and the asset possesses a cost
or other value that can be measured reliably. Accordingly, the Trust reports on the activity and possible
value of the mineral rights. Negotiations on minerals are taking place and the trustees expect shortly to
make a decision on the mineral rights and value them accordingly. If the value of the minerals reaches

expectations, then the Trust could possibly become one of the largest FOMA members.

Actual 1999 Actual 2003
Revenue 102,242 43,138
Operating surplus before tax 30,233 -953
Net Surplus (NPAT) 34,137 2,872
Average Total Assets 558,346 587,281
Average Shareholders’ funds 498,339 542,539
Profitability
Operating Surplus (%) 29.57% -2.21%
Return on average equity after tax (%) 6.85% 0.53%
Return on assets (EBIT)/average total assets) (%) 5.41% -0.16%
Liquidity and Efficiency
Current Ratio 0.71 6.00
Quick Ratio (equity ratio) 0.71 6.00
Financial Leverage
Debt to average equity (%) 58.35% 317.81%
Gearing (%) 12.20% 6.00%
Proprietorship (%) 87.80% 94.00%
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Ngati Rarua Atiawa Iwi Trust

Background

The Ngati Rarua Atiawa Trust is a statutory Trust which was created under the Ngati Rarua Atiawa
(NRAIT) Empowering Act 1993. This Act was created by a Private Members Bill sponsored by Hon Doug
Kidd.

In 1853, land originally owned by Ngati Rarua and Atiawa Iwi, were subject to Crown grants made to the
then Bishop of New Zealand for the purposes of establishing a school. No school was ever erected on these

lands but a school operated intermittently supported by income earned from the land.

The NRAIT Empowering Act 1993 gave effect to the resolution made by the Nelson Diocesan Synod of
the Anglican Church to vest the assets for the Whakarewa School Trust Board in a Charitable Trust for the

descendents of the original Maori owners.

The Bill was crafted by the body of owners for charitable purposes and in such a way that the terms of the
Charitable Trust were broader than the Trust objects contained in the Anglican Church Trust Act 1981.

The Trust has 2000 registered owners who are the direct descendents of the original owners. The Trust
consists of owners from three hapii (two hapt from Ngati Rarua and one hapt from Atiawa). The Trust
is therefore hapt-based and the assets are owned communally and not with shareholdings (unlike, for

example, Wakatu Inc where the owners have defined beneficial interests).

The Trust’s core business activity is land management. It has interests in horticulture, pastoral operations

and leasing land. Since its inception the Trust’s primary objective has been to diversify its assets.

The size of the landholding is over 1200 acres, including land in interests across companies and associate

interests. The Trust has approximately $25-30 million worth of assets under its management.

The Board consists of eight trustees. Three years ago the Trust was divided into two divisions. The business
plan identified the need to divide the social and cultural functions from the commercial functions. Koru

Investments is the commercial division of the Trust. Social Co focuses on the social and cultural functions of
the Trust. These two divisions have separate agendas and the recommendations from each meeting go back
to the whole Trust. The Board has been split in half to work on these two aspects; although non-trustees can

be invited onto the social and cultural committee.

The Trust has several associate companies or subsidiaries which are operated as joint ventures with

shareholder agreements (see below) and has approximately 60 staff across all its businesses.

e Viticulture — 33% share in the following companies: Tohu Wines, Tohu Vineyards and Marlborough
Rootstock (Vine Nursery Company)

e Horticulture — 50% share in Abel Tasman Fruit (infrastructure support and packhouse), 51% share in
Golden Bay Fruit (an international marketing company) and 33% share in Estuary Pack and Coolstore
(coolstore and domestic markets)

e Seafood — 50% share in Abel Tasman Seafoods (mussel farming company), 50% in Sea Products (mussel

processing factory) and 50% in Mussel Extracts (biotech company)
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Governance Decision Making Processes

The Trust’s strategic direction is documented in hard copy form and is subject to review annually. The

strategic direction is forecasted for five years. The Trust’s financial year is the same as the calendar year.

Mid-way through the year the Trust reviews the overall strategy and tests the ‘current thinking’ of the
Board. The primary objectives of the Trust are to diversify its asset base, improve returns, even out volatility
of returns, and grow and maintain its social and cultural development programmes. At the mid-year
planning session the trustees do not debate the financial figures, but instead take a strategic approach

looking at the ‘big picture’. The annual business plan is not signed off until the end of the year.

The strategy ‘mix’ is not changed annually and changes are only made if the Trust wants to exit from a
particular strategy. For example, two years ago the Trust strategically positioned itself to invest in tourism.

It then set out to secure a comprehensive package of Department of Conservation concessions.

The annual business plan flows out of the strategic review. The general manager consolidates all business
plans and each manager (of each business sector) is able to debate their plan with the general manager. The

plan and draft budget is then referred back to the Trust in December.

All investment decisions are predicated on an opportunity considered against the strategic plan. This is

intended as a filtering mechanism. Anyone can bring an investment opportunity for consideration.

Due diligence is undertaken if an investment fits within the context of the strategic plan, is seen to add
value to the whole organisation and meets the 10% minimum rate of return on investment. If it is a business
acquisition a full due diligence process is undertaken (legal and financial). Once the due diligence process
is undertaken a comprehensive paper is put to the Board for consideration. The trustees make the final

decision.

Managing risk is the main responsibility of the trustees. The business activities could be considered a high
risk because of the exposure to climate and export markets and so the asset mix, type of activity and the
level of risk are constant factors that are monitored. The Trust has a risk management policy that operates
at two levels. The first is the operational and governance matters at the trust level and the second is the

operational matters at the business level. All matters are reported on and reported back to the trustees.

NRAIT has insurance covering all aspects of its business. However, the Trust has recently finished a review,
in partnership with Wakatu Inc, of its insurance policies. As a result it has one insurer where previously it

had a number of companies providing insurance cover.

The Trust has a conflict of interest register and all trustees are required to declare their interests on a regular

basis. If a trustee has a conflict of interest, that trustee can participate in the discussion but cannot vote.

The major change that has taken place since the Trust’s inception has been the evolution of the Trust’s
strategy from a passive investment focus to an active role managing businesses. For example, the Trust has
invested in the seafood industry, which is a complex industry requiring the trustees to have an active role.
Since the Trust’s inception other changes have been the establishment of two subcommittees (audit and

remuneration) and the employment of a general manager.
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Operational Practice

The Trust strives to be the best in the industry and focuses on best practice whether it is in governance or

management. Managers’ performances are benchmarked against the industry.

The level of the skill and knowledge of trustees has grown since the creation of the Trust. If the Trust
requires development in a particular area, the opportunity for collective training is given - for example, in

risk management or improving governance practices.
Accountability to Shareholders

The NRAIT Empowering Act 1993 requires the Trust to hold two meetings of owners annually. The AGM
is held in April every year and presents the financial audited results of the year and an overview of the

performance of the Trust. The mid-year meeting is to update the owners on the Trust’s progress.

Other accountability and communication mechanisms the Trust has used are a webpage, email database

and quarterly newsletters.
Performance Reporting

The Trust recently undertook a research project which included conducting an extensive survey and focus
group hui on the social and cultural development of the owners. This project culminated in a social and
cultural plan. As a consequence the Trust is now prioritising its actions on a more ‘cultural” basis. It is also

in the process of employing a project manager to implement the plan.

The Trust’s economic performance is measured against the business plan and benchmarked against

industry best practice.

The Trust is very committed to implementing environmentally sustainable measures as part of its business.
The Trust has a restoration project on and off the land. It also has a wetland restoration plan and a waahi
tapu planting programme. In terms of industrial use of land, the Trust is a leader in protection of the land.
This can be seen in the spray programme, where the risk of spraying is assessed using computer based
information and on international standards, such that the sprays used 5-10 years ago are no longer used.

The focus of the spray programme is now on composting matter for the soil.

The Trust is also actively involved in water management at a district and regional level. It is also involved
in the marae resource management committee which includes Wakatu Inc, NRAIT and all iwi and marae in
the Nelson/Marlborough region. Some things the committee is involved in are monitoring land disturbance

and the active planting of native trees for tribal resources.
Board Performance Review

The trustees’ performance is reviewed by the chairperson. The Board, as a collective, reviews the Board’s

performance but has in the past been reviewed by a consultant.
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Engaging with Shareholders and Stakeholders

The general manager generally interfaces with stakeholders. Regionally-based industry issues are dealt
with by management. However, if issues are at a national level then the trustees will get involved, as it
is political and they are representing the views of the Trust. Usually it is the chairperson who will front

national issues.
Elections

Under the Trust’s constitution Ngati Rarua makes up 80% (six trustees) and Atiawa makes up 20%

(two trustees) of the trustees on the Board. The trustees are elected on a three year rotation system. All
nominations for trustees close three weeks prior to the AGM. All candidates are required to provide a
curriculum vitae or a profile. The candidates are also required to present themselves at the AGM. Voting is
done by ballot.

Operational Processes

The Trust recognises the difference between governance and management and gives direction to the

manager.

The Trust has a general manager who has an employment contract based on key performance indicators.
The contract includes a base salary with a performance component. The general manager is assessed against
achieving the goals in the business plan and the overall strategy. Management performance is reviewed

annually.

The Trust’s employment policy is ‘all things being equal employ the best person for the job’. Otherwise

preference is given firstly to owners, secondly to whanau and thirdly to Maori.

Authority is delegated to the manager to implement the business plan. Any expenditure outside the
business plan must be signed off by the trustees. Although the general manager has delegated authority,
there are many checks and balances in place for all expenditure. Trustees are able to check a schedule of
payments (three months in advance) which must be signed off by two trustees. The Trust has a direct credit

payments system and uses independent accountants.

The Trust has an operations policy manual which is considered a living document. Policies are always

evolving as it is sensitive to industry and customer changes.
People

The Trust has eight trustees. This is considered an optimum number by the chairperson, given the nature
of the Trust’s workload and the Board’s split between Koru Investments and Social Co. It also allows the

trustees to rotate between the two.

The Trust uses a democratic process to elect trustees. The chairperson delegates responsibility for portfolios.

This tends to mean that the quality of reporting is high as the trustees have to ‘front up’ to owners.

All trustees participate in the Institute of Director’s programme. Each trustee’s training needs are assessed.
Likewise, the whole Board’s training needs as a collective are also assessed. All trustees attend various

industry conferences and specific workshops (often in conjunction with Wakatu Inc).
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Financial Analysis

Actual 1999 Actual 2003
Revenue 3,131,045 3,513,056
Operating surplus before tax 572,197 -653,005
Net Surplus (NPAT) 572,197 -653,005
Average Total Assets 15,474,105 25,587,317
Average Shareholders’ funds 14,973,028 20,797,468
Profitability
Operating Surplus (%) 18.27% -18.59%
Return on average equity after tax (%) 3.82% -3.14%
Return on assets (EBIT)/average total assets) (%) 3.70% -2.55%
Liquidity and Efficiency
Current Ratio 14.81 2.05
Quick Ratio (equity ratio) 12.74 1.38
Financial Leverage
Debt to average equity (%) 1.94% 8.29%
Gearing (%) 0.44% 19.25%
Proprietorship (%) 99.56% 80.75%
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Te Uranga B2 Incorporation

Background

Te Uranga B2 Incorporation was established in 1958. It was first incorporated in 1910. Located on the
Ngakonui Ongarue Road, 13kms north east of Taumarunui, Hikurangi Station is approximately 2328

hectares (5754 acres). The Incorporation has 629 shareholders.

The core business of the Incorporation is in dry stock, dairy and sheep farming with some interests in
forestry. Hikurangi Station is separated into three farming units managed independently, therefore

spreading risk and capturing market opportunity. The three units are:

e Koromiko Dairy Unit (269 ha) — currently managed under a sharemilking scheme

e Tiwhareika Sheep and Bull Beef unit (627 ha) — developed with a particular focus on bull beef breeding.
A farm manager is employed by the Committee

e Harurunga o te Ao Sheep and Beef Unit (627 ha) — managed by a farm manager employed by the

Committee
In addition Hikurangi Station has three areas for environmental and forestry activities. They are:

* Nga Whenua Rahui forest protection venture (120 ha) - Nga Whenua Rahui is a national project aimed
at encouraging Maori landowners to protect and re-establish regenerating native forest and wetlands on
their land. The Incorporation has entered into a 25 year covenant with Nga Whenua Rahui after which
time the owners decide whether to continue or not with the project

e Woodlots (57 ha) — the Incorporation has a number of pine trees, nitens woodlots, and poplar nurseries
on Hikurangi Station. These plots are being managed under the environmental portfolio and pruned
by the Ngahere Trust (local community work group). The poplar trees are primarily used to stop land
erosion

e Ue Pango (525 ha) — this unit is a ‘forestry right area’ in conjunction with Carter Holt Harvey. The
Incorporation continues to own the land and Carter Holt Harvey has the right to grow the trees on the

land. Carter Holt Harvey also manages the pine forest.

Te Uranga B2 has a Committee of Management which comprises five committee members. All members
are shareholders who are elected for a three year term at the AGM. The chair and the secretary are chosen

annually from this number by the Committee members.

The Incorporation has no subsidiaries, joint venture partnerships or associate companies. The dairy unit is

run by sharemilkers who are directly responsible for five staff.
Both the sheep and beef units have one manager and one part-time casual staff. Casual staffing is usually

required for seasonal work. The Committee of Management engages casual local labour to manage the

woodlots for seasonal work such as pruning.
Governance Decision Making Processes

The Incorporation has a ten year strategic plan, which is reviewed annually. One of the major priorities for

the next ten years is to diversify assets and increase revenue through off-farm investments.
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The Incorporation meets in May to review its plan, coinciding with the Incorporation’s financial year (July
to June). This means the Incorporation has most of the financial data enabling it to be better prepared for its

strategic meeting.

Annual budgets for the operations are prepared initially by the farm managers and the farm consultant
who make recommendations in conjunction with the Incorporation’s accountant. The draft budget then
goes to the Committee for approval. The Committee’s decision regarding the budget is final and the
manager is required to work within that budget. The operational budgets are prepared before the strategic

meeting.

Budget management is the responsibility of each farm manager who has the flexibility to use funds
according to immediate priorities in order to meet agreed farming goals and objectives. Budget blowouts
are brought to the Committee’s attention as soon as possible and strategies are agreed upon to mitigate

budget negative effects.

The accountant participates in the monthly Committee meetings in an advisory capacity. The farm

consultant attends Committee meetings bi-monthly.

At present the Incorporation does not have a formalised process for making investment decisions as it only
recently established an investment portfolio and assigned this to a Committee member. The portfolio holder

has the responsibility to consider investment opportunities to table for the Committee to consider.

The Committee is in the process of establishing terms of reference by which to measure investment
opportunities. A former policy (yet to be reviewed and formalised) that the Committee has always had, is to

buy back farms from their original block.

The Incorporation does not have a specific due diligence policy. However, it has an “‘unspoken’ policy, or a
standard of best practice, when making any business decisions. It always seeks professional advice whether

it is legal, financial or in other specific fields of expertise.

The Incorporation does not have any formal risk management policies. The farm managers are responsible
for on-farm safety and compliance with the health and safety legislation. It also has a good relationship
with the Regional and District Councils making compliance issues regarding land management easier to

manage.

The Committee discusses the monthly budgets at regular monthly meetings (also attended by the
accountant). Although there is no formal risk management policy the Committee relies on the experience,

intuition, commonsense and good practice of the members to mitigate any risks.

The Incorporation does not have a conflict of interest register. However, it has a policy of declaring all
matters that may give rise to a conflict of interest. Any Committee members that have a conflict will abstain
from the decision making process, although they may participate in discussion bef