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The Applicant considers the conversion from dairying to a thoroughbred horse facility
is conversion to a higher and better use.

Industry Issues

20.

21.

22.

The Applicant claims that the number of broodmares produced in New Zealand fell
from 7,500 in 2007 to 3,500 in 2017. This decrease in broodmares has led to a
resulting decrease in breeding activity as has the decreasing number of active sires
and the number of stallions imported into New Zealand. The Applicant maintains these
factors are a major concern to the future of the thoroughbred industry in New Zealand
and that investment in the industry is required to bring horse levels back to what they
have been.

In recent years prize money has fallen at racetracks around New Zealand and
wagering has decreased. This has meant there is less of an incentive to breed,
maintain and run horses in New Zealand.

The Deputy Prime Minister and Minister for Racing, the Right Honourable Winston
Peters, commissioned John Messara to undertake a review on the New Zealand Racing
Industry, with a focus on the thoroughbred racing sector. The Applicant considers this
indicates the Government is also concerned for the future of the New Zealand
thoroughbred industry. This review is discussed in more detail at paragraphs 109-115.

Current Equine levels

23.

The Applicant’s existing properties house approximately 300 thoroughbred
broodmares and more than 550 thoroughbred horses in total. The Applicant also has
130 race horses currently competing in New Zealand, 7 stallions used for breeding,
and expects to market more than 100 yearlings in 2019, export a further 40 horses to
Australia for sale, and sell a further 50 two-year-old horses in New Zealand.

Land the Stud operates on

24,

25.

The Applicant currently uses the below land for operation of the Stud3:

Property Address | Region Hectares Owned or Leased
699 Linwood Road | Karaka 21.37 Owned

700 Linwood Road | Karaka 63.99 Owned

747 Linwood Road | Karaka 19.8 Leased

20 Batty Road Karaka 20.7 Leased

65 Hopkins Road Waikato 108.21 Owned

164 Hopkins Road, | Waikato 15.05 Leased

Matamata

TOTAL: 249.12

The leases for the properties at 164 Hopkins Road and 20 Batty Road expire in the
next 12 months and may be cancelled at that time.

Why the Property is required

26.

To operate effectively the Applicant submits that 0.4 to 0.8 hectares is required per
adult horse, slightly less when running a number of horses together as the Applicant
will be in some areas. Allocation of horses may vary when broodmares are lactating
and have foals under foot.

3 Some properties are owned by its subsidiary NZ Thoroughbred Holdings Limited
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Does the Applicant meet the Investor Test criteria?

Business Experience s16(1)(a)

48.

49,

50.

51.

The relevant overseas person, or the individuals with control of the relevant overseas person, must have
business experience and acumen relevant to the overseas investment. - There is considerable flexibility in
determining what is relevant and more or less specific expertise may be required depending on the nature of
the investment. Business experience and acumen that contributes to an investment’s success may be treated
as relevant even though the investor may have to supplement its experience and acumen by utilising the
experience and acumen of others to ensure the investment succeeds.

In this case, the Investment can be described as the acquisition of land to be used for
the Applicant’s thoroughbred horse racing, breeding and sales business.

We reviewed the biographical information provided by the Applicant for Gerald Harvey
(the individual with control) and note that he has considerable experience in the
thoroughbred horse racing, breeding and sales business having been involved in the
New Zealand thoroughbred industry for over a decade and the Australian
thoroughbred industry since the early 1990’s. He owns the Baramul Stud and the
Vinery Stud, both in the Hunter Valley, New South Wales and 50% of Magic Millions
(his wife owning the remaining 50%) which is one of the largest and most expensive
thoroughbred auction events in Australian racing. He has considerable general
business acumen as he co-founded Harvey Norman in 1982.

We note that Russell Warwick, who will undertake the day to day management of the
Property, also has considerable experience in the thoroughbred horse racing, breeding
and sales business having been involved in the New Zealand industry since 1982. He
managed his own commercial stud farm before becoming General Manager of the
Westbury Stud at Karaka in 2000. He is a Committee member of the NZ Racing Hall of
Fame and a director of the Auckland Racing Club.

Having regard to the above, we are satisfied that the individuals with control of the
relevant overseas persons collectively have business experience and acumen relevant
to the overseas investment.

Financial Commitment s16(1)(b)

52.

53.

The financial commitment criterion requires the relevant overseas person to have taken actions that
demonstrate financial commitment to the overseas investment.

The ‘financial commitment’ criterion requires the relevant overseas person to have
taken actions that demonstrate financial commitment to the Investment (intentions
are not sufficient).

In this case we are satisfied that the relevant overseas person has demonstrated
financial commitment by:

a) entering into an agreement for sale and purchase of the Property; and

b) engaging professional advisers.

Good Character s16(1)(c)

54,

The decision maker must be satisfied that the individuals with control are of good character. Section 19 of the
Act specifies that the decision maker must take the following factors into account (without limitation):

(a) offences or contraventions of the law by A, or by any person in which A has, or had at the time of the
offence or contravention, a 25% or more ownership or control interest (whether convicted or not):

(b) any other matter that reflects adversely on the person’s fithess to have the particular overseas investment.

The Applicant has provided a statutory declaration stating that the individuals with
control are of good character, have not committed an offence or contravened the law
as described above and know of no other matter that reflects adversely on their
fithess to have the Investment. We are satisfied that the statutory declaration can be
relied on as it complies with the requirements of the Oaths and Declarations Act 1957,
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Counterfactual

63. While the Vendor retains the Property we do not consider any employment will be
created. Once sold, we consider employment levels for a dairy farm would likely be
the same as when the Vendors owned the Property (approximately 3 FTE).

Our Assessment

64. We consider that the Applicant’s plans for the Property are likely to result in the
creation of at least 10 FTE roles between the two Matamata properties which is 7 FTE
over the counterfactual. Further we consider these FTE are largely skilled roles as
opposed to the 3 FTE that are likely to be required under the counterfactual.

65. We have proposed imposing a special condition on the creation of the 10 FTE roles.

Please see special condition one in Appendix one.

Increased export receipts — s17(2)(a)(iii) - high relative importance

66.

67.

68.

69.

There are two key elements to this factor:

. Export receipts must be likely to be increased.

. The increased export receipts that are likely to result from the overseas investment must be
additional to those which are likely to occur without the overseas investment.

We consider that the Applicant’s investment is likely to resuit in increased exports of
horses from New Zealand.

The Applicant submits that the Westbury Stud has been a prominent thoroughbred
horse breeder in New Zealand for some time and since it has been under Gerald
Harvey’s control has sold significant numbers at both the National Yearling Sales and
the Ready to Run sale of two year olds, both held at Karaka.

The Applicant claims that New Zealand’s thoroughbred horse industry has been
recognised as an export industry where the majority of both yearlings and two year
olds are sold to overseas buyers. In contrast to the majority of the top 10 nations
involved in thoroughbred racing, breeding and sales the New Zealand industry is
heavily reliant on the export market, rather than production of horses as domestic
racing product.®

The graph below shows the national sales figures for 2016, 2017, 2018 and 2019 from
the January/February yearling sales at Karaka. This shows the general trend of 60-
65% of yearlings being sold overseas, although the margin decreased this year with
more horses being retained in New Zealand for the local industry:

5 Reproductive production constraints within the New Zealand racing industry
CW Rogers*, EK Gee, C F Bolwell
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71. The Applicant estimates that it breeds 240 foals annually; however, the lack of land
available to it has meant that a nhumber of these foals have had to be sent to Australia
to the associated Australian business after being weaned in order to be reared and
sold or raced. In 2018 the Applicant had to send 72 foals to Australia. The Applicant
claims this has meant less possible export earnings for New Zealand as they are being
sold by the Australian arm of the Applicant’s business.

72. The Applicant considers that acquisition of the Property will enable it to increase its
export earnings as it will have enough land to retain the foals and rear and sell them
from New Zealand.

73. The average price for a horse sold in 2018 in New Zealand was $44,280° and the
Applicant sold approximately 57% of those horses to overseas buyers. If the 72 foals
exported to Australia had been retained in New Zealand, and 57% were sold for
export, this could have brought an additional $1.8 million in export receipts.

Counterfactual

74. We consider the Property will be retained by the Vendors for grazing in the short term
and there would be no export receipts generated from this activity.

75. In the medium to long term we consider the Property could be used for dairy farming
and there may some export receipts generated from that business via sales to
Fonterra. The 2018/2019 milk solid price forecast is $6.25 per kilogram so we can
estimate that the exports generated are likely to be approximately $625,000 per
annum (subject to milk solid price changes). This is considerably below the export
receipts the Applicant is likely to achieve if the Investment proceeds.

Our Assessment

76. We consider that the Property will enable the Applicant to retain and sell the New
Zealand born foals in New Zealand as yearlings or two year olds. We consider this will
likely lead to increased export receipts which would considerably exceed that possible
under the counterfactual.

Added market competition, greater efficiency or productivity, enhanced domestic
services - s17(2)(a)(iv)

There are three key elements to this factor:

J The overseas investment must be likely to result in one or more of:
(i) added market competition;
(i) greater efficiency or productivity; or
(iii) enhanced domestic services.

. The added market competition, greater efficiency or productivity, or enhanced domestic services must
occur in New Zealand.
. The added market competition, greater efficiency or productivity, or enhanced domestic services that

is likely to result from the overseas investment must be additional to that which is likely to occur without the
overseas investment.

77. We consider that the Applicant’s acquisition of the Property will provide enhanced
domestic services through expanded provision of services in the Waikato region.

Added Market Competition and Enhanced Domestic Services

78. The Applicant submits the acquisition of the Property will provide additional market
competition for thoroughbred horse breeders as well as an enhanced domestic

market.

6 89 horses sold for a total of $3,941,000
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Our Assessment

88.

89.

While we consider the acquisition of the Property would lead to greater production of
foals born and raised in New Zealand, we have considered this already under the
export receipts factor,

Overall we consider that the investment is likely to result in a low level of benefit
under this factor.

Additional investment for development purposes - s17(2)(a)(v)

There are four key elements to this factor.

The investment must be additional investment.

The additional investment must be introduced into New Zealand.

The additional investment must be for development purposes.

The additional investment that is likely to result from the overseas investment must be additional to
that which is likely to occur without the overseas investment.

90. We consider that the Applicant’s investment is likely to result in between $1.8 million
and $2 million for development purposes being introduced into New Zealand.

91. The Property is currently used for dairying and as it will be converted for the use of
horses, the Property will require fencing suitable for maintaining and caring for
thoroughbred horses and their progeny and an upgrade of the stock watering system.

92. The existing buildings, existing entrance and road access will also all need to be
upgraded. The Applicant estimates the cost of this work will be between $1.8 million
and $2 million as follows:

a) fencing between $1 million and $1.2 million;
b) stabling $600,000;

c) roading $200,000; and

d) upgrade of stock watering system $ 100,000

93. We are satisfied that the above expenditure is for development purposes because it
relates to development of the Applicant’s investment plan for the Property.

Counterfactual

94. The Vendors have advised that they have plans to spend any capital on the property

while they try to sell it.

Our Assessment

95.

96.

We consider that the Applicants plans for development on the Property will resuit in
between $1.8 million and $2 million being introduced into New Zealand.

We have proposed imposing a special condition on the Applicant that they spend at
least $1.7 million. Please see special condition three in Appendix one.

Special land - s17(2)(f)

97.

lSpecial land is foreshore, seabed, riverbed or lakebed. ]

The Property includes part of the Waitoa River, a major river in the Waikato region, as
shown in the map below:
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Westbury Stud

102. The Stud is currently spread over two properties-the stallions and yearlings are
housed at Karaka, just 10 minutes from New Zealand Bloodstock’s Karaka yearling
sales facility. The other site is in Matamata and is where the broodmares are kept. The
Applicant submits it has built its New Zealand based bloodstock to approximately 300
broad mares. This has been a boost to the New Zealand thoroughbred breeding and
racing industries as the domestic New Zealand broodmare pool has been declining
over the past decade with a number of commercial thoroughbred studs closing.

103. In the last 5 years, the Applicant has imported some of his best Australian bloodstock
into the Applicant’s business including 5 stallions at a time when importation of
stallions has decreased.

104. In recent years the Stud has produced Bonneval which was named New Zealand Horse
of the Year in both 2017 and 2018, Champion Middle Distance Horse in New Zealand
in 2017-2018 and New Zealand Bloodstock Filly of the Year in 2016-2017. She retired
with 7 wins from 14 starts and over AUD1.5 million in prize money.

105. The Applicant has advised the benefits provided by the Stud to date are shown in the

Indirect Benefits provided by the Stud

table below:

2016 2017 2018 2019

June June June June 2018-

January 2019

FTE~-full time 37 43 43 46
permanent
employed
Payroll-total $2,857,200 $3,216,292 $3,320,989 $2,241,570
Export $4,722,000 $6,318,500 $6,363,000 $4,272,500
Receipts
Bloodstock $1,000,000
Purchase
Third Party | $4,722,000 $6,318,500 $6,363,000 $4,274,000
services-
Trainers and
Breakers etc
Animal health | $976,388 $1,039,556 $1,129,129 $751,543
Care such as
veterinarians
etc
Stock Food $789.733 $977,317 $1,109,465 $833,660

106. The Applicant contends that its previous investments have also provided an economic
boost to small businesses and industry related businesses that would otherwise have

seen their economic viability threatened in recent years. These include:

a) racehorse trainers who in turn employ stable-hands and track riders;

b) pre-race training establishments;

c) agistment facilities;

d) jockeys;
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Methane Emissions

123. The Applicant submits the digestive processes of horses produce far less methane

124,

than that of cattle and sheep. This is because cattle and sheep are known as
ruminants as their gut contains rumen, which is a part of a digestive system that
breaks down tough grasses. In breaking down those grasses, the bacteria in the
rumen release methane gas which the ruminant then releases. Horses are not
ruminants, they are unable to eat tough grasses and produce less methane as a
result.

By way of example an average horse belches approximately 20.7 kilograms of
methane gas annually!! whereas the average cow releases between70 and 120
kilograms of methane gas annually. > This means the horses carbon footprint is
considerably smaller than that of a cow.

Nitrogen Leaching

125,

126.

127.

128.

129.

130.

Pasture plants need nitrogen for healthy leaf growth. Nitrogen is supplied to the soil
by fertiliser, stock urine and effluent irrigated to the land. When stock eat pasture
plants (such as grasses and clover) they are consuming nitrogen. Stock then deposit
nitrogen-rich urine back onto the paddock.

Sometimes soils can't store all the nitrogen-rich urine so most of it ends up leaching
down through the soil into ground water (“nitrogen leaching”). Some nitrogen will
also be released back into the air as gas. This excess nitrogen can pollute waterways
such as the Waitoa River which runs through the Property.

High levels of nitrogen encourages nuisance weed and algae growth, which:
a) ‘chokes’ waterways and blocks water intakes;

b) affects stream life by changing the stream environment;

¢) makes water unpleasant for swimming and drinking; and

d) affects harbours and estuaries by encouraging the growth of algae and
mangroves.

Appendix five contains a diagram showing how nitrogen enters and moves through
a dairy farm.

The Department of Conservation ("DOC”) has advised that the Waitoa River which
runs through the Property has poor water quality and the soil is in the worst 25% for
nitrogen in New Zealand, and is likely degrading further. Diagrams demonstrating this
decline appear in Appendix six.

DOC have stated that running horses would be an improved situation from running
dairy cows. This is due to lower stocking rates for horses and the fact that they only
have one stomach may also help reduce excess nitrogen entering the river.

Fencing around Waijtoa River

131,

132.

The Applicant has always intended to re-fence the areas on the Property which
surround the Waitoa River as they are currently only suitable for cows. DOC have also
recommended that these areas be fenced to ensure the horses are kept away from
the river as this may help, even if incrementally, its water quality.

DOC have recommended the margin of the river be fenced with a wide buffer which
should be in excess of 20 metres and planted to help prevent faecal e-coli and
phosphorous entering the river. DOC have advised the water is in the worst 25% for
phosphorous. The Applicant submits it will fence and plant these margins in
accordance with DOC’s recommendation.

11 https://thehorse.com/116412/does-horses-waste-help-or-hinder-the-environment/
12 https://timeforchange.org/are-cows-cause-of-global-warming-meat-methane-C0O2
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the ‘increased processing of primary products’ factor; and

the ‘oversight and participation by New Zealanders’ factor.

142. We do not consider that any other factor should be given high relative importance in
the context of this Investment.

Benefits from this Investment

143. After careful consideration of the application, we are satisfied that the Investment is
likely to result in the following benefits:

(a)
(b)
()

(d)

(e)

(f)

(9)

144,

the creation of 7 new FTE roles over the counterfactual;
increased exports of yearlings and two year old horses;

the expansion of the Applicant’s business in Matamata is likely to enhance
domestic services in the Waikato region;

additional investment into New Zealand of at least $1.8 million (via re-fencing
the Property, developing stables and upgrading the roading and stock watering
systems;

advancing the Governments’ policy to revitalise and reform the thoroughbred
racing industry;

enhancing the viability of the Applicant’s Stud, in particular the existing
Matamata property;

consequential benefits created by the Applicant’s development plan including the
conversion of the Property to higher and better use, thereby ensuring less
methane is emitted into the environment, less nitrogen leaching occurs and
protection of the water quality of the Waitoa River through new fencing and
planting around the margins of the river.

When examined together, we consider that these benefits are substantial and

identifiable.

Benefits not likely to occur

145. We considered that the factors below were either not relevant to the Investment or a
benefit to New Zealand was unlikely to arise with regard to those factors. The
Applicant made submissions in relation to some of these factors. However, we were
not satisfied that the evidence provided showed that these benefits were likely to
result from the Investment.

146. The following factors were therefore not met:

Factor

Reason not met / not relevant

New technology or business
skills — 17(2)(a)(ii) - high
relative importance

The Applicant is not introducing any new
technology or business skills.

Increased processing of
primary products -
17(2)(a)(vi) - high relative
importance

The Applicant’s investment plan does not involve
the processing of primary products.

Indigenous vegetation/fauna
-s17(2)(b)

The Department of Conservation have not
identified any areas of significant flora and fauna
values on the Property.

Trout, salmon, wildlife and

game — 17(2)(c)

The Department of Conservation have indicated
that there are no trout, salmon, wildlife or game
on the Property.
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Offer without reserve: offer the Land for sale by auction
or tender without a reserve price or minimum bid
and dispose of the Land.

Within nine months of
our notice.

Report to us about marketing: tell us in writing about
marketing activities undertaken and offers received
for the Land.

Report disposal to us: send us, in writing, evidence:

(a) that you have disposed of the Land,

(b) of disposal (including copies of sale and
purchase agreements, settlement statements
and titles showing the purchaser as registered
proprietor),

(c) the purchaser is not your associate.

By the last day of every
March, June, September
and December after our
notice or at any other
time we require.

Within one month after

the Land has been
disposed of.
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Non- economic factors

8.  Although the position is not free from doubt, the better view is that the same question
- will this benefit be achieved even if the overseas investment does not occur -
should be asked in relation to the other “non-economic” factors listed in
section 17(2)(b)-(e). The High Court judgment suggested!? that there could be a
benefit in respect of the non-economic factors even if the same benefit would be
achieved in the absence of the investment. But as the Court noted!?, it is not easy to
see how a benefit that will happen anyway could be regarded as substantial for the
purposes of section 16(1)(e)(iii). We consider that Ministers should not treat benefits
that are likely to be achieved in any event as contributing to the “substantial and
identifiable benefit” criterion.

Regulation 28 factors

9. With regard to the factors in regulation 28 of the Overseas Investment Regulations
2005, Miller J noted that:

The criteria listed in reg 28 deal, for the most part, with benefits that only
an overseas buyer could provide or what may be loosely described as
strategic considerations, so they do not require a counterfactual analysis.!>

10. Many of the factors in regulation 28 are incapable of having a counterfactual analysis
applied to them. However, as recognised by Miller ], there are some factors that may
require a counterfactual analysis. The Overseas Investment Office has applied a
counterfactual analysis where appropriate.

“Rural Land” Directive

11. The overseas investment involves the acquisition of ‘rural land’ being land that is non-
urban and over 5 hectares in size (excluding any associated land), but excludes ‘forest
land’. Therefore, in accordance with directions from Ministers, we have treated the
following factors as being of high relative importance: 16

(@) the “jobs” factor (section 17(2)(a)(i));

(b) the “new technology or business skills” factor (section 17(2)(a)(ii));

(¢) the “increased exports receipts” factor (section 17(2)(a)(iii));

(d) the “increased processing of primary products” factor (section 17(2)(a)(vi)); and

(e) the “oversight and participation by New Zealanders” factor (regulation 28(j)).

Conditions

12. Conditions may be imposed on any consent that is granted, under section 25. The
attached Report recommends some conditions that Ministers may wish to consider
imposing in this case.

13. If you wish to make any changes to the conditions of consent, those changes should
be discussed with the Overseas Investment Office, and the other Minister, before
being finalised.

Decision

14. The decision that you are required to make should be based on information available
to you that you consider is sufficiently reliable for that purpose. The information that
the Overseas Investment Office has taken into account in making its recommendation
is summarised in the attached Report.

13 Tiroa E at [36].
14 Tiroa F at [38].
5 Tiroa E at [36].
16 Ministerial Directive letter date 28 November 2017, paras 13-17.
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Appendix 3 - Sensitive Land
1, 32 Hopkins Road, Matamata

Land _
Interest Freehold Interest (approximately 87.2224 hectares)
CRs Part of Certificate of Record 632529 (South Auckland)

Sensitivity | Is more than 5 hectares of non-urban land

Adjoins land that is over 0.4 hectares and is listed, or in a class listed,
as a reserve, a public park, or other sensitive area by the regulator
under s37 of the Overseas Investment Act 2005
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NEW ZEALAND BLOODSTOCK LIMITED

Kzraka Sales Ceatre Hinzu Road Papakura » FO Box 67447, Manukau City, Auckiand 2241, New Zealznd
Ph: +64 52080055  Fox: +54 9 200 0606 www.nzb.copz

15 Seplember 2018
To Whom it Moy Concern

}would fike fo submit this letler In support of Mr Genry Horvey and condinm the aulstandng
confibulicr which he has mada fo the New Zealand Thoroughbred industry In recent years,

Thare have baen faw lorges Investors in the indusiry in recent yaars and the mognliuds fo
which Gerry has suppored New lealond budnesses Itwoughoul the country hos been
exirarmedy genarous and noleworthy by ifs prasence acros oll sectors of racing ond
breeding. Garry’s involvement stamns from his vast breeding numbers heid in New Izalond
through 1o hs porticipation In rocing., white hs generasily as o mcior sponsor suppaons many
activifies and charifies.

Gerry's purchase of the sicturasque Westbury Stud propearly ond the imgceiation of atoge
number of quallly stock into New Zealand has proven o be a significant boost for the
thoroughbred industry with o considerabie numbar of pasple in awr indusing much richer For
his Involvement,

To have one of Austciia's Foremost businessman choose New Ieciond as o locailon te ‘
furlher develop his exparsive bBlscdileck ownershlp kkindeed o complement to the country
and withaul daubl a huge bodst te New Zediand fiem aninvestment perspective.

The enthusiasm Gerry Hasvey displays bar thatsughbred racing ond breeding is infactiaus 1o
say tha lzast, while his passion for the businass {and the paaple In it} makes him a significont
additlon o the netwerk of our historle Indusity s we srive to take racing in New 2eatand
forword,

While | not only oppiaud the substantial investiment installed Into New Zealand by Gery
Harvey. his presence in the New Zecland markeiploce comes at g ciikcc ime s i becomes
essendiof thol we altrac! new Invesiors info the thoroughbred busness.

Yaurs Falthfuidy
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5ir Peter Velg


















