
 

 
 

 

 

 
 

 

 
8 June 2007 

 

 
To the Shareholders of Rural Equities Limited 
 
 

H&G LIMITED PARTIAL TAKEOVER OFFER 
 
 
 

We refer to our letters to shareholders dated 15 May 2007 and 1 June 2007. 
 

We now enclose the Target Company Statement including the Independent Adviser’s Report prepared 
by KPMG setting out their assessment of the merits of the H&G Limited offer (“H&G offer”). 
 

Our advice and KPMG’s report are focused on the H&G offer, but we note that there is always a 
possibility of a higher offer price being available on-market or otherwise for all or some of an REL 

shareholders’ shares prior to the closure of the H&G offer. 
 

KPMG have concluded that the H&G offer price of $2.75 per share is within their assessed fair value 

range of the full underlying value of Rural Equities Limited (“REL”) which is between $2.45 to $3.70 
per REL share. 
 

We believe that individual shareholders will have different degrees of interest in retaining their REL 

shares and this will significantly affect their view on whether or not to accept the H&G offer.  

Accordingly our recommendation in respect of that offer is as follows: 
 

• Shareholders whose circumstances are such that they may wish to sell their REL 

shares in the short to medium term should, in the absence of any higher offer being 
available before the closing date of the H&G offer, accept the H&G offer in respect of 

all or a proportion of their REL shares. 
 

• Shareholders should retain their REL shares if they (a) have no foreseeable 

requirement to sell their REL shares in the short to medium term, and (b) wish to 

retain an investment largely exposed to rural land values. 
 

Our full advice and commentary is contained in paragraph 14 of the Target Company Statement 

– please read this carefully. 
 

The H&G offer closes on 3 July 2007 unless that date is extended by H&G in accordance with the 
provisions of the Takeovers Code.  If the H&G offer is extended or varied in any way details will be 

provided to you in writing by H&G.  The H&G offer documents were sent to you on 1 June 2007.  

Please urgently contact our office if you have not received those documents. 
 

If you require further advice or clarification in relation to the offer or its implications we strongly 

recommend that you discuss the offer with your financial and legal advisers. 
 

 

 
Roger Bonifant 

CHAIRMAN OF THE COMMITTEE 

OF INDEPENDENT DIRECTORS 
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7.8 Unit Price History 

Set out below are a summary of NZRPT’s unit price history from December 2005 to 10 May 
2007 and a graph of the trailing monthly VWAP and the volumes of units traded on ShareMart 
and Unlisted. 

Trust Unit Price Movements

Low ($) High ($) Volume Low ($) High ($) Volume

December 2005 - - - 1.95 1.95 10,000
January 2006 1.85 1.85 19,162 1.85 1.95 22,889
February 1.80 1.83 87,495 1.74 1.80 86,704
March - - - 1.65 1.74 81,669
April 1.65 1.80 26,838 1.86 1.91 26,314
May 1.70 1.80 22,234 1.90 1.93 40,688
June 1.71 1.75 16,674 1.93 1.95 48,763
July 1.75 1.83 36,628 2.00 2.00 63,757
August 1.85 1.85 14,022 2.00 2.04 29,886
September 2.00 2.00 20,517 2.04 2.10 2,650
October 2.05 2.05 13,534 2.05 2.06 23,963
November 2.07 2.10 35,657 2.10 2.10 221
December 2.07 2.10 14,142 2.06 2.06 6,349
January 2007 2.10 2.10 8,904 2.08 2.09 28,872
February 2.08 2.10 16,094 2.09 2.14 30,386
March 2.00 2.00 27,241 2.08 2.08 2,205
April 2.00 2.05 21,122 2.08 2.11 30,638
May  ¹ 2.00 2.05 17,936 2.10 2.10 30,029

Sharemart Unlisted

1   Up to 10 May 2007
Source: REL  

NZRPT’s units have traded between $1.65 and $2.14 between December 2005 and 10 May 
2007 (being the date of the last trade prior to the date of the Offer announcement), with a 
volume weighted average price of $1.92 over this period.  The average volume of units traded 
each month over this period represented approximately 0.12% of the units on issue. 
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The graph below shows an analysis of volumes and prices for trading in NZRPT units on 
ShareMart and Unlisted between January 2005 and 10 May 2007. 

NZRPT Volume Weighted Unit Prices  from January 2006 to May 2007
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The graph below compares the performance of NZRPT’s unit price relative to NAV between 
January 2006 and 10 May 2007. 

Discount to NAV from January 2006 to May 2007
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The analysis shows that the units have consistently traded at a discount to NAV of between 37% 
and 45% on the Unlisted share market and 38% to 49% on ShareMart over the period to 10 May 
2007.  The reasons for the discount are varied and would likely include: 

• the minority nature of the parcels of units traded; 

• the lack of marketability of the units; 

• an allowance for the ongoing operating costs of NZRPT which are not reflected in NAV; 
and 

• an allowance for contingent liabilities, especially in respect of possible tax exposures. 
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8 Profile of REL - Pacific Equity Trust 

8.1 Background 

REL - Pacific Equity Trust (“REL - PET”) was established under a Trust Deed dated 3 July 
2006 and units were issued under a private placement memorandum dated 5 July 2006.  REL - 
PET is managed by REL - Trust Management Limited and it has been formed to invest in listed 
and unlisted investments in New Zealand and Australia which the Manager believes represent 
good fundamental value with sound long term prospects.   

8.2 Trust Deed 

The key terms of the Deed are set out below. 

8.2.1 Creation or Sale of Units 

The Trust Deed allows the Manager to issue additional units, although it is not intended that 
unitholders subscribe for Units by regular instalment. 

There are limitations on the Manager’s ability to issue Units in exchange for investments. 

8.2.2 Investments 
The Manager’s discretion for making investments is reasonably wide, and the Manager can vary 
that policy from time to time as long as the Unitholders are informed. 

8.2.3 Net Asset Value 

The Manager must determine the NAV of REL - PET each twelve months.   

8.2.4 Withdrawal 
It is not intended that the Manager will redeem Units in REL - PET. 
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8.3 Financial Position and Financial Performance 

There is no publicly available information relating to the detail of investments made to date.  
However the NAV calculation shows that the NAV per unit was $1.06 at 31 December 2006 
and $1.05 at 31 March 2007. 

At 31 March 2007 REL - PET had $6.6 million invested in bank securities plus $13.5 million of 
other investments.  Given REL – PET’s stated investment policy we consider the other 
investments are likely to be a mixture of listed and unlisted securities in New Zealand and 
Australia. 

8.4 Capital Structure and Unitholders 

Details of individual unitholders of REL - PET are not available.  However REL - PET 
currently has 19 million units on issue of which 4 million are held by REL. 

8.5 Unit Price History 

There has been one trade of 2,000,000 units at $1.06 earlier this year. 
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9 Valuation of Rural Equities Limited 

9.1 Introduction 

Rule 21 of the Takeovers Code requires an evaluation of the merits of the H&G Offer.  While 
an assessment of merits is broader than the assessment of the fair value, an essential element of 
that merits assessment is a comparison between the offer price and the Independent Adviser’s 
assessment of the fair value range for the shares.  Where the offer includes a transfer of control, 
an important issue is the value placed on control and how it should be reflected in the valuer’s 
assessment of fair value.  Our view is that the appropriate test for fairness under a full or partial 
takeover offer, where the offeror will gain control, is the full value of 100% of the company, 
pro-rated across all shares.   

9.2 Standard of Value 

We have assessed the fair market value of the shares in REL.  Fair market value is defined as 
the price that a willing but not anxious buyer, with access to all relevant information and acting 
on an arms length basis, would be prepared to pay to a willing but not anxious seller in an open, 
unrestricted and stable market. 

9.3 Basis of Valuation 

There are a number of methodologies used in valuing shares and businesses. The most 
commonly applied methodologies include: 

• discounted cash flows (“DCF”); 

• capitalisation of earnings; and 

• net assets or estimated proceeds from an orderly realisation of assets. 

Each of these valuation methodologies has application in different circumstances. The 
appropriate methodology is determined by a number of factors including the future prospects of 
the business, the stage of development of the business and the valuation practice or benchmark 
usually adopted by purchasers of the type of business involved. 

The DCF method is the fundamental valuation approach used to assess the present value of 
future cash flows, recognising the time value of money and risk. The value of an investment is 
equal to the value of future free cash flows arising from the investment, discounted at the 
investor’s required rate of return. 

The capitalisation of earnings method is an adaptation of the DCF method. It requires an 
assessment of the maintainable earnings of the business and a selection of a capitalisation rate 
(or earnings multiple) appropriate to that particular business for the purpose of capitalising the 
earnings figure. 
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An assets based methodology is often used in circumstances where the assets of a company 
have a market value independent of the profitability of the company that owns them. A 
valuation based on an orderly realisation of assets is normally restricted to instances where the 
investor holds sufficient control to affect a sale of the assets and/or there is some indication that 
an orderly realisation is contemplated. 

9.4 Valuation Approach 

We have assessed the fair market value shares in REL by firstly assessing the full underlying 
value of REL and then pro-rating that value across the shares on issue. 

The full underlying value of REL has been assessed by aggregating the values of the component 
assets and liabilities of REL: 

• the Management Contracts; 

• its investment in NZRPT; 

• its investment in REL - PET; 

• its other assets and liabilities; and 

• the capitalised value of REL’s corporate overheads. 

The value of the Management Contracts has been assessed by capitalising the maintainable 
earnings associated with the contract at an appropriate earnings multiple. 

REL’s investment in NZRPT has been valued by first assessing the full underlying value of 
NZRPT.  We have considered more than one approach to valuing NZRPT.   

REL’s investment in REL - PET has been valued by estimating the full underlying value of REL 
– PET, then applying an appropriate discount to reflect that REL holds a minority interest 
(approximately 21.1 %) in REL - PET’s units and the price of the single trade that has occurred 
since allotment of the units.  

The value of REL’s other assets and liabilities have been based on their realisable values. 

REL’s maintainable level of corporate overheads has been capitalised at an appropriate 
multiple. 

9.5 Valuation of Management Contracts 

We have assessed the value of the Management Contracts by capitalising the estimated 
maintainable earnings associated with the Management Contracts using market observed 
multiples. 
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9.5.1 Maintainable Earnings 

The following table indicates the level of fees the Manager has earned from the Management 
Contract with NZRPT.  

Management fees from NZRPT

Year ended 30 June 
2004

Year ended 30 June 
2005

Year ended 30 June 
2006

Six months ended 31 
December 2006

$000 $000 $000 $000

Gross Assets of the Fund 132,602                    154,314                    174,549                    

Cash component 1,701                        1,918                        1,060                        
Unit component 772                           873                           437                           
Total management fee  2,473                        2,791                        1,497                        

No. of units in unit component 252,147                    256,065                    

Note:        The unit component is calculated on the net asset value at the end of the financial year and therefore the figure for the period to December 2006 
is an estimate based on the previous period.
Source:    REL Management

 
The unit component of the management fees for the six months to December 2006 is based on 
the NAV of units as at 30 June 2006, although when finally calculated it will be calculated on 
the June 2007 NAV.  Based on the level of increase in rural property prices since 30 June 2006, 
we have assessed the maintainable unit management fees for the year ended 30 June 2007 at 
$0.9 million.  This is in addition to the expected cash management fee for that period of $2.1 
million. 

In order to estimate the value of the fees received, we need to consider the value of the units 
received.  On the one hand one could argue that the units are only worth the amount they could 
be sold for in the market, and that the price would be at a significant discount to their NAV.  On 
the other hand, since the units are being received by a wholly owned subsidiary of REL, which 
has a majority interest in the NZRPT, they could be worth a value to REL which could be as 
high as the NAV.  In our valuation of the Management Contracts we have used those two 
options as our lower and upper range of earnings.  

REL management estimate that the portion of the operating costs that can appropriately be 
allocated to the income from the NZRPT Management Contract is approximately $0.65 million 
per year. 

The Manager of REL - PET earns a management fee of 1% of the NAV of REL – PET, which at 
current net asset levels is expected to be approximately $0.2 million per year.  REL 
management estimate that the portion of the operating costs that can appropriately be allocated 
to the income from the REL – PET Management Contract is currently approximately $0.15 
million, however they advise that they consider the costs are likely to increase.   
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Therefore the current level of net income earned from this Management Contract is marginal.  
Furthermore, unlike NZRPT, REL – PET can be terminated by an ordinary resolution of 
unitholders should the direct or indirect control of the Manager change (with the Manager and 
any Associate of the Manager not being entitled to vote).   

Therefore we consider at this stage any value in this Management Contract is not material to this 
valuation and so has been ignored. 

Our assessment of maintainable earnings after tax from the NZRPT Management Contract is: 

Maintainable earnings for Managers

Lower Upper
$000 $000

Management fee from NZRPT:
Cash component 2,120 2,120
Unit component 540 900

2,660 3,020
Operating expenses (650) (650)
Maintainable earnings before tax 2,010 2,370
Tax (711) (711)
Maintainable earnings after tax 1,299 1,659

Note:         Tax is calculated on the NAV for the unit component of the management fee at the rate of 30%
Source:    KPMG Analysis and REL management

Note:  Tax is calculated on the NAV for the unit component of the management fee at the rate of 30%
Source:    KPMG Analysis

 

9.5.2 Earnings Multiple 
In assessing an earnings multiple, actual or indicative offers for a particular business can 
provide the most reliable support for the selection of an appropriate earnings multiple.  
However, in the absence of such information it is necessary to infer multiples from other 
evidence such as transactions involving businesses in the same industry. 

We do not consider the observed earnings multiple for listed “comparable” companies to be 
directly relevant in this instance as the management operations of those companies are 
significantly larger and more diverse than REL. 

We note that when REL purchased the NZRPT management contract in 1992 they paid a price 
earnings multiple of 5.5 to 6.0.  In PricewaterhouseCoopers valuation of the management 
contract for the purpose of the W&K Scheme of Arrangement they considered an earnings 
multiple applied to the operating earnings after tax of 8.0 to 10.0 was appropriate.  Subsequently 
in 2004 Deloitte, in their Independent Advisers Report for the May 2004 partial takeover, also 
used an earnings multiple range of 8.0 to 10.0. 

We consider the range used by PricewaterhouseCoopers and Deloitte is still appropriate and 
therefore we have adopted an earnings multiple of 8.0 to 10.0. 
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9.5.3 Valuation Assessment of NZRPT Management Contract 
Based on the above, the assessed value of the NZRPT Management Contract is in the range of 
$10.4 million to $16.6 million as at the present date. 

Valuation of Management Contracts

$000s Low High

Maintainable earnings 1,299 1,659
Multiple 8.0 10.0

Value 10,392 16,590
Source:   KPMG Analysis  

9.6 Valuation of Units in NZRPT 

9.6.1 Valuation Approach 
We have assessed REL’s investment in NZRPT by first assessing the value of 100% of the units 
in NZRPT and then considering what allowances or discounts are appropriate. 

We have assessed the full underlying value of NZRPT by aggregating the values of the 
following component assets and liabilities: 

• Property investments; 

• Other investments; 

• Other assets and liabilities; 

• Capitalised operating costs; and 

• Contingent liabilities. 

9.6.2 Valuation of Property Investments 
The carrying value of NZRPT’s farm investments as at 31 December 2006 was $151.1 million.  
We have reviewed the basis upon which the carrying values have been determined and we 
consider the basis to be appropriate for the purposes of our assessment. 

We have considered the likely movement in property values from 30 June 2006 to the current 
date.   

Our analysis of the portfolio of farm properties is based on our discussion with a property 
valuer, who provided a general commentary on rural land prices by region and by type of 
property.  We have not received information on the current values of the actual properties held 
by NZRPT. 
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Overall, the property valuer advised that the past year has seen a levelling out of demand 
following a strong period of price increases from 2000 to 2006.  The present conditions are as 
follows: 

• Weaker properties with deficiencies in land capability, location, or structural improvements 
may come under some pressure; and 

• Well located and maintained properties across all sectors are forecast to hold current value 
levels with some upside possible in the case of stronger dairy units and irrigated arable land. 

NZRPT’s portfolio is skewed towards Canterbury (by hectares) and sheep and beef at circa 40% 
of the June 2006 value and dairy at circa 25% of the June 2006 value. 

On balance, we have assumed an increase of between 3.0% and 5.5% for the farm properties 
since the last valuation date of 30 June 2006.  This provides an estimated value of the farms to 
be between $155.7 million and $159.4 million. 

We have assumed that the value of the forestry asset is likely to maintain its carrying value in 
the short term.  This view is shared with the valuer who assesses demand as being flat.  
Although the Agri-Fax Log Price Index is at its highest since April 1996, shipping costs, over-
supply of wood and continued elevated exchange rate considerations negatively impact the 
outlook and therefore the value. 

Based on the above, we have assessed the value of NZRPT’s property investments, including 
the forestry assets, to be between $161.9 million and $165.6 million. 

9.6.3 Valuation of Other Investments 
The carrying value of NZRPT’s other investments as at 31 December 2006 were $9.93 million.  
We understand the most significant other investment is Fonterra Fair Value Shares. 

We have assessed the value of the Fonterra shares based on the price announcement issued by 
Fonterra on 23 May 2007.  The Fonterra directors set the value of Fonterra shares at $6.79 each, 
an increase of 3.5% from $6.56 in the previous year. 

The exact number and carrying value of the Fonterra shares within NZRPT’s investments is not 
separately disclosed, however we understand the majority of the value relates to Fonterra shares.  
Therefore we have applied the 3.5% increase to the entire investment carrying value of $9.93 
million.  Accordingly, we have assessed the value of NZRPT’s other investments at $10.3 
million. 
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9.6.4 Valuation of Other Assets and Liabilities 
We have assessed the aggregate value of the other assets and liabilities of NZRPT based on their 
carrying values as at 31 December 2006 as set out below.  This includes bank debt of $10.8 
million and cash of $297,000.  We consider any profit or loss earned between 31 December 
2006 and the date of this report is not material to the valuation. 

Trust Other Assets and Liabilities

$000s 31-Dec-06

Cash on deposit and at bank 297                  
Prepaid taxation 542                  
Debtors and prepayments 601                  
Livestock and feed on hand 1,936               
Plant & machinery 1,328               
Trade creditors (1,719)              
Bank loans (10,800)            
Net other assets and liabilities (7,815)              

Source:   Trust December 2006 interim accounts  

We have assessed the value of NZRPT’s other assets and liabilities to be negative $7.8 million. 

9.6.5 Valuation of Contingent Liabilities 
NZRPT reached a resolution of the dispute with the IRD in relation to the 1996 and 1997 
income tax years and the IRD has chosen not to dispute the tax treatment of profits on any of 
NZRPT’s property sales through to the 2004 income tax year.  However, a degree of uncertainty 
still exists over the likely tax treatment of any future disposal of properties by NZRPT and any 
distributions by NZRPT.  Accordingly, investors are likely to apply a discount to the assessed 
NAV of NZRPT to reflect this uncertainty. 

Actual quantification of the liability that would arise upon disposal or distribution is extremely 
subjective.  It involves assumptions about the timing of disposal, proceeds of the disposal, 
IRD’s assessment of the profits on disposal and the likely method of distribution. 

In order to reflect the range of possible outcomes, we have estimated a range of potential tax 
liabilities on the unrealised property revaluations of approximately $112.5 million plus our 
estimated revaluation for the period since 30 June 2006 of $4.6 million to $8.3 million.  The 
potential tax at a 30% tax rate exceeds $35 million.  We have considered the time value of 
money associated with the potential realisation horizon.  At the low end of our value range we 
have assumed a liquidation value under the assumption of an orderly wind up, over say three 
years.  We consider this assumption might increase the allowance a purchaser is likely to require 
to cover the tax contingency and so we have estimated the value of the full contingent tax 
liability at $30.5 million.  At the high end of our range we have assumed no allowance. 
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Value of Contingent Liabilities

$000s Low High

Potential future tax liabilities 30,500 -

Source:   KPMG Analysis  

Thus we have assessed the value of the contingent tax liabilities of NZRPT at between zero and 
negative $30.5 million. 

We note that this is an extremely subjective assessment and any change in NZRPT’s disposal 
plans or the IRD’s position may directly impact the conclusions.  However, at this point of time 
it represents a range of potential outcomes that are considered possible. 

9.6.6 Valuation of 100% of Units in NZRPT 
Generally, the traded market price of NZRPT’s units represents the value of a small minority 
parcel and does not incorporate the premium for control represented in the full underlying value. 

REL currently holds 23,698,817 units (50.4%) in NZRPT.  In addition, the Manager currently 
holds 1,782,221 units (3.8%) in NZRPT.  Accordingly, REL controls 25,481,038 units (54.2%) 
in NZRPT at the current time. 

We have previously stated that the appropriate test of fairness under a partial or full takeover 
where the offeror will gain control, is the full value of 100% of the company, or trust, pro-rated 
across all the shares or units.   

In our opinion there are two approaches to determining the value of a 100% interest in NZRPT.   

Orderly wind up 

The first approach is to consider the value if NZRPT was liquidated.  A decision to liquidate the 
Trust would require a special resolution and be supported by 75% of the unitholders.  Thus 
REL’s 54.2% holding could not force a liquidation.  However the units are trading at a 
significant discount to their NAV and we consider it likely that sufficient other unitholders 
would see the potential gain from liquidating the trust to make the passing of the necessary 
special resolution a possibility.  

If NZRPT was to be liquidated it would incur various selling and liquidation costs but would 
cease to incur ongoing overheads.  The most likely approach would be an orderly wind up of the 
Trust. The costs of liquidation are uncertain and difficult to quantify, and therefore we have 
assessed a valuation range under this wind up assumption. 

In PwC’s review of September 2004, the Manager of NZRPT considered a minimum of 36 
months would be required to dispose of the properties in an orderly value-maximising manner.  
In 1999 the Manager of NZRPT obtained an independent property valuer’s assessment of the 
discount which would apply if they were to realise the properties within a three year timeframe.  
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At the time a 5% discount was considered likely.  PwC used a 20% worse case scenario in their 
review. 

The valuation of NZRPT under this approach should also recognise the risks that the resolution 
to liquidate the trust was not successful. 

We understand the carrying value of NZRPT’s properties includes an allowance for disposal 
costs.  However the level of actual disposal costs that are likely to be incurred will depend on 
the strength of the rural property during the period of the orderly wind up.  For our high value 
we have assumed the market will remain strong and therefore additional disposal costs will be 
minimal and trading results and increases in property prices will cover the additional operating 
cost of liquidation and provide an acceptable return for the time taken to complete the wind up. 

For our low value we have recognised the risk that properties may not realise their carrying 
value and trading results will not cover the additional operating cost of liquidation.  We  
consider a reasonable discount to reflect all these costs of an orderly wind up, in addition to 
those already deducted in the calculation of property carrying values at 30 June 2006, would 
represent between 5% and 10% of the value of NZRPT’s assets.  For the purpose of our low 
range we have used the mid point estimate of 7.5% and applied it to the value of property. 

One effect of an orderly wind up of NZRPT would be the loss of the income from the 
Management Contract by REL and its subsidiary which holds that Management Contract.  Thus 
we have assumed the cost of the wind up would include some compensation to REL for that 
loss.  We have previously valued the NZRPT Management Contract at between $10.4 million 
and $16.6 million.   

We have therefore included an additional allowance of $10.4 million at the low end and $16.6 
million at the high end of our valuation range for the costs of an orderly wind up.  The reason 
we have included the higher (lower) value as a compensation deduction in determining the high 
(lower) end of our value range is to ensure consistency with the inclusion of those values in the 
valuation of REL in section 9.10. 

Our assessment of total realisation costs is between $16.6 million and $22.5 million. 

Ongoing hold 

The second approach we have examined is to assume that NZRPT will continue to hold its 
investments and operate in a similar manner as it has in the recent past.  In that case we consider 
the value would be the full underlying value of the Trust’s assets similarly based on their net 
realisable value, adjusted for overheads costs which would continue to be incurred to manage 
NZRPT. 

Our valuation range of NZRPT under this approach falls within the low and high values under 
the orderly wind up approach.   
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Our low and high value range which is determined by the orderly wind up approach is: 

Valuation of 100% of NZRPT

$000s Low High

Property investments 161,900 165,600
Other investments 10,300 10,300
Other assets and liabilities (7,815) (7,815)
Contingent liabilities (30,500) -
Less the notional realisation costs (22,535) (16,590)
Value of 100% of trust units 111,351 151,495

% of units held by REL and Manager 54.2% 0.0%
Value of units held by REL and Manager 60,352 -

Number of units 47,041 47,041
Value per unit ($) 2.37 3.22

 Source:   KPMG Analysis

 

We consider the full underlying value of NZRPT is in the range of $111.4 million to $151.5 
million ($2.37 to $3.22 per unit).  

The assessed value of $2.37 to $3.22 per unit represents:  

• a premium of 12.9% to 53.3% over the closing unit price of $2.10 on 9 May 2007 (Unlisted 
market); and 

• a premium of 14.5% to 55.6% over the VWAP from January 2007 to 9 May 2007 of $2.07. 

9.7 Valuation of the units in REL - PET 

9.7.1 Valuation Approach 
We have assessed REL’s investment in REL - PET by first assessing the value of 100% of the 
units in REL - PET and then applying an appropriate discount to reflect the size of REL’s 
interest. 
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9.7.2 Investments 
As we have stated, at 31 March 2007 REL – PET had $6.6 million invested in bank securities 
plus $13.5 million of other investments.  Given the stated policy we consider the other 
investments are likely to be a mixture of listed and unlisted shares in New Zealand and 
Australia.  However we are unable to obtain any information on the investments held by REL – 
PET and the current market value of those investments. 

In order to estimate the increase in the value of REL – PET since 31 March we have assumed 
the following: 

• Bank securities are invested at the 90 day bank bill rate, which has averaged 8.0 % during 
the period 1 April 2007 to 25 May 2007; 

• Other investments are in shares that performed in line with the New Zealand share market 
which increased by approximately 5% in that period. 

In the table below we have developed two scenarios: 

• In scenario one, we have assumed the bank securities at 31 March are invested in 90 day 
bank bills and the other investments retain their market value at that date. 

• In scenario two, we have assumed the bank securities at 31 March are invested in 90 day 
bank bills and the other investments move in value at an average rate for New Zealand listed 
shares. 

Increase in the net asset value of REL - PET

Scenario Scenario one Scenario two

Bank securities 6,610,169 6,610,169
Other investments 13,481,106 13,481,106
Return if invested in liquid securities based on the 90 day bank bill rate 8.0% 8.0%
Return if invested in NZ listed shares based on NZX50 index 0% 5.0%
No. of days invested 61 61

Increase in value of bank securities 88,377 88,377
Increase in value of other investments - 674,055
Tax (29,164) (29,164)
Increase in value of fund after tax 59,213 733,268
Net assets at 31 March 2007 20,036,881 20,036,881
Estimated net asset value of fund at 31 May 2007 20,096,094 20,770,149

Number of units on issue 19,000,000 19,000,000
Estimated net asset value per unit 1.06$                      1.09$                      

Note:        Management fees have been ignored
Source:    KPMG analysis  

The table above shows that the net asset value of REL – PET at 31 May 2007 is likely to be in 
the range of $1.06 to $1.09 per unit. 
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9.7.3 Capitalised Overheads 
The Manager of REL - PET is entitled to a management fee equal to 1% of the NAV of REL – 
PET as at the end of the financial year which would be approximately $0.2 million. 

In addition to these costs, we have assessed the maintainable level of other operating costs 
incurred by REL - PET.  These costs have consisted primarily of legal and professional fees and 
the trustee’s fees.   

9.7.4 Valuation of REL’s Unitholding in REL - PET 
Generally, the market price of a trust’s units represents the value of a portfolio interest and does 
not incorporate the premium for control represented in the full underlying value. 

REL currently holds 4,000,000 units (21.1%) in REL - PET.   

When valuing minority interests it is common practice for a discount to be applied to recognise 
the lack of control minority parcels are able to exert over the company’s affairs. 

The situation for units in a trust is slightly different in that key operating decisions are 
undertaken by the trust manager and trustee. Accordingly, unitholders tend to have less 
influence (and hence control) over a trust’s operations than shareholders have over a company’s 
operations. 

The 21.1 % interest in REL - PET provides REL with a degree of control.  However, REL’s 
interest does not enable it to single-handedly pass ordinary or extraordinary resolutions and as 
such, it cannot be said to have significant control over the affairs of REL - PET. A key factor 
regarding control is that REL cannot single-handedly effect the liquidation of REL - PET’s 
assets. 

A further factor influencing the value of units in a trust is their liquidity. In general terms, 
investors will place a comparatively higher value on an investment that is freely tradeable on a 
secondary market and which can be readily converted into cash.  In the case of REL - PET there 
has only been one trade of 2 million units in the ten months since REL - PET was formed. 

In these circumstances, we are of the view that it is appropriate to apply a small discount to the 
net asset value of REL - PET to assess the fair market value of REL’s 21.1% unitholding in 
REL - PET.   

Taking into account the range of possible values as calculated, the reasons for applying a 
discount to the net asset value of the units and the price of the single trade to date, we assess the 
value of REL’s 4,000,000 units in REL - PET to be in the range of $4.0 to $4.2 million, which 
equates to between $1.00 and $1.05 per unit. 
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9.8 Valuation of Capitalised Overheads of REL 
We have deducted an amount of $1.1 million to $1.4 million from the value of REL to reflect 
the capitalised value of REL’s corporate overheads. This is based on the forecast of REL’s 
corporate overheads which have been allocated to REL for the current year amounting to $0.2 
million before tax or $0.14 million after deducting tax at 30%.  We have capitalised this 
assessment of after tax corporate overheads at a earnings multiple of 8.0 to 10.0. 

9.9 Valuation of Other Assets and Liabilities 
We have assessed the aggregate value of the other assets and liabilities of REL to be their book 
values at 31 December 2006.  However we have adjusted that by the profit that might have been 
earned by the parent company and the two management companies since that date.  We estimate 
that retained profit to be $0.4 million. 

9.10 Valuation of 100% of REL 
In determining the value of 100% of the REL shares we started with the net tangible assets of 
the sub group comprising REL and the Management Companies, based on their management 
accounts to 31 December 2006.  We then revalue certain assets held by that sub group to the 
values we have earlier assessed. 

Value of 100% of REL

Low High
$000 $000

Net assets of REL and Manager subsidiaries at 31 December 2006 28,393                28,393                
Estimated increase in value to 31 May 2007 400                     400                     

Plus compensation for loss of Management Contracts 10,392                16,590                
Less carrying value of Management Contracts (1,897)                (1,897)                

Plus assessed value of units in NZRPT 60,352                82,110                
Less carrying value of units in NZRPT (41,994)              (41,994)              

Plus assessed value of units in REL - PET 4,000                  4,200                  
Less carrying value of units in REL - PET (4,000)                (4,000)                

Less allowance for capitalised overheads (1,400)                (1,100)                

Value of 100% of REL 54,246                82,702                 

Based on the above, we assess the fair market value of all the shares in REL to be in the range 
of $54.2 million to $82.7 million as at the present date.  
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9.10.1 Value of 50.8% of REL Shares 
There are three critical levels of voting control in a company, 50%; 75%; and 90%.  Each 
provides the holder with slightly different levels of control.  In our opinion the price to be paid 
under a partial takeover option where the offeror will gain control, that is pass the 50% level, 
should reflect the full underlying value of the company. 

Given the above, we consider it not appropriate to apply a discount to the full underlying value 
of REL to determine the fair market value of REL’s shares.  Therefore in our opinion the fair 
value of the shares in a partial takeover offer is the fair value of the company prorated across all 
shares. 

The following table shows KPMG’s assessment of the fair value of a share in REL for the 
purpose of assessing the merits of the H&G Offer. 

Fair Market Value of REL

Low High
Value of 100% of REL ($000) 54,246                82,702                
Number of shares issued 22,237,923         22,237,923         

Fair market value per share $2.44 $3.72
Source:   KPMG Analysis  
Accordingly we consider the fair market value of REL is between $2.45 and $3.70 per share 
(rounded to the nearest 5 cents).  

The costs of any liquidation and the quantum of any potential contingent tax liability in the 
event NZRPT were to be liquidated are highly subjective and difficult to assess. Our relatively 
wide fair value range for REL largely reflects our uncertainty over these factors, which impact 
on the fair value of REL’s investment in NZRPT. 

The Offer price of $2.75 per share represents a premium of 31.0% over the closing share price 
of $2.10 on 24 April 2007.  It is also represents a premium of 33.5% over the VWAP of $2.06 
for the trades in March and April 2007.   Given the size of the minority parcels traded, we 
consider these premia to be reasonable. 

The Offer price is within KPMG’s assessment range for the fair market value of REL’s shares. 
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10 Appendix 1 - Sources of information and reliance on 
information 

10.1 Sources of Information 
The statements and opinions expressed in this report are based on the following main sources of 
information: 

• the REL annual reports for the years ended 30 June 2004 to 2006; 

• the REL management accounts for the nine months to 31 March 2007; 

• NZRPT’s annual reports for the years ended 30 June 2004 to 2006; 

• NZRPT’s half year report to 31 December 2006; 

• the W&K Proposal for a Scheme of Arrangement dated 19 January 2004; 

• the H&G Notice of Intention to Make an Offer dated 14 May 2007; 

• the draft REL Target Company Statement; 

• REL share price data provided by REL; 

• NZRPT’s unit price data provided by REL; and 

• information on the rural property industry and listed companies operating in the property 
industry including industry studies and financial reports. 

During the course of preparing this report, we have had discussions with and/or received 
information from REL’s management, the Independent Directors, REL’s legal advisors and 
valuers. 

The Independent Directors have confirmed that we have been provided for the purpose of this 
Independent Adviser’s Report with all information relevant to the H&G Offer that is known to 
them and that all the information is true and accurate in all material aspects and is not 
misleading by reason of omission or otherwise. 

Including this confirmation, we have obtained all the information that we believe necessary for 
the purpose of preparing this Independent Adviser’s Report. 

In our opinion, the information set out in this Independent Adviser’s Report is sufficient to 
enable the independent directors of REL and REL’s shareholders, other than H&G to 
understand all the relevant factors and to make an informed decision in respect of the H&G 
Offer. 
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10.2 Reliance on information 

The financial and non financial information set out within our report has been provided by the 
management of Rural Equities Limited. We have prepared our report on the basis of that 
information and nothing in this report should be taken to imply that KPMG has verified any 
information supplied to us, or has in any way carried out an audit of the information for the 
purpose of this report.  Accordingly we do not accept responsibility for the accuracy or 
completeness of such information.   

This report is prepared solely for the use of the shareholders of Rural Equities Limited, other 
than H&G Limited.   

We note that the forecasts and projections as supplied to us are based on assumptions about 
events and circumstances which have not yet transpired.  The realisation of the prospective 
financial information is dependent on the continuing validity of the assumptions on which it is 
based. The assumptions will need to be reviewed and revised to reflect changes in trading 
patterns, cost structures or the direction of the business as they emerge. Actual results are likely 
to be different from those shown in the prospective financial information because events and 
circumstances frequently do not occur as expected, and the differences may be material. 

KPMG cannot provide any assurance that the estimates will be representative of the results 
which will actually be achieved during the forecast period.  In particular we have not tested the 
assumptions or attempted to substantiate the veracity or integrity of such assumptions in relation 
to the prospective information. We accept no responsibility for the realisation of the prospective 
financial information.  

The valuation is based on prevailing market, economic and other conditions at the valuation 
date.  Conditions can change over relatively short periods of time.  Any subsequent changes in 
conditions could impact on the value, either positively or negatively.  There is no requirement 
for KPMG to update the valuation for information that may become available after the valuation 
date. 
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11 Appendix 2 – KPMG’s statement of qualifications, 
independence, limitations, and declarations 

11.1 Qualifications 

This Report has been prepared by KPMG.  KPMG’s Corporate Finance division provides 
advisory services in relation to mergers and acquisitions, independent advisers reports, 
valuations and other corporate advisory services. 

The partners responsible for preparing the Report were Russell Florence M.Com, CA and Tony 
McNaught B Com, CA, both partners in KPMG.  Each has significant experience in corporate 
finance advisory assignments.   

11.2 Independence 

KPMG is independent in terms of the Takeovers Code.  KPMG’s appointment was approved by 
the Takeovers Panel. 

The authors of this Report do not have at the date of this Report, and have not had any 
shareholding in or other relationship with H&G Limited or Rural Equities Limited that could 
reasonably be regarded as capable of affecting their ability to provide an independent opinion on 
the transaction being considered. 

KPMG will receive a fee for the preparation of this Report based on the time taken in its 
preparation.  The fee is not contingent on the outcome of the proposed transaction and KPMG 
will receive no other benefit for the preparation of this Report.  

11.3 Limitation of liability and Indemnity 

KPMG will accept liability to pay for damage suffered as a direct result of breach of contract or 
negligence on our part in connection with this engagement but, to the maximum extent 
permitted by law, KPMG’s liability for any and all loss or damage shall be limited to three times 
the amount of professional fees paid to KPMG for services.  

Rural Equities Limited have agreed that, to the extent permitted by law, it will indemnify 
KPMG and its partners, employees and consultants in respect of any liability suffered or 
incurred as a result or in connection with the preparation of the Report.  This indemnity will not 
apply in respect of any negligence, wilful misconduct or breach of law by KPMG.  Rural 
Equities Limited has also agreed to indemnify KPMG and its partners and employees for time 
incurred and any costs in relation to any inquiry or proceedings initiated by any person.  Where 
KPMG or its employees and consultants are found liable for or guilty of negligence, wilful 
misconduct or breach of law or terms of reference, KPMG will reimburse such costs. 
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11.4 Declarations 

KPMG has prepared the Report at the request of the Independent Directors of Rural Equities 
Limited. The Report meets the requirements of the Takeovers Code in relation to the partial 
takeover offer from H&G Limited to purchase shares in Rural Equities Limited.  The Report has 
been provided for the benefit of the non-associated shareholders of Rural Equities Limited. It is 
not intended for the Report to be used for any other purpose. 

KPMG provided drafts of this Report to the Independent Directors of Rural Equities Limited to 
confirm the factual accuracy of the Report.  There was no alteration to the valuation 
methodology or conclusion as a result of issuing the draft Report. 

11.5 Consents 

KPMG consents to the issuing of this Report in the form and context in which it is to be 
included in the Target Company Statement to be sent to the shareholders of Rural Equities 
Limited.  Neither the whole nor any part of the report, nor any references thereto may be 
included in any other document without our prior written consent as to the form and context in 
which it appears. 

 






