Oral outline for Resource Consent Hearing - Hayden Green

Assumed percentage of concrete sand (90% vs 35-44%) - if 90% is the correct % of
concrete sand from the Newcombe Road site then Mr Mcllrath’s modelling will have
most of it going to the wrong places, which means every benefit estimate is wrong.

= All of Mr Mcllrath’s benefit calculations are linked to distance: fewer kilometres
travelled leads to transport cost savings, fewer emissions and reduced traffic
accidents. Those calculations therefore rely on some fairly basic ingredients.

* Most importantly, he needs to know the different places the sand would be going if
the consent is granted and where it would need to come from instead if the consent
isn’t granted. Those locations will depend on the product that’s being transported.

* I've been operating under the assumption that 90% of the sand coming from the
Newcombe Road site will be concrete sand, Concrete sand is destined for batching
plants and, as I understand it, the closest ones are in Hamilton.

* So, I was puzzled by Mr Mcllrath destinations, for the reasons I set out in Table 1 of
my evidence. These did not seem to be logical destinations for concrete sand - in
some cases they were over 80km away.

* In paragraph 4.2 of his rebuttal statement Mr Mcllrath has stated he doesn’t know
where my 90% figure is from, and that only 35%-44% of the Newcombe sand will be
concrete sand - and the other products will be going further afield.

* [I've taken my figure directly from the applicant. Specifically, from slide 9 of
Appendix C to its application - the document’s called “Summary and Staging Plans”.
There’s a table summarising the tonnages that’ll be produced throughout the consent.

* According to that source, RS Sand would be taking up to 7,409,700 tonnes of sand, of
which 6,705,000 tonnes would be concrete sand - that’s 90.49%.

* The only reference I can find to the 35%-44% figure cited by Mr. Mcllrath is on page 4
of his first report. If I'm interpreting his report correctly, this % is the proportion of
total sand used in the Waikato/Bay of Plenty region that’s concrete sand.

* It might be that he’s assuming the Newcombe Road sand will be produced and
delivered in exactly the same proportions as its used throughout the market as a
whole. That being the case, this is clearly not right.

* The percentages of concrete and pit sand produced at Newcombe Road will depend
on the attributes of the sand being mined at that site. Based on the information
supplied by RS Sand, 90.49% of that sand will be concrete sand.

= If 90.49% is the correct number, then every benefit estimate in Mr Mcllrath’s report
would be incorrect - even taking the logic of the methodology as given. Every
estimate ties back to the assumed destinations - and if he’s wrongly assumed more
than half the Newcombe sand would be pit sand, then more than half his destinations
will be wrong, and all the benefit estimates will be wrong too.



Demand and supply outlook (the “deficit’) - Mr Mcllrath’s forecast relies on an
assumption that’s objectively unreasonable; there will be other new sources of supply
and some of the existing consents may be renewed - especially if there’d be a deficit
without that additional supply

* Mr Mcllrath’s sufficiency analysis concludes that: “Without new resources being
developed, or the existing consents renewed or extended, the region will not have
sufficient capacity to support infrastructure investment and meet the needs of other
sand users. The economic costs associated with such a deficit are significant.”

* The crucial thing to note there is that shortages only emerge in the 2030s if none of
the existing consents are renewed (these total more than 1.8m tonnes per year) and no
other sources are consented (remembering that 350,000 new tonnes has been
consented only just recently).

* The basic point I made in my report is that this just doesn’t seem plausible. I doubt
there’s ever been a reduction in supply of this magnitude (more than 1.8 million
tonnes) over such a short timeframe - in any sand market in New Zealand.

* Mr Mcllrath appears to agree with that - he states at para 3.2 that “additional sand
supply to the Waikato could be expected.”

* Inmy evidence, I illustrated the absurdity of this approach with the analogy of the
All Blacks losing their entire squad when contracts expire - something that would
never happen in reality. Some similar economic examples:

- Concluding that in 10 years, there’ll be a severe shortage of supermarkets in a
city, based on the assumption that all current supermarket leases will expire,
none will be renewed, and no new stores will open; or

- The Government deciding how many state houses to build by assuming that
every fixed-term tenancy will expire without renewal —leaving hundreds of
thousands of tenants homeless.

* At para 2.3 of his rebuttal statement, Mr Mcllrath suggests that he’s made that
assumption for legal reasons. I can’t speak to the legalities but it I can say that it’s
indefensible from an economic perspective.

* Excluding the obvious isn’t a robust or principled way of forecasting a supply deficit.
It also creates a circularity problem: by making such an unrealistic assumption, Mr
Mcllrath’s artificially manufactured the very deficit that the Newcombe Road
tonnages would then address.

* To be clear, I'm not saying that all the existing suppliers would continue operating or
that all the new potential sources would plan out. That assumption would probably
be just as unreasonable.

* But I think it's important to realise that if there was genuinely going to be the type of
deficit Mr Mcllrath is suggesting, those producers would have every incentive to
supply - since shortages mean higher prices and profits.

* Businesses respond to market signals - if the demand is there, supply will adjust
accordingly. Ignoring this basic dynamic leads to an exaggerated sense of scarcity
that bears no resemblance to what’s likely to transpire in reality.



I think the most reasonable assumption from an economic perspective is that some -
but not all - of those existing and potential new sources of sand would be supplying
into the market in the future, and that there’d be enough to ensure there’s no deficit.

So, to borrow the National Policy Statement’s terminology: I think the 400,000 tonnes
per year would be “achieved using other resources’” - and, importantly, those sources
mightn’t be located on highly productive land.

Manufactured sand may need to be blended with natural sand to make concrete and,
its production cost characteristics may differ to natural sand. Neither of those things
detracts from the key point, which is that it is clearly an additional source of supply -
and there may be relevant offsetting environmental benefits.

In his rebuttal statement, Mr Mcllrath says he’s unclear why I said that blending is
irrelevant to the assessment of alternative sources of supply at para 25 of my
evidence.

The following sentence of that paragraph explains why: “If incorporating
manufactured sand significantly reduces the amount of natural sand required to
produce a unit of concrete, then, by definition, less natural sand will need to be
sourced from quarries, riverbeds, and the seabed.”

This is a reasonable conclusion. If manufactured sand is displacing most of the
natural sand in the concrete making process then, by definition, you don’t need as
much of it to meet the total market demand.

In much the same way, batteries aren’t a complete substitute for petrol in a hybrid
vehicle. But if you buy a hybrid, you still end up buying a lot less petrol which
reduces the total market demand for it.

My point is that this is clearly an alternative source of supply - and it hasn’t been
taken into account in the analysis. Maybe that’s trickier to do because of those
different cost characteristics, but that doesn’t make it any less relevant.

Finally, because manufactured sand is produced as a by-product of a process that’s
happening anyway, it likely has a smaller environmental impact, e.g., on air
pollution, amenity values, opportunity costs of land, and so on.

So, even if the “private costs” of producing it are higher than for quarrying natural
sand, those broader social benefits would still be highly relevant to the assessment of
public costs and benefits - and these have not been considered in the application.

Transport cost saving estimates (destinations) - if 90% is the correct % of concrete

sand, then the destinations assumed in the transport cost calculations are all wrong -

as are the benefits themselves.

As noted earlier, if 90% of the Newcombe Road site’s sand is concrete sand, then Mr
Mcllrath destinations don’t appear to make much sense, since almost all of it would
be going to concrete batching plants.

As I understand it, the nearest concrete batching plants are in Hamilton and, as I said
in my statement, there are other sources of supply closer to those facilities. If that’s
the case, then it’s not obvious there’d be any transport cost savings at all.



Transport cost saving (avoided costs/benefits) - even if there were transport cost
savings, these would not equal the public benefits, and there’s no way to properly
scrutinise the methodology anyway because the key details aren’t provided.

As I explained in paras 52-53 of my evidence, it cannot be assumed that the reduction
in transport cost is equal to the total public benefit. It depends on lots of other things
as well, including:

- how much of that saving is pocketed or passed on;
- how it impacts the total production cost of concrete and concrete prices; and
- the elasticities of demand and supply throughout the supply chain.

Even if there was a transport cost saving, the total public benefit that results from it
could be much lower than that saving or much higher. Mr Mcllrath’s report provides
no indication of what it might be, or who the beneficiaries would be.

At para 5.1 of his rebuttal statement Mr Mcllrath says that “assessing these matters
requires detailed information that is not publicly available”. Strictly speaking, that’s
true - it is tricky and sometimes there’s not much data.

But that doesn’t mean that it’s impossible. There’s plenty of economic modelling
techniques that can be used to estimate these sorts of effects, including input-output
modelling, general equilibrium modelling and so forth.

I agree that it's much easier to calculate a transport cost saving - but that’s beside the
point. Just because something’s calculable doesn’t make it economically relevant.

Finally, even setting all that aside, there’s still the fundamental problem that it’s
impossible to really know how the calculations underpinning the economic
assessment have been performed because the methodology hasn’t been fully
disclosed.

Nobody could read the economic evidence and reproduce the numbers based on the
information provided. There are no calculations, no spreadsheets, no real explanation
of the assumptions and the referencing is sparce to non-existent.

Emissions claims - the operation of the ETS means that all the adverse costs of

emissions would simply be shifted across to another sector - both the ‘shadow price of
carbon’ and health externalities.

For the reasons I have already noted, if the output from Newcombe Road is 90%
concrete sand the emissions savings calculated in the economic report would also be
incorrect.

In relation to the substance of the methodology, Mr Mcllrath appears to concede that
the operation of the ETS means his $3.5m to $3.7m benefit arising from the ‘shadow
price of carbon’ is actually zero.

However, Mr Mcllrath continues to maintain that the externalities of those emissions -
namely, adverse health costs - are still relevant, because these aren’t included in the
price of New Zealand units, or the report’s shadow price of carbon.



What this overlooks is that if those emissions are transferred to another activity -
which they would be under the ETS - there’d be health externalities arising from
them there as well. For example, this might be trucks transporting something else in
another industry or emissions from a fertiliser factor.

In other words, the ETS wipes out all of the cost savings estimated in the economic
assessment - and it is not appropriate to consider the impacts in one sector without
also considering the offsetting effects in others.

Further, most of the adverse health effects Mr Mcllrath references - air pollution
leading to respiratory issues for example - seem to depend more on where the trucks
are driving than how far.

If, for example, truck movements are through Cambridge where lots of people are
going about their lives, I presume that would be worse than if they were driving
down roads located away from residential and commercial areas.

Mr Mcllrath hasn’t taken this into consideration in his analysis - he’s assumed that
every additional km travelled results in a ‘linear increase’ in emissions costs. That
might be true on average on a nationwide basis, but it's not true in this narrow case.

Social costs (road safety) - the probability of traffic accidents is influenced more by
where a truck is driving than how far it travels. This has not been addressed in
rebuttal.

In a similar vein, it's not reasonable to assume that every additional km travelled
results in a ‘linear increase’ in the probability of traffic accidents. It will depend more
on where the trucks are driving, not how far.

I stepped through this in some detail in my statement. Mr Mcllrath offers no response
to this other than saying he’s relied on ‘guidance, parameters and datasets’ from
Waka Kotahi.

I do not consider this addresses the point I made in my statement. My statement
explained why that this didn’t seem to be the right approach to use in this particular
context for the reasons I set out.

I am also still unclear where this methodology comes from and how Mr Mcllrath has
put it together to come up with his numbers. The reference, in footnote 26 of the
rebuttal is that “These can be found via the NZTA website, under ‘Resources /
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Manuals'”. That is not an adequate reference.

Omitted costs - Mr Mcllrath has not included the opportunity costs associated with
foregone agricultural use in his analysis because the area in question would account
for less than 0.04% of the Waikato Region’s dairy farming GDP. Assuming that’s a
relevant metric, it is a significant number that should be included.

There is no explanation how this figure is calculated. The evidence does not explain
what the Waikato region’s “dairy farming GDP’ is or where it is from or disclose
‘industry ratios” - the result are presented without any methodology.

On its face, 0.04% of the Waikato region’s dairy farming GDP sounds to me like a big
number. My back-of-the envelope calculation is as follows:

- According to Wikipedia, in 2023, the Waikato regions GDP was $36.6 billion.
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- Agriculture apparently contributed around $2.5 billion to that total.
- And, at a guess, dairy farming probably contributes $2 billion of that.

0.04% of $2 billion is $800,000 - but that’s an annual figure. Over the 25-year life of
the consent at a discount rate of 5% (which is what Mr Mcllrath uses in his
modelling) that’s over $11.3 million.

I'm not claiming that this number is robust. What it does show is that it’s probably
not going to be a trivial figure that can be just simply ignored in the assessment.

$11.3 million is bigger than the estimated emissions cost saving and the estimated
social cost saving. So, if those were considered to be sufficiently material to include,
then why hasn’t this been quantified and included as well?

Moreover, if the avoided costs (the benefits) are substantially overstated due to the
methodological shortcomings I highlighted in my statement, that offsetting cost
number could turn out to be absolutely pivotal.

As a more general point, it’s not appropriate to ignore something because it happens
to be a modest percentage of a much larger number. As that rough calculation shows,
something that’s tiny in relative terms can still be significant in absolute terms.



