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Téna koe

| refer to your email dated 1 April 2025, requesting the following under the Official Information Act
1982 (the Act):

“‘communications, correspondence, meeting minutes, Cabinet papers, briefing notes, or internal
memoranda between 1 February 2024 and 1 April 2025, specifically involving:

Nicola Willis (Minister of Finance)

Winston Peters (Minister for Rail)

Chris Bishop (Minister of Transport and Infrastructure)
Simeon Brown (Minister for State-Owned Enterprises)
The Ministry of Transport

The Treasury

This refined request focuses solely on:
1

Discussions involving Bluebridge (StraitNZ) as a potential or actual participant in the
Cook Strait ferry replacement project.

Consideration of private sector or privatized options, including procurement alternatives
outside of KiwiRail.

Changes in oversight, funding, or direction of the ferry project, particularly those involving
a shift away from public ownership or operation.”

Eighteen documents fall within the scope of your request and are detailed in the document schedule
attached as Annex 1. The schedule outlines how the documents you requested have been treated
under the Act.

Certain information is withheld under the following sections of the Act:

9(2)(a) to protect the privacy of natural persons

9(2)(b)(ii) to protect information where the making available of the information would be

likely unreasonably to prejudice the commercial position of the person who
supplied or who is the subject of the information

9(2)(ba)(i) to protect information which is subject to an obligation of confidence or which

any person has been or could be compelled to provide under the authority of
any enactment, where the making available of the information would be likely
to prejudice the supply of similar information, or information from the same
source, and it is in the public interest that such information should continue to
be supplied

9(2)(ba)(ii) protect information which is subject to an obligation of confidence or which

any person has been or could be compelled to provide under the authority of

transport.govt.nz | hei-arataki.nz

HEAD OFFICE: PO Box 3175, Wellington 6140, New Zealand. PH: +64 4 439 9000
AUCKLAND OFFICE: NZ Government Auckland Policy Office, PO Box 106483, Auckland 1143, New Zealand. PH: +64 4 439 9000



9(2)(f)(iv)
9(2)(9)(i)

9(2)(i)

any enactment, where the making available of the information would be likely
otherwise to damage the public interest

to maintain the constitutional conventions for the time being which protect the
confidentiality of advice tendered by Ministers of the Crown and officials

to maintain the effective conduct of public affairs through the free and frank
expression of opinions by or between or to Ministers of the Crown or members
of an organisation or officers and employees of any public service agency or
organisation in the course of their duty

to enable a Minister of the Crown or any public service agency or organisation
holding the information to carry out, without prejudice or disadvantage,
commercial activities

I am refusing your request for certain information under the following section of the Act:

18(d)

the information requested is or will soon be publicly available

With regard to the information that has been withheld under section 9 of the Act, | am satisfied that
the reasons for withholding the information at this time are not outweighed by public interest
considerations that would make it desirable to make the information available.

| note that your request was sent to multiple Ministers and Government departments, as such a
formal transfer is not deemed to be required under the Official Information Act. | am responding to
your request for information held by the Ministry of Transport. You will receive separate responses
from the other Ministers and the Treasury.

You have the right to seek an investigation and review of this response by the Ombudsman, in
accordance with section 28(3) of the Act. The relevant details can be found on the Ombudsman’s
website www.ombudsman.parliament.nz

The Ministry publishes our Official Information Act responses and the information contained in our
reply to you may be published on the Ministry’s website. Before publishing we will remove any
personal or identifiable information.

Naku noa, na

Marian Willberg

Manager, Maritime, Freight & Access
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Annex 1

Doc | Date Title of Document Decision on request

#

1 14 May 2024 Email & slides - MoT /MAG & Treasury - Some information withheld under Section
workshop alternative Cook Strait 9(2)(a)
options

2 22 May 2024 Email - For feedback 22 May: MoT Some information withheld under Section
briefing Cook Strait barriers to market 9(2)(a)
response

3 31 May 2024 Email - For info: Cook Strait Resilience Some information withheld under Section
Phase One Advice 9(2)(a)

Note the attachment is released at document
#18

4 18 June 2024 Email - Cook Strait Ferries: Project Some information withheld under Section
Orange Governance Group 9(2)(a), Section 9(2)(ba)(i), and Section

9(2)(g)(i)

5 23 June 2024 Email - RE: MAG Report Some information withheld under Section

9(2)(i)
Note the attachment is already publicly
available.

6 24 June 2024 Email: FW: For approval: Schedule 4a Some information withheld under Section
talking points for Minister Brown 9(2)(a)

7 25 June 2024 Email - MoT contribution to Treasury Some information withheld under Section
Report 9(2)(a)

8 27 June 2024 Email - MoT comments on draft Some information withheld under Section
Cabinet paper 9(2)(a)

Note the Cabinet paper attached to this email
is publicly available and a hyperlink has been
included.

9 24 July 2024 Email - For info: Strategic option forthe | Mostinformation withheld under Section
New Zealand Government's 9(2)(a), Section 9(2)(b)(ii), and Section
consideration regarding the future of 9(2)(ba)(i),

KiwiRail's Interislander ferry service

10 7 August 2024 Email - FW: The Treasury | Jarden - Most information withheld under Section
Catch-up 9(2)(a), Section 9(2)(b)(ii), and Section

9(2)(ba)(i),

11 8 August 2024 Email - RE: Urgent — questions Some information withheld under Section

regarding Cook Strait

9(2)(a), Section 9(2)(b)(ii), and Section 9(2)(g)(i)
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12 8 August 2024 Email - FW: Macquarie briefing on Cook | Some information withheld under Section
Strait Ferry Experience 9(2)(a), Section 9(2)(b)(ii), and Section
9(2)(ba)(i),
13 14 August 2024 Email - Emailing: Mafic Ministerial Attachment has been withheld in full under
Advisory Group discussion material Section 9(2)(b)(ii), and Section 9(2)(ba)(i),
14 29 November 2024 Email - Cook Strait Ferries: talking Some information withheld under Section
points for Monday official meeting 9(2)(a), and Section 9(2)(g)(i),
Note that the attachment (Cabinet paper) is
already publicly available
15 4 March 2025 Email - RE: Evaluation of alternative Most information withheld under Section
option submissions 9(2)(a), Section 9(2)(ba)(i), and Section 9(2)(i)
16 7 March 2025 Email — RE: For info: Evaluation of Most information withheld under Section
alternative option submissions 9(2)(a), Section 9(2)(ba)(i), and Section 9(2)(i)
17 24 May 2024 Full slidepack — Internal MoT Cook Some information withheld under Section
Strait connectivity options assessment | 9(2)(b)(ii), Section 9(2)(g)(i) and Section 9(2)(i)
18 24 May 2024 Summary slidepack - Internal MoT Some information withheld under Section

Cook Strait connectivity options
assessment

9(2)(b)(ii), Section 9(2)(g)(i) and Section 9(2)(i)
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Wendz Harrison

From: Rory Sedgley
Sent: Tuesday, 14 May 2024 10:38 am
To: Bev Driscoll; Chelsea Whitfield; Callum Gill; Sarah Carson; Mark

Thompson; Mark Cairns; roger@sul.co.nz; Ann Webster [TSY]; Michael
Moore [TSY]; Chris White (Treasury); Simon Hay [TSY]; Dominic Milicich
[TSY]; Chris Jones; Andrew Somerfield

Cc: Siobhan Routledge; Mitchell, Karen
Subject: RE: MoT/MAG & Treasury - workshop alternative Cook Strait options
Attachments: 20240515 - Initial options presentation workbook (DRAFT) (2).pptx;

Assumptions in the Phase One Cook Strait Report.docx

Dear all,
Please find attached a pack of slides to guide our discussion tomorrow at 1200.

As you know, we are taking a ‘first principles’ approach to the investigation of the broad spectrum of interventions
available to Ministers to secure the Crown’s objectives on the Cook Stra”it;We have sketehed out 7 possible
interventions in the attached slides, and we are keen to hear your tHoughts on the ad¢antages, disadvantages and
implementation issues associated with each of these options.

We will have limited time to explore each of the interventions tomdrrow, seif you are able to give them some
advance consideration, that would be very helpful. If there-arealternative intérventions that we have not thought
of, please let me know.

@Mark Thompson | have responded to your que§ﬁ0h§ about sgm’a;péYthe macro assumptions that we have made in
the Phase One report in a separate attachment, although amup‘l’abf placeholders remain. | expect these will be
clear in the draft report we send you on Thursdayy

I look forward to discussing with you all tordorrow,
Rory

Rory Sedgley Y '
M: s9(2)(@) E» r.sedglay@®transport.govt.nz | transport. govt.nz

§lz TE MANATU WAKA Papaitia ana nga tangata o Aotearoa Kla eke
4h MINISIAY OF TRANSPORTY T="Enabling New Zealanders to flourish

-----Original Appointmént-----

From: Rory Sedgley |

Sent: Tuesday, April 30, 2024 12:08 PM

To: Rory Sedgley; Bev Driscoll; Chelsea Whitfield; Callum Gill; Sarah Carson; Mark Thompson; Mark Cairns;
roger@sul.co.nz; Ann Webster [TSY]; Michael Moore [TSY]; Chris White (Treasury); Simon Hay [TSY]; Dominic
Milicich [TSY]; Chris Jones; Andrew Somerfield

Cc: Siobhan Routledge; Mitchell, Karen

Subject: MoT/MAG & Treasury - workshop alternative Cook Strait options

When: Wednesday, 15 May 2024 12:00 pm-2:00 pm (UTC+12:00) Auckland, Wellington.

Where: Microsoft Teams Meeting; 3 Queens Wharf; 3QW.01 Ngake (External 14 pax)

Dear all,



This meeting is intended to provide an opportunity for the MAG and Treasury to assist the Ministry of Transport in
fleshing out the alternative options for delivering the Crown’s objectives on Cook Strait.

In advance of the meeting, we will circulate some brief papers on the merits and implementation issues associated
with each of the high level alternatives previously identified (illustration below for reference).

We will then use this session to test our early thinking with you and incorporate your input as we prepare some
more detailed analysis.

Location is 3 Queens Wharf, and apologies for the lunchtime scheduling.

* Status quo — KiwiRall * Depending on a ® Instead of * Economic regulatory
» New Crown owned commerclal purchasing ships, the regime to progéct
entity established to assessment, this Crown could procure consumers
procure shipsl In the could be a the services it seeks » This could
long-term this could concession (operator (e.g. 2 ferries sailing touc ‘mation
transition to private pays Crown) or a twice a day with diselasure'e.g. = Alicensing regime
ownership of either tender (Crown pays capacity for X lane alrports) or a prigé- could ‘tie in’
the entity or the operatar) metres) and transfer uality path regi operators witha
ships. » Examples of this In responsibility for g lines notice period
Scotland, or NZ sourcing and ompanjes) » Crown actions to
metro rail where operating ships to facilitate, enable or
induce a new market

local Govt owns the supplier

ralling stock and

tenders out the

operations 0

around ports)

entrant (e.g. changes
\ to land ownership

AV,

Join the meetin
Meeting ID: 411 737

Passcode: yZSRé

Dial-in by phone

+64 4-886 1744,421994004# New Zealand, Wellington
Find a local number

Phone conference ID: 421 994 004#

Join on a video conferencing device
Tenant key: 611163254@t.plem.vc
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Initial options

Working session
15 May 2024




The focus of today’s session is to test
and refine high-level options for
ensuring connectivity and capacity on
the Cook Strait

We are keen to identify any gaps, sub-
optlons, () mlSSIHg nuance to direct
further analys1s. | '
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Spectrum of options considered so far

We have focused on exploring a broad range of options to present tg Ministers, The options are not exhaustive.
They are intended to provide Ministers with a flavour of what is/possible ahd identify areas for further analysis.

ﬁ

No / Very low Low intervention* Moderate High intervention
intervention (Regulation / incentive- intervention (Capex-based)
(Market-based) based) (Opex-based)
Crown exits Cook Strait » Enhanced economic'regulation * Crown tender for services « Crown continues to directly
ferry market (no additional (i.e. cost transparéhiey) (operators bring own own and operate (via
regulation or interventions) » Licensing regimes (i.e. vessels) KiwiRail or a new Crown
Crown exits Cook Strait mandated notice periods for owned entity)
ferry market (Crown role in service changes) « Crown purchases vessels
sale of services as a going * Incentive$.to’promote new and contracts out
concern) market'entrants.(i.e, operation (charter).
rationalisation offahd ownership, « Crown procures vessels
Crown underwrite of new and services through a
services) ‘PPP-like’ arrangement.

R\/A
=

< TE MANATU WAKA *Not€ these'options could be done in combination with more intensive At this h]g h-level, are there alternative
h RN PR TRANSPORT intervehtions, or as a package of regulatory reforms

interventions to consider?




Options
High-level analysis
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No / very low intervention

No / very low intervention

Advantages Disadvantages
Material saving to the Crown (No new costs and no ongoing » No guarantee of levels of service (capacity and price)
KiwiRail support) *““Prices could increase without additional price regulation
+ Strongest market-based approach * Reliance on continued operation of private companies
+ Potential benefits to customers throughpire market « Potential monopoly (or unequal duopoly) with ‘first mover'
competition advantage for incumbent
= Significant time requirement for new entrant to enter the
. market (regulatory approval, H&S, commercial agreements
The Crown exits the Cook e o s - )
Strait ferry market with v e e
either: » No cost for the prevision of services, potential for savings » No guarantee of a market response without Crown role in
A ! + Some disestablishment costs (KiwiRaillikely to require facilitating the transition.
. N O role N p|ar| ni ng or additional furiding) * No intervention relies on an assumption that new operators
T x ey b + Initial costS™to ports for redevelopment of facilities enter the market and negotiate port access independently
facilitati ng pOS‘t-KIWI Rail + Potentialiin€reased costs fof consumers if available - Shareholder would need to approve divestment (and sale)
. capaCity, reduces, and prices tise. of Interislander.
fel'l’y SerVICeS, or = Sale likely to be complicated by highly unionised workforce.

Arole in facilitating the

i Conclusion
d IveStment and Sa I € Of « WNo intervention,at all is not feasible or realistic.
K|W[ R a || fe rry as SetS and # Crown couldtake actions during transition to support divestment and orderly transition to a private sector duopoly. This would
: give gonfidence that there will be a second operator. Additional incentives and safeguards may be required to ensure a certain
services. level.of'Service level and to protect consumers.

\, Any sale would be complicated by the highly unionised nature of KiwiRail workforce and operations (need to preserve the ability
for'a new owner to reform / streamline operations).
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Enhanced
regulatory

regimes

The Crown could adjust
current regulatory settings

to ensure a transparent,
level playing field for
commercial operators. This
could include information
disclosure requirements,
cost transparency, and / or
licensing requirements.
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Low intervention

Advantages

Theoretically creates a more level playingield for
commercial activities through a light touch/regulatory
approach (requirements for port cost transparency etc).
Promotes ‘market-based’ solution ta/Cagk Strait capacity.
Relatively inexpensive to the Lrown —'Some resglreces
required to monitor compligncésand maintain regulations.

Disadvantages

No guarantee regulatory changes alone will be sufficient to
attract market interest (likely to be lag between regulatory
changes and new entrant standing up services).

No guarantee that light-touch changes to regulation will
materially impact operator costs (i.e. transparency over port
costs will not prevent operators being required to pay for
port upgrades).

Costs

Upfront costs to develop, consult,\@nd implement regulatory
changes,

Some dngoingoperating,coststo monitor compliance and
maiptain regdlationse

Implementation

Will take time. Extensive consultation and assessment
required before regulatory changes could be implemented.
Would need to confirm where regulatory function is best
held (i.e. MOT, MNZ, MBIE, ComCom).

Regulatory changes would need to happen in parallel with
other interventions (i.e. support in KiwiRail divestment / sale
and securing new market entrant to avoid capacity gap).

Conclusion

Likely te only be required if the Crown exits the Cook Strait market entirely and concerns about lack of competition /

commercially viable services need to be addressed.

Qnly/a partial solution as unlikely to entice a new market entrant within the timeframe required. May need to be implemented in
parallel with more intensive intervention options (i.e. to ensure any new operators can be commercially viable once established).




Direct market incentives

] "f_“_'f—’ﬂWV S
The Crown would offer
direct incentives to support

new entrants to the market,
which could include:

« Supporting the
rationalisation land
ownership around Ports;

and / or

Timebound Crown
underwrites to support
initial operations.

/A
<
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Low intervention

Advantages

» Can remove or reduce barriers to entry without,binding the
Crown to continue providing Cook Strait sefvices.

 Incentives can be clearly timebound to efisuré a transition
to unsupported commercial activities decufs as planned,

Disadvantages

« Underwrites / other support schemes can be difficult to exit
once in place. Risk that entrants threaten to leave market
as supports are reduced.

* Less direct supports (i.e. supporting rationalisation of port
land) unlikely to be enough to entice new market entrants
on its own)

Costs

* Lower upfront capital epsts than direct ship’procurement,
but potential fop amongoing operationalcost.

* Crown coulddimit exposure with'an upfront agreement to
graduallysealesdoWwn support, or'by limiting support to
facilitate‘market entry and'né ongoing subsidy.

Implementation

* Levers to direct land rationalisation by NZRC/KiwiRail held
by Shareholding Ministers

= Negotiation of practical arrangements to support new
market entrant could be protracted. Complex contractual
and management arrangements for Crown underwrite.

* Uncertainty over process to select new market entrant —
only room in the market (and ports) for two operators.

Conclusion

* WDirect marketincentives are possible. However, there is a risk they do not go far enough on their own (i.e. land rationalisation),
or become costly and complicated to manage (underwrite schemes).

* Anywnderwrite scheme would need to be clearly timebound, be based on full cost transparency, pricing expectations (i.e.
chargeithe same or more than existing operator), and include claw back provisions in the event the operate leaves the market

within an agreed period.




Crown tender for services

Crown tender
for services

KiwiRail would exit the
Cook Strait ferry market
and the Crown

would contract with a new

commercial operator to
provide an agreed level of
service with their own
vessels. Likely to require a
Crown interface role
between ports and the new
operator.

Moderate intervention

Advantages

- Transfers vessel procurement and operation risk to
commercial operator

= Process of competition for the market provides transparant
mechanism for Crown to secure best valde for money

= Crown procurement role mearis greater certainty, that
capacity will be available than if left to market forces alone
(potentially guaranteed fercontract perigd).

Disadvantages

Risk of unequal competition in the market if Crown support
provides new operator with unfair advantage

Unlikely to receive many tenders without some form of
incentive (why bid in a government process if you could set
up operations commercially anyway). Potential for ongoing
financial liability (depending on terms of the procurement).
May take a long time to procure and operationalise services

Costs

« Very difficultdo quantify without mafket soundings.

= Procuremeént cests likely to be\significant given number of
stakeholders and complexity ofiarrangements.

- Potefitial forgome onGoing costs (i.e. underwrite,
concessian etc).

Implementation

Open and competitive procurement process could take
several years to complete and for capacity to arrive.
Would need to determine which department best placed to
lead procurement and manage contract.

Would need active management to ensure no unintended
impact on other commercial services (i.e. price, capacity,
commercial viability of existing operators)

Conclusion

» There'ig potential for the Crown to tender Cook Strait ferry services. However, this is likely to be long and complex so may not
be completed in time to avoid capacity shortfalls (if KiwiRail exits quickly).

« The gxact nature of commercial arrangements would need to be refined. If services are assumed to be commercially viable then
there should be no need for any ongoing subsidies or costs to the Crown. However, there may need to be some form of
incentive for a new operator to establish operations (timebound underwrite, upfront capital support etc).

» Crown support likely required to smooth implementation (interface with Ports, consenting process etc)

« Question as to whether this would present value for money for the Crown or provide an unfair advantage to the new operator.

?&% TE MANATU WAKA
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Directly own - contract out services

Crown purchases new /
used vessels and awards a

concession to a private
provider to run the
operations

S
A

MINISTRY OF TRANSPORT
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High intervention

Advantages

Maintains Crown control over vessel and service level
specifications

Introduces commercial discipline from thé private sector to
the operation of the ferry business and'ability for Crowito
recover capital costs over the life ofth&,contession

Cost of capital for the Crown is lower than it would*be for a
private operator

Disadvantages

* Risk that the Crown is ‘back to square one’ at the end of the
contract (25-30 years)

+ Animplicit Crown 'backstop' or guarantee for the
concession holder may encourage excessive risk-taking

» Potentially complex relationship and ‘blame-game’ unless
responsibilities clear (maintenance regime etc).

= Still requires upfront capital contribution

Costs

Upfront capital costs estimated in the tegion of $800m-$1
billion

Potential for fevehue'Source duringoperation through
concessignrarrangément.

Potentialifor'ongoing maintenance / upgrade costs
depending en'commegrcialiarrangement agreed

Implementation

» A Crown entity (KiwiRail or alternative) still needs to
purchase ferries

» Open and competitive process over several years required
to select new operator

Conglusion

This optionyis similar to the Crown tendering for services but retains Crown control over the vessel type and service levels. The
option makes sense if the Crown has a specific view on vessel / service requirements or is concerned about the ability of the

market toprovide and operate appropriate vessels.

The,regtirement to both purchase / build vessels and tender services means this option is likely to be long and complex to

implement.

Contractual and management arrangements are also likely to be complex to ensure clarity on roles and responsibilities,
payments, service levels, and penalties for non-performance.




PPP-like arrangement

PPP-like
arrangement

Crown enters a PPP or
PPP-like arrangement with
a private sector partner to
design, build, finance, and

operate services for a fixed
period.

This could include ‘Build,
Own, Operate, and
Transfer’ or other PPP-like
models.

%% TE MANATU WAKA
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High intervention

Advantages

« Introduces commercial discipline from th€private sector to
the operation of the ferry business

» Preserves Crown role in setting service /essel
requirements

« Ensures a higher quality asset throughout the cencession
period

= Spreads the cost of vessels./Services avena longer period.

Disadvantages

Crown will be left with end-of-life assets at end of
concession period

Requires the Crown to have a robust view of current and
future service requirements from the outset

Likely to be complex to negotiate and manage

May take longer to deliver as model most valuable if
vessels are new builds

Costs

« Capital investmentsimilar to the ather Crown purchase
options, bt spread out over the'life of the contract rather
than upfront.

+ Additional ongoing cést ta.the’ Crown to provide Partner
with"an agceptablesrate of return

= Administrative costs (external financial and legal advisers)
tofestablish gontractual arrangements

Implementation

Complex contractual arrangements with multiple parties to
be negotiated.

Requires the Crown to have a reasonable understand of the
type of service / vessels it needs

Conclusion

= A PPPulike arrangement would be appropriate if the Crown has a clear view on service requirements over the long-term,
requires a new (rather than used) vessel, and seeks a means to spread significant upfront capital costs over a longer period.

- Rerfdrmance regimes are likely to lead to better maintenance and operating performance. However, likely to be expensive.

« JThe complexity of the model and the requirement for new vessels means that the model will take longer to procure and

operationalise.




Directly own and operate

oavay 7 J‘:}‘%’f %"Tn

Ccu J:L..Q. y

h |

1d operate

Crown continues to own
and operate Cook Strait
ferry services, either

through continued KiwiRail
operations or through a new
Crown-owned entity (which
could be privatised at a
later date)

< TE MANATU WAKA
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High intervention

Advantages
Provides certainty over capacity and enables-greater
service continuity

= Greater influence over market pricing, sérvica\levels,
alternate use of vessels (disaster relief'et€).

= Avoids materially changing the market'andfisking 168s-of
service / capacity shortfalls etc

Disadvantages

Requires Crown to establish capability to procure and
operationalise new vessels

Risks creating continued reliance on Crown funding for
what should be commercially viable operations.

Costs

+ KiwiRail likely to séquite funding duringsprocurement. New
entity would also require a capital injection.

« Likely to be matérial establishment.costs for a new Crown
owned enfity ($10Mm)

+ Assumptiori is that following procurement, KiwiRail / new
entit§*would-6perate/commercially and without ongoing
Grownsfunding.

Implementation

KiwiRail would require oversight and interface support
during procurement. It would need to rebuild capability it
has released.

A new Crown owned entity would require significant work to
confirm the form, funding and governance arrangements,
build capability, and procure vessels. Would need to
determine ongoing operational requirements.

Conclusion

+, VA version of the status quo (with services delivered either by KiwiRail or a new Crown owned entity) would present significant
cost. However, it would most likely prevent service failure / material negative changes to pricing or capacity on Cook Strait.

* In either situation, capability to deliver a procurement would need to be rebuilt. Any new entity would also need to establish an
operational capability (regardless of whether the services were subsequently sold).

%, The process of establishing a new Crown owned entity would be logistically challenging at pace. However, a ferry-focused entity
may have a greater chance of operating commercially than KiwiRail with its significantly larger cost base.

*) Would need to consider the implications of an existing heavily unionised workforce in the transfer of services to a new entity.




Proposed evaluation criteria
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] Principles and objectives

The Minister of Finance provided three ‘principles’ to
guide this work:

1. Competition on the Strait;
2. Commercial discipline; and
3. Urgency.

These principles have been expanded into the threg
objectives to the right. The objectives will be used.in
the Multi-Criteria Analysis to assess the options;

The objectives are broad given the diverse farige of
options being assessed (from regulatdry cHanges\to
large scale investments)

TE MANATU WAKA
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The following abjectiy€s for Cook Strait connectivity have
been defeloped forthis“analysis:

1. AFberé is gempetition in freight and passenger
transpert across the Cook Strait;

2. Cdok Strait ferry services are commercially viable and
follow appropriate commercial disciplines; and

3\ There is continuity of service when current vessels
reach end-of-life (end of 2029).

Do these objectives reflect current Ministerial thinking?

Are they sufficient to meaningfully differentiate the
options?




Options assessment approach

Evaluation criteria Broad Description

At this stage we propose using multi-
criteria analysis (MCA) to compare the ell the option:

Strategic Obj ”
C = Meets the agreed objectives (competition, commercial
OpthﬂS at a hlg h-level. Q % viability / discipline, pace)

Aligns with the Government's broader transport priorities

The proposed criteria are based on
3 P. valu @y How well the option:
NZTA — Waka Kotahi’'s standard MCA 4 > /{ e Optimises value for money (i.e., the optimal mix of
y ags tential benefits, i :
framework (and the Treasury’s Critical e i e

. Supph acity and How well the option:
SUCCGSS FaCtorS) and are InCIUded tO @ P@ e Matches the ability of potential suppliers to deliver the

the right. Project specific criteria are a required services, and |
° Is likely to result in a sustainable arrangement that

included. optimises value for money over the term of the contract.
4otent|al affordability How well the option:

These Cl'lte ra may need to be a 'f Q ° Matches available funding constraints, and

they are not SufﬁC]enﬂy d|ffe ng o Is likely to be financially sustainable over the long-term.

(0] pt| ons. Potential achievability How well the option:

. Is likely to be delivered given technical, safety, regulatory,

The rating scale iS included 06&\ and capability considerations.

following slide. Any other criteria that would meaningfully differentiate the

%l,lg T MR AT T WA QQ options / reflect additional Ministerial priorities?




MCA rating scale

Magnitude Definition

Large positive

Major positive i
improvemen

A seven-point rating scale is
proposed to provide sufficient

: G Moderate positive Moderat, w impact, po ibly of short-, medium- or long- +2
differentiation between the term duration " Positive impacts may be in terms of new
opti ons. op ies a@es of enhancement or improvement.
Slight positive ini positi@act, possibly only lasting over the short +1
\ rm. M%oﬁ( ined to a limited area.
Neutral \Aleutr S )discemible or predicted positive or negative 0
im@: nterfactual could be the do-minimum or do-nothing.

confined to a small area.

Vi
&'Qemte @b’ Moderate negative impact. Impacts may be short-, medium- or -2

long-term and are highly likely to respond to management
Mo

actions
Large ‘ative Impacts with serious, long-term and possibly irreversible effect -3
Q~ \/ leading to serious damage, degradation or deterioration of the

Slight n ww}rnegative impact, possibly only lasting over the short -1
Qi , and definitely able to be managed or mitigated. May be
T\

physical, economic, cultural or social environment. Required

major rescope of concept, design, location and justification, or
2"“2 TE MANATU WAKA QQ

strategies to mitigate the effect.

requires major commitment to extensive management
MINISTRY OF TRANSPORT

i O



Assumptions in the Phase One report

Our work on the long-term requirements for a resilient Cook Strait connection started with a
hypothetical scenario in which KiwiRail exits the Cook Strait ferry market. We took this as the only
variahle to the status quo. The report can be read assuming all other factors, trends and
projections occur in the context of the status quo. When we discuss the implications of KiwiRail
exiting the Cook Strait ferry market, that can be read as the implications where all other factors,
including Government intervention, are as they are now.

Considering muitiple variables such as KiwiRait exiting the ferry market AND a major disruption to
the current Narth-South freight-bound majority would require mare detailed analysis and madelling.

Freight market growth/segment-rail/road/sealair

We have not assumed any major changes to freight market growth'in ‘any of the modes
(although we expect slight changes). Our view is that as the&conemy cantinues to grow,
shippers and carriers will continue to use the mode that best meets thé matrix of price, time,
and reliability, which will result in the majority continuing te-choose foading options.

However, we may see a slight uptick in coastal shipping.as a result of NZTA’s coastal
shipping activity class resulting in three additiona! vessels (two.cf'which carry general cargo).
Pacifica are now servicing Auckland and Christehurch 2x week. Based off our stakeholder
interviews, rail demand to Christchurch is sSlightly lowef than'in previous years as it has
priced itself out of the market versus road,

NZ Supply chain model — North bound/South bound volumes/trends by mode

Based off stakeholder interviéws, we don't expect any big changes in Nerth bound/South
bound freight flows (i.e. an.imbalance gong\South versus North) in the long run.
Stakeholders noted that, while land/is more readily available in Christchurch, getting the right
type and quantity of [aour to fulfil the roles was difficult. There were some examples given
where this had been done suc€essfully, but Auckland has established itseif as the distribution
centre of New Zealand. We think'it will be difficult to change this.

Again, the majority of freights also likely to travel by road given the time and price aspect.

Population growth in the South Island

Our assumptions, about population growth are based on StatsNZ'’s population projections.
The projections are that:

. total'popuiation numbers reach 5.19-5.94 million in 2030,

. the North island’s population will grow faster than the South Istand’s (0.7 percent to
2048 compared to 0.6). Most growth will be in Auckland for the North Island and
Canterbury in the South.

. populations in the West Coast and Southland are projected to decrease.

Coastal shipping future role in interisland freight volumes

Based on our discussions with freight forwarders, decisions around modal choice are very
price and time sensitive. If KiwiRail were to exit the raii freight market, we believe it could
encourage price-sensitive, non-time-sensitive freight to move to coastal shipping (and we



understand the coastal shipping market could absorb the increase). The majority (freight
forwarding) would likely move to road while coastal shipping would continue to play a rather
niche role in the overall Akl - Chch freight market.

Tourism market -domestic v international

We met with tourism representatives to understand the value of the Cook Strait ferry market
to the tourism industry.

They advise that, for the year ended March 2023:

total tourism expenditure was $37.7 billion, an increase of 39.6% ($10.7 billion) from
the previous year.

international tourism expenditure increased 456.9% ($8.9 billion) to $10.8 billior
domestic tourism expenditure increased 7.2% ($1.8 billion) to $26.9 billion

overseas visitor arrivals to New Zealand increased 858.7%40\2, 189,073

tourism generated a direct contribution to GDP of $13,3billion, or 3/#% of GDP, an
increase of 30.9% ($3.1 billion)

the indirect value added of industries supporting4oufism genérated”an additional $8.8
billion, or 2.5% of GDP.!

Note that these increases are based on pfevigus years 1 Which COVID-19 shut the
borders and significantly impacted domesticvourism.

About 1.2m (roughly 50%) of overseas yisitorsito NeviZealand arrive as part of a group tour
(tours with a set itinerary of destinations and attragtions ‘Where transport and a guide are
provided for the group). Most of thése tours inclidetboth islands and use either Cook Strait
ferry operator to travel from islafidto‘igland.

[Growth forecast for next 5-(04% Vears]

If KiwiRail exited the Cook Strait fepryimarket some passengers would switch to Bluebridge
but since Bluebridgeds serceived ‘asthe ‘budget’ option, this would likely not appeal to
overseas tourists @n a gfoup teur,who pay for a more premium experience.

Duopoly behayiour'en Cogk Strait with two operators

We were previded sqnie-guiding principles from the Minister of Finance, one of which was
maintaining copapetition on the Cook Strait. In our view, there is also no room in the market
(or physical space in the ports) for a third provider in addition to Bluebridge and the
Interislander, We therefore believe a duopoly market is the best outcome for maintaining
some gbmpetition on the Cook Strait.

Govt policy on road v rail v sea emission reductions

Our focus for emissions reduction was about the tightening environmental and emissions
standards with which ship operators will have to comply.

! Tourism Satellite Account Year Ended March 2023

https://www.mbie.qgovt.nz/immigration-and-tourism/tourism-research-and-data/tourism-data-releases/tourism-and-the-economy/




At a high level, the International Maritime Organisation (IMO) sets standards to which New
Zealand has committed. The IMO's International Convention for the Prevention of Pollution
from Ships (MARPOL) covers pollutants from ships: sewage, oil, and air emissions.

Additionally, the IMO launched a revised Greenhouse Gas Strategy which aspires to reach
100% zero emission fuels for the shipping industry by 2050.

Stakeholders told us that the second-hand market for ships that meet these standards is
extremely tight.

The Phase One advice does not go into detail about mode shift or compare modes, except to
state the share of freight that may shift to road or costal shipping when the rail-enabled
ferries reach the end of their working life. An increase in road freight will increase congestion
and fuel emissions.

[Insert forecast about growth in uptake of zero emission heavy vehicles]

The Government intends for the Emissions Trading Scheme to be the’main policy*toal to
reduce net emissions in New Zealand. The price signal the ETS cpeatés is intended to
encourage sectors and industry to invest in emissions reduction where thatis cheaper than
the current (or expected) price of units under the ETS. This means that the, Government is
not currently intending to set specific policy on road verSus rail versus ceastal shipping
emissions. This differs from the previous Governmernit that set a speeiffic target to reduce
freight emissions by 35% by 2030, and expected-thisito’occur.in part by freight mode shift to
rail and coastal shipping.



Wendy Harrison e

From: Dominic Milicich [TSY] <Dominic.Milicich@treasury.govt.nz>
Sent: Wednesday, 22 May 2024 4:54 pm
To: Rory Sedgley; Michael Moore [TSY]; Ann Webster [TSY]; Simon Hay

[TSY]; Chris White (Treasury); roger; markthompson59; mark;
karen.mitchell@treasury.co.nz

Cc: Sarah Carson; Bev Driscoll
Subject: RE: For feedback 22 May: MoT briefing Cook Strait barriers to market
response

[IN-CONFIDENCE}
Hello Rory

Thank you for the opportunity to review the paper. | have compiled the comments from thetvariou$ Treasury
addressees as fallows.

We've got a comment on the overall positioning of the paper and then'somie detailed comments.
Overall conclusion

The paper commences with the statement that “the marketis well placed te-respond if KiwiRail exits the Cook Strait
ferry market and it could be commercially viable for a new, private eéntrant'to fill the gap left by KiwiRail.” In our
view, this is quite a bullish conclusion that does not.reallyreflect the,discussion in the paper on the various
uncertainties that could hamper the market response) The martket'being "well-placed” tends to imply a seamless
continuation of services under a different configuration.

It would be more helpful to be more specific about howithe market could respond if Kiwirail were to exit. For
example, it could be something like;

¢ Services would still be provided as Bluebridge,would remain and would likely attempt to expand its capacity
through the purchase of afiother 2™ hand ship.

¢ There may be an ovérall reduction,in services, however, and an increase in pricing.

* Based on the view that Bluebridge.is‘profitable with a 55% market share, there is potentially a commercially
viable entry for a new competitor.

s There are, however, significant impediments to a new entrant.

o Bluebridge béing profitable with a 55% market share by itself is not necessarily an inducement for
others toenter the market (unless they are making supernormal returns). Entry requires any competitor
to significantly de-risk entry or be confident they have a more profitable and defendable business model
to compete given up front risk capital required {either by leasing or owning)

o Bluebridge as we understand it were able to enter the market on the back of captive revenue streams
and then scaling from there to de-risk their market entry. What are the other specific opportunities for
a competitor to de-risk the deployment of such a significant amount of capital?

o Ifitis difficult for KiwiRail to get new ships {i.e., 3 years away), and Bluebridge is having trouble finding
appropriate second-hand ships, and there are difficulties securing labour, how will a new operator enter
the market?

o Evenifa new operator did enter, how long would it take (i.e., what is the short run adjustment function
for the market before it gets back into long run equilibrium). Any new operator may not enter until KR
had left and prices had risen. How long is that time for short run market adjustment, and is the Crown
prepared to wait for a new operator to enter? 3 years? 5 years? Some comment around lead and {ag
times is important to give Ministers a sense of risk in this regard.






Thanks

Dominic & Treasury team

TE TAI OHANGA
THE TREASURY

Dom_inic Milicich | Principal Advisor | Te Tai Ohanga — The Treasury
Tel:ﬁs(zi(??"‘ ~ |Email/IM: dominic.milicich@treasury.govt.nz
Visit us online at https://treasury.govt.nz/ and follow us on Twitter, Linkedin and [nstagram
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From: Rory Sedgley <R.Sedgley@transport.govt.nz> %

Sent: Friday, May 17, 2024 9:42 AM NZ)

To: Michael Moore [TSY] <Michael. Moore@treasury.govt.nz>; Ann Webster [

<Ann.Webster@treasury.govt.nz>; Simon Hay [TSY] <Simon. Hay@treasury& te [TSY]
<Chris.White@treasury.govt.nz>; Dominic Milicich [TSY] <Dominic. M| tre sury > roger
<roger@sul.co. nz>; markthompsor‘s i %3 ‘« Mitchell, Karen
s9(2)@ -

Cc; Sarah Carson <S.Carson@transport.govt.nz>; Bev Driscoll <B govt nz>

Subject: For feedback 22 May: MoT briefing Cook Strait barrie arke se

Dear all, 0

Thank you for your contributions to our meetiedne awon the development of the broad range of
alternative interventions to achieve the Cr sebjecti ook Strait, We will refine these options and
prepare a more detailed written report byth d of th for your feedback.

As previously signalled, lam atta raf st piece of advice to the Minister on the barriers to a
market response in the hypoth ar iwiRail exiting the Cook Strait market. This also gives an early
indication of the broad spec ter terventlons that we are developing advice on,

| would appreciate if y pro lde anywritten comments or feedback by close Weds 22 May. This will
allow us time to mcor or r?\ o any feedback before the advice is submitted.

In order to assist Mlnlsters | h sideration of a coordinated stream of advice, we would like to include the

perspective of the MAG |s briefing. We have left a placeholder for this and @Mark Thompson if you
would like to embed Ql 's advice here (particularly if it diverges from the Ministry's assessment) then
please could you pfo some suitable text to include.

@Chris White ury) please could you help finalise the indicative timeline at the end?

Thank you very much,
Rory

Rory Sedgley
Kaitohutohu Matamua — Nga Ara Whakarato | Principal Adviser — Supply Chain
Te Manat Waka Ministry of Transport

M:?W’@‘ | | E: r.sedaley@transport.govt.nz | transport.govt.nz




My working days are Tuesday-Friday

MINISTRY OF TRANSPORT

Wellington {Head Office) | Ground Floor, 3 Queens Wharf | PO Box 3175 | Wellington 6011 | NEW ZEALAND | Tel:
+64 4 439 9000 |

Auckland | NZ Government Auckiand Policy Office {Level 7, 167B Victoria Street West | PO Box 106238 | Auckland
City | Auckland 1143 | NEW ZEALAND | Te!: +64 4 439 9000 |

Disclaimer: This email is only intended to be read by the named recipient. It may contain information Whieh ié
confidential, proprietary or the subject of legal privilege. If you are not the intended resipient you mustgelete this
email and may not use any information contained in it. Legal privilege is not waiveddbecause youha¥é read this email,

Please consider the environment before printing this email,

CONFIDENTIALITY NOTICE

The information in this emall is confidential to the Treasury, intended only¥or the addressee(5}, and may also be legally privileged. If you
are not an intended addressee:

a. please immediately delete this email and notify the Treasury byareturn émait op telephone (64 4 472 2733);

b. any use, dissemination or copying of this email is strictly prohibited and may’be untawful.



Wendy Harrison

From: Rory Sedgley

Sent: Friday, 31 May 2024 11:54 am

To: Mario DiMaio [DPMC]; Jason Raven [DPMC]

Subject: For info: Cook Strait Resilience Phase One Advice

Attachments: 0C240407 Cook Strait Resilience Phase One Report - Internal
signature.pdf; 240531 Phase 2 detailed options assessment pack Exec
Sum.pptx

the attachment has been removed as it was duplicate

Hi both,
Just following up on our previous discussion, the advice attached was submitted to the Minister %l(port
on Wednesday. Apologies | forgot to share it sooner.

We are well into the preparation of our Phase Two advice now, looking at thg?g of options available to

Ministers. We have prepared a rather long slide deck to document the g@ ion prot'&and provide a

logical record of the Ministry’s thinking on this subject. @

I thought I’d spare you all 61 pages and just share the executive su@y. This i ject to revision aswe
( d

gather more feedback and crucially our final recommendation to take into account some more
practical considerations about what might actually be viable.i ited time now available.

I'd welcome any feedback from you, and more than ha% are @pack if you’d like a deeper dive, or
we can set up a call to talk you through.

All the best, ?*

2N

Rory Sedgley ; %O

Kaitohutohu Matamua — Ngg‘l:,a kara}q rincipal Adviser — Supply Chain
T

Te Manatii Waka Minist

M: s'9(2)@) @ le .govt.nz | transport.govt.nz

O

My working days are T. Friday

X



Catherine Coombs

From: Rory Sedgley

Sent: Tuesday, 18 June 2024 3:42 pm

To: Siobhan Routledge

Subject: RE: Cook Strait Ferries: Project Orange Governance Group
5 9(2)(ba)(i)

| have organised an introduciory meeting for Karen with Bluebridge next Wednesday so can make some gent“le
enquiries then,

| think the main comment we would have at this stage is thatit would add time and complexity to [l/
negotiate/contract/build timelines.

From: Siobhan Routledge <S.Routledge @transport.govt,nz> & &

Sent: Tuesday, June 18, 2024 3:32 PM Q

To: Rory Sedgley <R.Sedgley@transport.govt.nz> 2Q~

Subject: RE: Cook Strait Ferries: Project Orange Governance Grou E

Hi Rory, do we have any comment to make aon the multi-u Qlllty u' ils is raised? | recall this was an
issue Bluebridge was concerned about including the tical p;(?\ s of turning around cars, trucks etc
etc at pace,

From: Rory Sedgley <R. Sedglev@transport‘a@ Q§

@

Sent: Tuesday, June 18, 2024 2:26 PM
To: Audrey Sonerson <A.Sonerson
Cc: Siobhan Routledge <S.Routledgé 3
<B.Driscoll@transport.govt.nz>; D' A ort.govt.nz>
Subject: RE: Cook Strait Fer I ect O e'Governance Group

Hi Audrey, %
Hopefully these few points ar h omorrow, grateful if you could let me know how the meeting goes.

| still haven’t seen the Tr aqweport (including draft Procurement Strategy) that is proposed for noting at this
meeting (Agenda ite did speak to Karen Mitchell this morning and she’ll circulate when it is ready. |
will reciprocate wi Phase Two briefing once David has signed it out.

Agenda item ZQ

The Terms of Reféfence are fine, though it would have been helpful to have had advance sight. | have asked
Karen to tweak the description of the MoT workstream to make it more accurate.

| also explained how we envisioned the MoT role going forward - providing policy support to the Treasury as
they lead the establishment of the new entity and leadership of the procurement process. Treasury are going
to need to figure out how they resource themselves, but one area that they will likely look to the Ministry to
lean into is the port infrastructure and landside redevelopment,

Agenda item 4
I understand that the MAG will recommend this week that the Crown invests in the renewal of port

infrastructure in Wellington and Picton. S92V



MAG might also recommend that this Crown investment in port infrastructure is put into multi-user ferry
terminal facilities, again motivated by desire for a level playing field and to defray the infrastructure costs over
both operators.

The Ministry has not given any consideration to the merits or otherwise of direct Crown investment in port
infrastructure, as it's just not something we have ever done. If there is any suggestion tomorrow that the
Ministry lead some work on the development of port infrastructure to support the proposed new ferries, |
would recommend pushing back,

Our engagement with the port companies revealed a willingness to invest in infrastructure renewal
commercial basis, and we did not discuss the prospect of direct Crown investment (as it just wa ’%le
table). %

Agenda item 5 @ w
KiwiRail still

The final agenda item is KiwiRail's business case, which we have not hadi8ipility of. &k
assume that they will lead vessel procurement, so the proposal to establish a new@r unlikely to be

discussed with Peter tomorrow. Q~
Rory Sedagle Q Q E
M& E: r.sedqlev@transport.govt.b\ po%?

§% TE MANATU WAKA Hipaltia ana nga thngata o aroa K
4h MINISTRY OF TRANSSORT Enabling New a»@ to nouri§
From: Bev Driscoll <B.Driscol|@transpo%% Q

Sent: Sunday, June 16, 2024 9:38 AM

To: Audrey Sonerson <A.Sonerso
Cc: Siobhan Routledge <S.Routle

<R.Sedgley@transport.govt
Subject: Fwd: Cook Strait e jectbﬁ e Governance Group

Many thanks Audrey.

We'll get some bullets@/ David on Tuesday in the pm, to support attendance at the governance
group meeting (Weds, une, 3.30 - 5.00pm, tbc).

Nga mihi, nui Q
Bev O

Get Outlook for iOS

From: Audrey Sonerson <A.Sonerson@transport.govt.nz>

Sent: Friday, June 14, 2024 4:02 PM

To: Bev Driscoll <B.Driscoll@transport.govt.nz>; Siobhan Routledge <S.Routledge@transport.govt.nz>
Cc: Sharyn Forty <S.Forty@transport.govt.nz>

Subject: FW: Cook Strait Ferries: Project Orange Goverhance Group

These have just come in.



Audre Sonerson (she / her / Ms)
;59 | E: a.sonerson@transport.govt.nz | transport.govt.nz
Executlve Assistant: Sharyn Forty | M: 5 92)(@) " 1| E: s.forty@transport govt.nz

From: Anneliese Mills [TSY] <Anneliese.Mills@treasury.govt.nz>
Sent: Friday, June 14, 2024 3:50 PM

To: Audrey Sonerson <A.Sonerson@transport.govt.nz>

Cc: Sharyn Forty <S.Forty@transport.govt.nz>

Subject: Cook Strait Ferries: Project Orange Governance Group

[IN-CONFIDENCE]

Kia koutou,

The Project Orange Treasury team has put forward a recommendation for the establishment of a G %é} e Group
to enable discussion and visibility of the workstreams and progress towards providi commercl% le, safe,
and reliable ferry service across the Cook Strait.

Multiple streams of work are underway, all led by different agencies with i ﬁc &dmes The outputs of

these workstreams are integral to the development of a 'whole of Cro ecommend aper, which is due for
completion by the end of July 2024, which will seek decisions to pro w RO n-rail enabled ferries.

The establishment of a dedicated Governance Group is propo %e th ination and integration of these
waorkstreams, contributing effectively to the ‘whole of Crow men aper.

It is proposed the group convenes on a fortnightly ba he f o@schedule

Initial meeting 19" June 3.30-5pm

Subsequent meeting to be scheduled in the fir ’ of luly.
Final meeting at the end of July, immedlatel r.to th sion of the ‘whole of Crown’ recommendations
paper. < ?.

The group will be chaired by Leilani ,a d Q ill provide secretarial support.
e

The agenda and draft Terms of Refefence are ed, noting that due to the compressed timeline, the remainder

of the supporting documeéﬁ}ag r the meeting.

ange ents are in place to facilitate your attendance and participation, please review
and sign the attached pject ack \dﬁements form.

The form outlines the confide ity arrangements applicable to all Governance Group attendees, emphasizing the
importance of safeguarding ensitiVe information shared during meetings. All attendees are required to adhere to
strict confidentiality pr articularly concerning information designated as legally privileged. The form also
includes a declaratio %

To ensure that all nec

y relevant interests pertinent to any of the projects within scope.
An invite for 19 Q/l” follow.
Please reach out |f you have any questions.
Nga mihi nui,

Anneliese Mills | Project Manager, Projects, Financial and Commercial Group
Tel; S9(2)@) | anneliese.mills@treasury.govt.nz

TE TAl OHANGA
THE TREASURY




CONFIDENTIALITY NOTICE

The information in this email is confidential to the Treasury, intended only for the addressee(s), and may also be legally priviteged. If you
are not an intended addressee:

a. please immediately delete this emait and notify the Treasury by return email or telephone (64 4 472 2733);

b. any use, dissemination or copying of this emait is strictly prohibited and may be unlawfuf.



Wendx Harrison

From: Bev Driscoll

Sent: Sunday, 23 June 2024 1:35 pm

To: Helen FionaWhite

Cc: Sydney Van Nortwick; Dominic Cowell-Smith; David Wood; Rory

Sedgley; Natasha Rave; Brent Johnston; Audrey Sonerson; Matthew
Green; Chris Roblett; Paul Fistonich; Lucas Vetter; Carl Van Der Meulen
Subject: RE: MAG report
Attachments: Ministerial Advisory Group report 4(4970017.5).docx; Fortnightly Report

- WE23 June 2024 - FINAL.docx

he Mimsianal Agvisory Grong mpon 1§ deady pubhaly avollnbile sl Ripsivwww lTeesupegov inz!
puhhc:auonr.hnlummmm-tems:.etminiswmmtm’mmmun‘s.uagmdukj—lumtpmcumq/

[SEEMAIL] [COMMERCIAL-IN-CONFIDENCE]
Kia ora Helen
Thanks for your email and text. As requested, please see attached Report 4 fromrthe MAG.

| understand Report 4 was submitted to Ministers' on Thursday/Friday. (Unfortdnately, Treasury did not
provides us with a copy in advance or at the time. This was ofily’providedio us on request yesterday).

Cut and paste below, MAG recommendations from Repoit'4 for easé ofireference,

1. “Establish a company to be responsible for:

o Inthe near term, for commissiefiing, constructionmand delivery of the ships, negotiating
agreement with the ports onvthe provision of'wortside infrastructure needs and ensuring
ports are ready to receive neW vessels-as.50on as possible.

o Inthe medium term, to 'mariage lhetrdnsilion to new ferries and infrastructure transition with
a view to the entity asswiing responsibliity for operating the Interislander service safely and
reliably and drivingimproved@ommercial performance.

2. Agree that during the transition to new.vesSels arrangements should be made to ensure eifective
allgnment between the pew'company and KiwiRail, with KiwiRail remaining responsible for operating
the Interislander sérvicey safely. and reliably,

3. Direct the Treasury to preparé a proctirement pathway for a decision on new ships to be made by 31
July so a contract can be sighed by 1 October 2024 al the fatest, noting that a Cabinet exemption is
likely to be required frarrrthe ‘all of government procurement’ rules.

S SN Q\

5. Ask the Treasury to advise on re-establishing the Future Ports Forum'™ and expand this group to
include Port of Marlborough and Marlborough District Council with Waka Kotahi to take responsibility

for the integration of the ports (i.e., for Dublin St and the Kaiwharawhara interchanges).
EQRNMMIvY



7. Direct the Treasury to invite® @ 46 submit a price and delivery date for a generic
detailed specification to provide a basis for comparison with the option being prepared by KiwiRail with
HMD, to enable Ministers to consider oplions at the end of July.

8. Note that the MAG had intended that its work would be concluded by 30 June 2024 but key
workstreams remain in progress. Subject to confirmation by Ministers, MAG is therefor available to
provide advice and assurance to Ministers until a new entity is established and the pathway lo
confirming a procurement decision is underway, but currently proposes no further specific work.”

Note that Treasury will submit advice on ship procurement and the establishment of a new entity to
Ministers’ on Monday. This is signalled in the Cabinet paper MoT is preparing for the Minister.

In the risk table in the attached MAG Report, the MAG notes that “The Det Norske Veritas (DNV) report on
the remaining useful lives of KiwiRail's existing ferries has not been received.” Altached for you
awareness, recent KiwRail advice to the Minister about the DNV Report. The DNV report con% at:
“There are no syslemic issues that will stop the Interislander fleet operating until 2029, pro

continues to follow regular on-going preventative and corrective maintenan tivities, all ant Class

and Slalutory surveys are carried oul, and the vessel continues to hold va rfixes.esi
Let me know if you need anything further. & C)

Nga mihi, nui Q~
Bev @

From: Helen FionaWhite <Helen.FionaWhite@Qent.@

Sent: Sunday, June 23, 2024 12:24 PM @
n

Smith@parliament.govt.nz>

Subject: MAG report \/ %
20

Hi Bev

To: Bev Driscoll <B.Driscoll@transport,goVt.
Cc: Sydney Van Nortwick <Sydne@ ic ent.govt.nz>; Dominic Cowell-Smith <Dominic.Cowell-

Did a report from the MA@& this week? Do you have a copy you can share?
Cheers \

Helen Q

Get Outlook gid

" The Future Ports Forum comprised represantatives of the Greater Wellington Regional Council, the Wellington City
Council, CentrePort, the New Zealand Transport Agency, KiwiRail, and Bluebridge and was set up to look at where to
situate the Wellington Cook Strait ferry terminal.



en rion

From: Bev Driscoll

Sent: Monday, 24 June 2024 9:23 am

To: Matthew Green

Cc: David Wood; Siobhan Routledge; Rory Sedgley

Subject: FW: For approval: Schedule 4a talking points for Minister Brown
Importance: High

Kia ora Matthew

| just spoke to David Wood, and he is not convinced there is an issue. Unless you have strong viewsito the
contrary, David is comfortable with removing any reference to issues with the Minister being\a shareholder of
the new entity, or the need to provide further advice.

Grateful if you could come back to me asap. | will then send these bullets over.

Nga mihi, nui
Bev

From: Bev Driscoll <B.Driscoll@transport.govt.nz>

Sent: Monday, June 24, 2024 7:48 AM

To: David Wood <D.Wood@transport.govt.nz>; Siobhan‘Reutledge.<S.Routledge @transpart.govt.nz>; Matthew
Green <M.Green@transport.govt.nz>; Rory Sedgley <R.Sedgley@transport.govt.nz>

Subject: Re: For approval: Schedule 4a talking/pointsfor Minister Brown

Hi All
Just a suggestion that | pondered on my walk this morning.
Could we say somethinglikesthis at thesend of the bullets:

“We will come back toyou an whether or not it would be appropriate for you to be a shareholding
Minister in the new entitygiven that longer-term, the new vessels, their operations and crew will be
subject to the transportregulatory framewocrk (which you have responsibility for) and regulatory
decision making by tfampsport entities and their Directors.”

This would alsé givewus time to consider in the immediate term - i.e the procurement phase - whether
a shareholder position by the Minister is also appropriate or not. I’'m mindful the new entity would be
negotiating landside facilities with the ports and associated charges, and there is also a competitor -
Strait Shipping - who also needs access etc and fair terms. Am unclear in my own mind what the
actual risk is but could their be a perception of undue influence (or bias?) if the transport minister
was also a shareholder?

Matthew, appreciate you might have a legal take on this and whether oritis an issue.

For my own understanding too - Section 431 of the MTA sets out MNZ'’s functions and (g) specifies “to

license ships, their operation, and crew”. Hence the comment in my earlier about MNZ’s licensing
1



role. | am not sure how MNZ carries this function out - |.e whether they delegate that to the Director.
Butregardless, does the MNZ Board have statutory independence in relation to this? | think this is
different to aviation legislation (which | am more familiar with) where the Director licences craft,
operations and crew and has statutory independence. Anyways, | might be going down a rabbit hole
here which is not needed at this time.

Nga mihi, nui
Bev

Get Outlook for iOS

From: Bev Driscoll <B.Driscoll@transport.govt.nz>
Sent: Sunday, June 23, 2024 7:28 PM

To: David Wood <D.Wood@transport.govt.nz>; Siobhan Routledge <S.Routledge @transport.
Matthew Green <M.Green@transport.govt.nz>; Rory Sedgley <R.Sedgle
Subject: Re: For approval: Schedule 4a talking points for Minister Brown

That’s true David, transport Directors have independent statuton(pgzlgs\t@ge individual entry

and exit into the system, including investigation and enforce taction a transport operator
for breach of transport legislation (including rules). @ $~

But to Siobhan’s point, | think we do need to caref sid r@inister of Transport as a
shareholder in the company - particularly whe@ mp ves into operations and is:

o licensed by the MNZ (whose Board@poin@d accountable to, the Minister of

Transport)
s subjectto transportrules (s inj transport)

o subjectto approvals, morgto nd @Eament by the Director of MNZ.

| acknowledge that th
againstalicense h r. Howe
if the Minister of Tran§portis i

rules butitis a risk).

ris ncﬁi ountable to the Board or the Minister for action taken

r, given the first two bullets, above, | think there is a perception issue
din acompany thatis in breach of the regulatory system he

any will automatically end up in breach of transport legislation and

| hope this maff%nse and very happy to discuss tomorrow morning.

Nga mihi, nui
Bev

Get QOutlook for iOS

From: David Wood <D.Wood@transport.govt.nz>
Sent: Sunday, June 23, 2024 6:25 PM




To: Siobhan Routledge <S.Routledge@transport.govt.nz>; Bev Driscoll <B.Driscoll@transport.govt.nz>;
Matthew Green <M.Green@transport.govt.nz>; Rory Sedgley <R.Sedgley@transport.govt.nz>
Subject: RE: For approval: Schedule 4a talking points for Minister Brown

Given the precedent with ALR and CRL, I'm not convinced the Minister of Transport shouldn’t be a shareholder

of the schedule 4A company.
The Minister’s capacity to have direct influence on regulatory matters is constrained by the legislative

settings. Welcome your thoughts.

From: Siobhan Routledge <S.Routledge @transport.govt.nz>

Sent: Sunday, June 23, 2024 6:21 PM

To: Bev Driscoll <B.Driscoll@transport.govt.nz>; Matthew Green <M.Green@transport.govt.nz>; Rory Sedgley
<R.Sedgley@transport.govt.nz>; David Wood <D.Wood@transport.govt.nz>

Subject: Re: For approval: Schedule 4a talking points for Minister Brown Q(L
Good with me too. @ q

On the point about the potential for a Minister of Transport to be a;-gae ho din&]ister - there is
precedent but the regulatory issues are different- eg Minister is involved in Cﬁ(j previously ALR).
Could add to the end of your final bullet something like ‘This i @ ticular to be an issue when
the entity moves to operations (as opposed to procureme tter an ge could be drafted...)

Get Qutlook for iOS
From: Bev Driscoll <B.Driscoll@transport.govt.nz> 0\ &\

Sent: Sunday, June 23, 2024 5:32:29 PM

To: Matthew Green <M.Green@transport.govt ry Sed ?}dglev@transport.govt.nz>; David Wood
<D.Wood@transport.govt.nz>; Siobhan Rou .Routl ransport.govt.nz>

Subject: RE: For approval: Schedule 4a ta ints fo ister Brown

And from me too, thanks Rory. ?‘ QO

One further addition from green. \%
Nga mihi, nui %
Bev Q ?\/

From: Matthew Green <M ee>r3n5 ort.govt.nz>

Sent: Sunday, June 23, 2024%5:31 PM

To: Rory Sedgley <R.Sedafey@transport.govt.nz>; David Wood <D.Wood@transport.govt.nz>; Siobhan Routledge
<S.Routledge@tran n govt.nz>; Bev Driscoll <B.Driscoll@transport.govt.nz>

Subject: RE: Fo

oval: Schedule 4a talking points for Minister Brown

Looks good from my perspective.
Some minor comments in red below.

Matthew

From: Rory Sedgley <R.Sedgley@transport.govt.nz>
Sent: Sunday, June 23, 2024 5:21 PM
To: David Wood <D.Wood@transport.govt.nz>; Siobhan Routledge <S.Routledge @transport.govt.nz>; Matthew
Green <M.Green@transport.govt.nz>; Bev Driscoll <B.Driscoll@transport.govt.nz>
Subject: For approval: Schedule 4a talking points for Minister Brown
3




Hi all,
I've kept this short and to the point. Grateful if you could let me know any feedback, or if you’re happy with it
this evening so that | can submit to Helen.

* The Minister of Finance intends to bring a paper to Cabinet next week proposing the establishment of a
new entity to be responsible for procuring new Cook Strait ferries. This would be a Schedule 4A
Company - so called because the companies are all listed in Schedule 4A of the Public Finance Act
1989.

o City Rail Link Ltd, and Crown Infrastructure Partners Ltd are high profile examples of a Schedule 4A
company.

» This type of entity is most appropriate for circumstances when the Crown is seeking to achi&a?
mixture of commercial and social outcomes. The other most obvious commercial entity uld be
a State Owned Enterprise (an SOE like KiwiRail) which is regulated by tl@e Owne rises Act
1986.

» The advantage of a Schedule 4A company over an SOE is that it& oint rshlp, for example,
City Rail Link Ltd is 51 percent Crown owned, while Auckland Coun@il owng 49 percent

» The introduction of a private sector shareholder could at 9 pointin time, and should
elcia

help to enforce commercial discipline and supportQ @r Lviability of the services.

* The Ministry provided you with advice on Thursﬁ# 250407 refers) recommending a
“mixed ownership style” approach as an opti ger ion for the provision of Cook Strait
ferry services. The establishment of a Scheﬁ\b comp to lead the initial ferry procurement is
most conducive to achieving this outc

Minister of Finance.

e Formation of the company requw @@oldmg Ministers, one of whom must be the

* We would not expect th er of to be proposed as a shareholding Minister in this new
company as it could be ved atmg a conflict of interest with your regulatory responsibilities
for the transport % he s that you are not a KiwiRail shareholder).

Rory Sedgley

Kaitohutohu Matamua — é\ré Whakarato | Principal Adviser — Supply Chain
Te Manati Waka M| i Transport

9
M: © BXeT . I.sedgley@transport.govl.nz | transport.govt.nz

|
My working days are Tuesday-Friday




Wendy Harrison

From: Rory Sedgley

Sent: Tuesday, 25 June 2024 4:35 pm

To: Karen Mitchell [TSY]; Dominic Milicich [TSY]
Cc: Bev Driscoll

Subject: MoT contribution to Treasury Report
Attachments: 240625 2 pager for Treasury Report.docx
Hiboth,

As discussed this morning, please find attached some bullet points for you to weave into your TR intended to
bring a wider group of Ministers up to speed on Cook Strait ferry issues. I’'m happy to expand or clarif§anything

in here %
Please could you send us a copy of the near final report before it is submitted? id,has a e%review and
I’'m sure could look at it in parallel with sign off at your end. %

@Dominic Milicich [TSY] we need to have a think about some of the issues raised i@aft Cabinet paper,
please could you give me a deadline for our input? ‘

Thanks very much, @
Rory Q O

Rory Sedgley
Kaitohutohu Matamua — Nga Ara Whakar cipa@ r — Supply Chain




Could we just leave it to the market?

In early 2024 the Ministry of Transport conducted a period of intensive stakeholder
engagement across the ferry and port companies, industry representative bodies, freight
forwarding and logistics sector, regulatory agencies, and unions. The Ministry investigated
the potential for a commercial response in the hypothetical scenario that KiwiRail left the
Cook Strait market.

Several stakeholders have expressed scepticism at the prospect of KiwiRail successfuily
divesting itself of the Interislander business due to a perception that the end-of life-ships,
employment arrangements and other legacy obligations represent more liabilities than there
are assets in the business.

The Ministry did not discover anything to suggest that a market-led response would be
impossible.

However, while services should be commercially viable, there issnodndication/that & new
operator is ‘waiting in the wings’ to establish services in the event of KiwiRail’'s exit. It is
unlikely that a new operator could establish services in timéto avoid aloss‘ef capacity or
competition on the route in the short-medium term.

Loss of service on Cook Strait would disrupt supply chains and distribution networks, as
well as the travelling public and visiting tourists/Reduced compeétition or monopolisation of
the market by Bluebridge would likely see higher prices for consumers.

Direct Government intervention, and procurement of new'ferries, is required in order to
provide certainty that sufficient capacity aeross Cook Strait will be available once the
KiwiRail ferries retire, and that thete will be cofmpefition in the market.

There are high barriers to entry for a‘\prospective private sector operator

Cost and availability of ships

The ferry services a capital intensive business that would require an investor to sink
hundreds of miflions,6f dollars into establishing the business, acquiring suitable ships,
negotiating-access to port infrastructure and building a customer base.

Bluebridge advised the'Ministry of Transport it has a high-level of confidence in its ability to
source a suitabié ship on the second-hand market to grow its fleet (if there was a
commercial oppertunity). KiwiRail has commissioned shipbrokers to search for second-
hand ships om the market. KiwiRail (and the Ministerial Advisory Group) advises there are
very few ships in existence that meet their specifications, and none of them are currently for
sales

Port infrastructture — investment and land holdings

The port companies advise that with a sufficient lead-in period, suitable landside
infrastructure could be made available (wharf access and vehicle marshalling yards etc.).
The port operators would require contractual arrangements to secure a commercial return
from their infrastructure investment.



° The wharves used by KiwiRail in Picton reach end of life in 2029, and the need to replace
them with alternative infrastructure remains regardless of future operator. The infrastructure
at CentrePort will require renewal, but to a lesser extent.

] KiwiRail controls significant strategic landholdings in the ports which would constrain the
operations of a new competitor and the ability of the ports to develop infrastructure to
support an aiternative operator.

Labour market

o Attracting and retaining qualified seafarers has been an issue for many years. The sector is
seen as unattractive to work in, the qualification and certification system is complex for new
recruits and the funding model for maritime schools is not fit for purpose. Campetitionwith
Australia is also challenging given the high wages in the Australian oil and gas industry.

Cook Strait connections enable a highly competitive and flexible freight transport.market

s The ability to move freight reliably and affordably between thé\North and&outh4slands is
essential to the economy. National freight distribution systems have become concentrated
in the Upper North Island with logistics networks operating just-in-time services that depend
on predictable ferry services across Cook Strait.

o Competition within the road freight sector is int€fisenparticulariyin the current economic
climate, and price competition between Bluebridge and KiwiRail has benefitted consumers.

s Freight shifts between road, rail and coastal shipping,based on price, and the
characteristics of the freight commaodity (e’g. size-and density). If KiwiRail exited the market
and capacity across the Strait reduced, pricesi\wolld likely rise. This could encourage price-
sensitive freight to move to caastal shippingfahd we understand the coastal shipping
sector could absorb the ingféase)’ It codld also cause system-level changes in supply
chains, for instance, engouraging direthimports through South island ports, rather than
concentrating imports and distribution networks in the Upper North Island.

Passenger revenuenis critiCal but.seasonal for ferry operators

o The marketforpassenger travel across Cook Strait is valuable and actively targeted by
both ferrysaperatorsahutitds highly seasonal, with more than 50% of passenger volume
travelling in just faur ‘months December to March. Scaling available capacity to meet the
seasonal demand for passenger traffic over the summer is a challenge for the incumbent
operators. L ay‘enoo little capacity, and there is a risk of unmet demand and foregone
earnings<n the'summer. Lay on too much capacity and there is a risk of excess capacity in
the winter and higher operating costs all year.

= The passenger market tends not to be contestable with aviation, as people choose the ferry
for the convenience of being able to take their own vehicle (instead of hiring at their
destination) and taking as much luggage as they like, or as an economical way for a group
of people to travel together.

Newhbuild ships the only viable option for Cook Strait at this point

» Advice from shipbrokers - via KiwiRail and the MAG - is that there are no second-hand
vessels suitable for the Cook Strait crossing available for purchase. Ferries are



commissioned to service a particular route, and tailored to suit that market, so tend only to
be offered for sale at retirement age or if a route is discontinued.

Only the Crown has the resources and investment horizon to purchase new ships

The extent of the capital investment required and uncertainty of making an economic return
make for an unattractive proposition to a private sector operator considering starting up a
new Cook Strait ferry service.

Once established, the Crown couid recover some capital costs through partially or fully
reducing its ownership stake in the new ferry operator. A Schedule 4A company makes
provision for joint ownership, and careful consideration will need t{o be given to the
appropriate moment to divest in order to maximise return to the Crown.



Wendy Harrison

From: Rory Sedgley

Sent: Thursday, 27 June 2024 2:55 pm

To: Dominic Milicich [TSY]

Cc: Karen Mitchell [TSY]

Subject: MoT comments on draft Cabinet paper

Attachments: Project Mandarin - Cabinet paper MoT comments.docx
Attachment withheld under s.18(d). The Cabinet paper regarding the Govermiment decision to procure:
pawmls,avaitablépnﬁne athﬂpsh\uwmeasmygdmwpubr cations/information-release/’

Hi Dominic, | - | , .

| have tracked in some suggested text in the attached where requested.

A few additional points to make on top of this. (l/

e |f the Minister of Transport is to be a shareholder (and we heed to discusshow to man qalble
perceived conflicts of interest) then in our view the Ministry oughtt moni partment
from the outset, in particular to provide advice to sharehalding Mml\t%Q the "s initial
purpose and establishment documents.

o Perhaps this requires an MoT secondee to Treasury, or some kind ofjoint u |t to nsure close
collaboration? Q

h

o [f the Ministry is to establish specialised monitoring fun en it will'aeed to funded to do so.
There should be a sentence or two and rec that note artmental monitoring money
will be transferred from Vote Finance to Vote Tran the maonitoring respansibility shifts
from Treasury the Ministry

e Please could we be consulted on the list of can te di }@0 be approached (para 51).

A second order issue, the proposed name (Str@nes land Limited) is perhaps a little too similar to
StraitNZ, Bluebridge's parent company? @
Cheers, 6
v 28 3<<
Rorg Sedgley \/ \
1 (2)(a) | transport.govt.nz | transport.govt.nz

sllz TE MANATU WA AN NS RIS 0 Aotearon Kia eke
4 MINISTRY OF TRANSPORT c im New Zealanders to flourish

From: Dominic Milicic ommlc Milicich@treasury.govt.nz>
Sent: Tuesday, June@5,2 4 1:02 PM
To: Rory Sedgle gley@transport.govt.nz>

Subject: RE: dra inet paper
(IN-CONFIDENCE]
Hi Rory

Attached. Please note it is very draft and hasn’t been through our internal processes at all. You'll see a couple of
paras on the transport aspects of the situation that could do with your help.

Dominic



From: Rory Sedgley <R.Sedgley@transport.govt.nz>

Sent: Tuesday, June 25, 2024 12:57 PM

To: Dominic Milicich [TSY] <Dominic.Milicich@treasury.govt.nz>
Subject: draft Cabinet paper

Hi Dom,

Just pulling together that summary note for you as requested. Please could you share a draft of your Cabinet
paper?

Cheers,

Rory

Rory Sedgley
Kaitohutohu Matamua — Nga Ara Whakarato | Principal Adviser — Supply Chain
Te Manatd Waka Ministry of Transport

g 2 SA 3
M:,_ﬁ%@{; - || E: r.sedgley@transport.govt.nz | transport.qovt.nz %1/
My working days are Tuesday-Friday & C)&
MINISTRY OF TRANSPORT @g % ~
Wellington (Head Office) | Ground Floor, 3 Queens Wharf | e ington 6011 | NEW ZEALAND | Tel:

+64 4 439 9000 |

Auckland | NZ Government Auckland Policy Office lL@ 678 \’l&&lreet West | PO Box 106238 | Auckland
9 9000 |

City | Auckland 1143 | NEW ZEALAND | Tel: +64
hen ipient, It may contain informalion which is
ifege. ré not the intended recipient you must delete this

in it vilege is not waived because you have read this email.
i

Disclaimer: This email is only intended to be
confidential, proprietary or the subject of |
email and may not use any information ¢

Please consider the environment b on?r?nting il.

CONFIDENTIALITY NOTIQ V\

The information in this email is confidentldl to the Treasury, intended only for the addressee(s), and may also be legally privileged, If you
are not an intended addressee;
a. please immediately delete thisiemail and notify the Treasury by return email or telephone (64 4 472 2733);

f

b. any use, disseminatlon@ this emall is strictly prohibited and may be unlawful.
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.Wend Harrison

From: Rory Sedgley

Sent: Wednesday, 24 July 2024 1:48 pm

To: Karen Mitchell [TSY]

Cc: Callum Gill

Subject: For info: Strategic option for the New Zealand Government’s
consideration regarding the future of KiwiRail's Interislander ferry service

Attachments: 202407 17_New Zealand Government - Strategic option for Interislander
ferry service vF.pdf

Hi Karen, (1/

We have just prepared a straightforward acknowledgment response for the Mini@erto reply olicited

t
proposal attached. @
We also undertook to share with Treasury officials for consideration in @ pme&your advice.

Rory Sedgley Q ?‘

M: s8(2)(a) E: r.sedgley@transport.govt.nz | tra .govt.n

§Q TE MANATU WAKA Hapallia ana ngd tangata o Aolgar e O
4h HINISTRY OF TRANSPORT Enabling New Zealanders t \

From: Keith Turner <keith.turner99@gmail.com ?‘

Sent: Thursday, July 18, 2024 10:29 AM @

To: Simeon Brown (MIN) <S.Brown@mini %ﬁ.nv

Cc: Steve Hammerton <steve.hammerto staffp Q?&om>

Subject: Fwd: Strategic option for the ealanmment’ s consideration regarding the future of KiwiRail’s

Interislander ferry service @

Simeon \/
Further to our phon FriQ,/re he Cook Strait Ferry service options.

Attached is the brief outlin r&erred to of the Flagstaff proposal that might have compelling
advantages for NZ

After 10years (7 uty Chair) of Auckland Airport, | can attest to the effectiveness of the model
for attracting i %ucture capital at competitive rates and enabling the service and quality to match
demand. ( >

| understand, from our conversation, that this proposal would be forwarded on to the MAG who are
assessing a range of options for advice to Government.

Flagstaff Principals will be in Wellington on August 22nd (on another matter) but would have time to
meet with you, your staff and the MAG if that is helpfull??

Best regards
Cheers
Dr Keith Turner



Sent from my iPad

Begin forwarded message:

From: Steve Hammerton <Steve.Hammerton@flagstaffpartners.com>

Cc: Paul Donnelly. o | 7 . Alex Holdsworth
<Alex.Holdsw artners.com>
Subject: Strategic option for the New Zealand Government’s consideration

regarding the future of KiwiRail’s Interislander ferry service

Keith %1/
As discussed, please find attached a memo from Flagstaff Partners: %e?ic optip%%ne
| la

New Zealand Government’s consideration regarding the future of % rferry

nteris
service & /<
Rgs C)
Steve Hammerton ?“
Managing Director, Flagstaff Partners ?




Strictly Private and Confidential

FLAGSTAFF

Strategic option for the New Zealand Government’s consideration regarding the
future of KiwiRail’s Interislander ferry service

17 July 2024

Flagstaff Partners (“Flagstaff” or we) is pleased to outline an option for the New Zealand
Government’s (“Government”) consideration in relation to the future of KiwiRail's Interislander ferry

service.
About Flagstaff Partners “1/













Wendy Harrison
= e e e e e e el e, 8

From: Karen Mitchell [TSY] <Karen.Mitchell@treasury.govt.nz>
Sent: Wednesday, 7 August 2024 3:34 pm

To: Rory Sedgley

Subject: FW: The Treasury | Jarden - Catch-up

Attachments: 240807 Cook Strait Ferries_Jarden perspectives.pdf

[IN-CONFIDENCE]

Hi Rory

Hi Rory (b(l/

| note that capacity of the Bluebridge fleet as per slide 3 is a bit different to the n , dithough
noting your source as their website. Jardin slides suggest a total of 1090 Pax &% Lm?

Regards

Karen @

From: Ross Mitchell s O E

Sent: Wednesday, August 7, 2024 1:29 PM

To: Simon Hay [TSY] <Simon.Hay@treasury.govt.nz> /g

Cc: Lars Piepke [TSY] <Lars.Piepke@treasury. go Tola Matt.Tolan@treasury.govt.nz>; Karen
Mitchell [TSY] <Karen.Mitchell@treasury.go dgle Sedgley@transport.govt.nz>; Andrew Parsonage
e Q/

Subject RE: The Treasury | Jard Jarden - Catc

H Some people who received this mess%s often g@Qﬁsm} " Learn why this is imporiant
Simon & team, %

Please find attache eWpagesior I, ference on our call shortly.

Kind regards < \

Ross Q\

Ross Mitchel Q
Director, _lnﬁeg.tmf _kmg

s@e
Level 32, PWC Tower, 15 Customs Street West, Auckland, PO Box 5333
e JARDEN

e w~

www.iarden.co.nz LinkedIn Disclaimer

The sender of this message, Jarden, can be contacted at Level 32, FWC Tower, 15 Customs Street Weslt, Auckland, New Zealandor via aur vebsite
at yaww jarden,co.nz.

This message and any altachmenl(s) is confidential and intended for the named recipient's use only. If you are nat the intended recipient (i) do not copy,
disclose or use the contents in any way, (i) please nolify us immediately by return email and destroy the message, any copies and any attachments. The

1



|

sender of this message is not responsible for any changes made lo this message andfor any altachmenls and/or conneclion linkages lo the Internel referred
to in this message afler it has been sent.

Unless othenwise stated, any information given in this message and/or attachments is for general information purposes only, is subject to change, is not an
advertisement, or an offer lo buy or sell any financial instruments. To the extent that any information, views, and recommendations conslitute advice, they do
nottake into accounl any person's particular financial situation or goals and, accordingly, do not constitule financial advice under the Financial Markels Conducl
Acl 20113, The basis of the provision of Research is sel out in Ihe relevant research disclaimer.

Jarden Securities Limited is an NZX Firm. A Disclosure Statement is available from Jarden Securities Limited on request, free of charge. If you would prefer
not lo receive any information from Jarden by email, please forward this message to unsubscribe@jarden. ¢o.nz

-----0Original Appointment-——-

From: Charlotte Christie On Behalf Of Ross Mitchell

Sent: Friday, August 2, 2024 6:13 PM

To: Ross Mitchell; Andrew Parsonage; Simon Hay [TSY]

Cc: Lars Piepke [TSY]; Matt Tolan [TSY]; Karen Mitchell [TSY]; Rory Sedgley

Subject: The Treasury | Jarden - Catch-up
When: Wednesday, 7 August 2024 1:30 pm-2:30 pm (UTC+12:00) Auckland, Wellington. (1/
Where: Microsoft Teams Meeting %

¥ %
Hi Simon, \2\@&%’

'

if arly issues arise with this

?\
Oy
Charlotte Christie Qé &\O

Team Assistant

As discussed, please forward this invite onto your team. Please let ?e kn

timing. @

Kind regards

o m O W
N

Vi

Microsoft Teams\N; hel
Join the meet;Q‘ %w \/\

Meeting ID: 445 883 680567

Passcode: LkMT6A \< )
Dial in by pho;

+64 4-280 7344,,776454753# New Zealand, Wellington

Find a local number

Phone conference |D: 776 454 753#

For organizers: Meeting options | Reset dial-in PIN

Meetings may be recorded
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CONFIDENTIALITY NOTICE

The infarmation in this email is confidential to the Treasury, intended only for the addressee(s), and may also be legally privileged. If you
are not an intended addressee:

a. please immediately delete this email and notify the Treasury by return email or telephone (64 4 472 2733);
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Jarden perspectives from involvement with StraitNZ transactions
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Slides have been withhield in full under s 9(3)(BYiiy and s 9(2)(ba)(j)

Disclaimer

Jarden — This communication has been prepared by Jarden for the exclusive use of the party to whom Jarden delivers this communication using information provided by the recipient and publicly available information, “Jarden”
means any entity within the Jarden Group of companies, where “Jarden Group" means Jarden Australia Pty Ltd, Jarden Securities Limited and any of their subsidiaries, affiliates, bitimate holding company and any subsidiaries
or affiliates of such holding company.

For information only ~ This communication has been prepared solely for information or educational purposes only and does not suggest taking or refraining from any ag @ not conslitute or contain an offer, invitation
or a2 solicitation to buy or sell any securities or related financial instruments or any of the assets, business or undertakings described herein.

No offer — Jarden is not offering to buy or sell or scliciting offers to buy or sell any product or enter into any transaction or participate in any parti ng strategy. A r or entry into any transaction requires Jarden'
subsequent formal agreement which will be subject to intemal approvals and execution of binding transaction documents.
r!:é (N ha

No independent verification — The information in this communication has been obtained from the recipient and publicly available sout not baemwind dently verified by Jarden or any of its directors, officers,

employees, agents, representatives ar advisers or any other parson.

No liability — Neither Jarden nor any of its directors, officers, employees, agents, representatives or advisers, accepts any liabili er for any'di direct or consequential losses (in contract, tort or otherwise) arising
from the use of this communication or its contents or any emors contained therein and/or omissions therefrom or refiance on, ;t:e of, the informafion contained herein.

No advice — The recipient should not construe the contents of this communication as legal, tax, accounting or investment.a persanal mmendation. The recipient should consult its own counsel, tax and financial
advisers as o legal and related matlers concerning any transaction described herein. This communication does not pufP ) be all-inclus! ntain all of the information that the recipient may require or request upon
due diligence if it wishes to proceed further. By providing this communication, Jarden does not have the responsibili thority to has provided, investment advice to the recipient in a fiduciary capacity with regard
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Wendy Harrison

From: Rory Sedgley

Sent: Thursday, 8 August 2024 9:40 am

To: Juston Anderson [TSY]

Subject: RE: Urgent - questions regarding Cook Strait

A private sector operator might be interested in taking control, but that’s not what Ministers have heen
discussing/thinking about. The introduction of private capital in this context has always been discussed as a
minority partner (in a schedule 4a company) in order for the Crown to retain control over a piece of critical
national infrastructure.

Rory Sedgley q
M:S 9(2)@) | E: r.sedgley@transport.govt.nz | transport.govt.nz \2\ N

§l2 TE MANATU WAKA J Hipaitia ana ngd tangala o Aotearoa kla eke &

4h MINISTRY OF TRANSPORT Enabling New Zealanders to lourish

From: Juston Anderson [TSY] <Juston.Anderson@treasury.govt.nv@E E

Sent: Thursday, August 8, 2024 9:32 AM
To: Rory Sedgley <R.Sedgley@transport.govt.nz>; Karen Mitck
Piepke [TSY] <Lars.Piepke@treasury.govt.nz>; marktho:: ,

Y] <K @ itchell@treasury.govt.nz>; Lars
Leilani Frew

[TSY] <Leilani.Frew@treasury.govt.nz>; David Wood <B.W @trau‘ﬂr’tr. ovt.nz>

Cc: Matt Gilbert <matthew.gilbert@treasury.govt.nz>; inic Miticich [TSY] <Dominic.Milicich@treasury.govt.nz>;

Ann Webster [TSY] <Ann.Webster@treasury.gov@ Michae re [TSY] <Michael.Moore@treasury.govt.nz>

Subject: RE: Urgent - questions regarding Co ra &

[IN-CONFIDENCE] 6 Q~
v <O
S

From: Rory Sedgley <R.S ransport.govt.nz>

Sent: Thursday, Augu 024 9:22 AM

To: Karen Mitchell aren.Mitchell @treasury.govt.nz>; Lars Piepke [TSY] <Lars.Piepke@treasury.govt.nz>;
markthompson? Leilani Frew [TSY] <Leilani.Frew @treasury.govt.nz>; David
Wood <D.Woo nsport.govt.nz>
Cc: Matthew Gilbert [TSY] <Matthew.Gilbert@treasury.govt.nz>; Dominic Milicich [TSY]
<Dominic.Milicich@treasury.govt.nz>; Ann Webster [TSY] <Ann.Webster@treasury.govt.nz>; Michael Moore [TSY]
<Michael.Moore @treasury.govt.nz>; Juston Anderson [TSY] <luston.Anderson@treasury.govt.nz>

Subject: RE: Urgent - questions regarding Cook Strait

HiKaren,
Looks good. Just a couple of small additions from me in the attached.

Cheers,
Rory



ory Sedalev
: | E: r.sedgley@transport.govt.nz | transport.govt.nz

MINISTRY OF TRANSPORY Enabling New Zealanders to llourish

'2 TE MANATU WAKA J Hapaitia ana nga tangata o Aotearsa Kin eke

From: Karen Mitchell [TSY] <Karen.Mitchell @treasury.govt.nz>

Sent: Thursday, August 8, 2024 12:50 AM . P
To: Lars Piepke [TSY] <Lars.Piepke@treasury.govt.nz>; markthompson??ﬂm' 3 :
Frew [TSY] <Leilani.Frew@treasury.govt.nz>; David Wood <D.Wood@transport.govt.nz>

Cc: Matt Gilbert <matthew.gilbert @treasury.govt.nz>; Dominic Milicich [TSY] <Dominic.Milicich@treasury.govt.nz>;
Ann Webster [TSY] <Ann.Webster@treasury.govt.nz>; Michael Moore [TSY] <Michael. Moore @treasury.govt.nz>;
Juston Anderson [TSY] <Juston.Anderson@treasury.govt.nz>; Rory Sedgley <R.Sedgley@transport.govt.nz>

Subject: RE: Urgent - questions regarding Cook Strait (L

~ Leilani

Hi all

| have prepared that attached first draft for comment and amendment. & N
Mark, if you can make any further amendments and additions on the aﬁac@ C}«

Rory, | will reach out to you in the morning. @Q i ?\
Regards Q
Karen ?

From: Lars Piepke [TSY] <Lars.Piepke@treasu
Sent: Wednesday, August 7, 2024 7:42 Pl
To: markthompsor® 9@M@
Mitchell [TSY] <Karen.Mitchell @treasiysg
Cc: Matthew Gilbert [TSY] <Matt i astiry’zovt.nz>; Dominic Milicich [TSY]
<Dominic.Milicich@treasury.govt. er [TSY] <Ann.Webster@treasury.govt.nz>; Michael Moore [TSY]

<Michael.Moore@treasury, g 5 Just rson [TSY] <Juston.Anderson@treasury.govt.nz>
Subject: RE: Urgent - qu johs re rding Coek Strait
Thanks Mark for your VQ useful or 10 response.

We have also reached out v@o David W at MOT so he can activate on his side as MOT should have some
additional informationQ to feed into the responses to the questions.

We can then draft Qordinated email tomorrow morning for the MAG and TSY consideration and response to the
questions.

Nga mihi
Lars

TE TAl OHANGA
THE TREASURY

Lars Piepke | Poutaki, Mahinga - Tauhokohoko me nga Umanga | Manager, Commercial and Institutional
Performance | Te Tai Ohanga — The Treasury

TelS92@ | Lars.Piepke @treasury.govt.nz

Visit us online at https://treasury.govt.nz/ and follow us on Twitter, LinkedIn and Instagram

Vr

.
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From: Mark Thompsonsgm(a) y

Sent: Wednesday, August 7, 2024 7:15 PM

To: Leilani Frew [TSY] <Leilani.Frew@treasury.govt.nz>; Karen Mitchell [TSY] <Karen.Mitchell@treasury.govt.nz>;
david.wood@transport.govt.nz

Cc: Matthew Gilbert [TSY] <Matthew.Gilbert@treasury.govt.nz>; Dominic Milicich [TSY]
<Dominic.Milicich@treasury.govt.nz>; Ann Webster [TSY] <Ann.Webster@treasury.govt.nz>; Michael Moore [TSY])
<Michael.Moore@treasury.govt.nz>; Juston Anderson [TSY] <luston.Anderson@treasury.govt.nz>; Lars Piepke [TSY]
<lars.Piepke@treasury.govt.nz>

Subject: Re: Urgent - questions regarding Cook Strait

e Hi

°

e | have vet to talk to Mark and Roger but here is my starter for 10. More to come.
L

L

Have you tested whether maintaining the existing market structure and capacity onftpé Cook Str@t’fsimperatlve
and if so, do you have analysis to support the position that it is?

s A(2)(g)(i) &‘( N O/\ 4
N

e Have you considered alternative options for the mter—qud frmghﬁaﬂp

The interisland freight market consists of 4 modes, air, sgajtcoastgl) road and rail. All are driven by customer supply
chain model where supply must meet demand. The Treight tha,{tr’we‘ls across cook strait is road/rail modes and
provide a deferred services predominately foreAk]W volumes’{o;‘a 24-36-hour transit time. The alternative option
for both modes is via sea ( coastal shlpplng,).WhIch»’fs a spwe?* Cﬁeaper and less reliable and when we apporached
them they were not interested in expandﬁlgﬂ)e\?r opg@wm Rail volumes have reduced markedly over the past 9
years as transport operators have mvégfﬁ\jﬁ warel{ous@s back in the South Island to provide better service
reliability for their customers and ;!og.ta‘[.pperat@fs ja?ve‘struggled to take market share of the road mode which is
the most reliable .

e Have you considered the h@y&b:hty that the current five- -ship, two-operator arrangement may be uneconomic?

e Cook Strait serves 2 maﬂeets, rail an%k road modal freight and domestic and international tourism . The current
operators have a mixed ﬂ“eet of.shuh;rmqa terminal which drives operational inefficiencies and therefore extra costs .
During the winter months frg;g‘ht ‘Volumes are consistent but don't support 5 ships. However, summer passengers in
car volumes increased man}géqcy,and in peak peak times around Christmas and New Year capacity is restricted and
therefore revenue lost 0 thé,aurlmes etc. By having only Ropax ships, co-locating terminals, sharing landside staff
and operations mveﬁtmgm sister ships the benefits will flow through to the ferry operators and ultimately the
consumer.

e Have you con%;dedéd the possibility / feasibility of introducing private capital prior to making critical procurement

decisions?
5 9(2)(b)(W), s'9(2)(a)(i)

e What, if any, are the implications of delaying decisions and taking additional time to consider alternatives,
considering the anticipated timeline for delivery and the current fleet’s expected remaining lifetime?

With new regulations around Marpol and Solas the investment required to ensure compliance alone with the
existing aged fleet till 2029 will be high plus Port infrastructure is nearing end of life so investing in infrastructure for
ships that will be replaced doesn't make sense. Also note that as the fleet gets older, they have more dry docks and
maintenance requirements which takes them out of services more often. Also , no matter what ship is procured ,

3



the existing Aratere rail linkspans in both Picton and Wellington must be removed to allow new wharfs and
linkspans to be built for future ships . This alone will take 3 years to complete . So further delays will result in
increased operating costs, reduced reliability and poor customer satisfaction. And the ability to procure new ships
may be lost.

From: Leilani Frew [TSY] <Leilani.Frew@treasury.sovt.nz>

Sent: Wednesday, 7 August 2024 6:59 pm

To: markthompsonS9@@— _| Karen Mitchell [TSY) <Karen.Mitchell@treasury.govt.nz>;
david.wood@transport.govt.nz <david.wood @transport.govt.nz>

Cc: Matthew Gilbert [TSY] <Matthew.Gilbert@treasury.govt.nz>; Karen Mitchell [TSY)
<Karen.Mitchell@treasury.govt.nz>; Dominic Milicich [TSY] <Dominic.Milicich@treasury.govt.nz>; Ann Webster
[TSY] <Ann.Webster@treasury.govt.nz>; Michael Moore [TSY] <Michael.Moore @treasury. ovi.nz>; Juston Anderson
[TSY] <Juston.Anderson@treasury.govt.nz>; Lars Piepke [TSY] <Lars.Piepke @treasury.govt.nz> (1/

Subject: Re: Urgent - questions regarding Cook Strait

Kia ora Karen \&@ @

Are you able to lead the development and coordination of the response to t uest by;&required deadline
please.

David, keen for MoT's perspectives and/or assistance for some of t Q?ﬂons bel?\
Nga mihi nui Q %
a

Leilani %

From: Daniel Madley <Daniel.Madley@parliame vt.

Sent: Wednesday, August 7, 2024 18:04 6_— ?\

To: markthompson® @@= @ E

Cc: Matthew Gilbert |TSY] <Matthew.Gilbérta :
<Karen.Mitchell@treasury.govt.nz>; i
[TSY] <Ann.Webster@treasury.go
[TSY] <Juston.Anderson@treasu

Simon McLoughlin <simon.
Subject: Urgent - questio ing Coo

Good evening Mark a&LeI[ani, ?y

As part of undertaking con ult\»n on the draft Cabinet paper, MoF has this afternoon received questions as
below. She has asked ;G AG’s urgent consideration and response to the questions, drawing in officials

rew [TSY] <Leilani.Frew@treasury.govt.nz>
>; Karen Mitchell [TSY]
<Dominic.Milicich@treasury.govt.nz>; Ann Webster
[TSY] <Michael.Moore@treasury.govt.nz>; Juston Anderson
cRoberts <Abby.McRoberts@parliament.govt.nz>; AParliament:

required.

from Treasury and&

Abby, can you ﬁ ensure David and Rory are across this? A consolidated response no later than 11am
tomorrow morhing/would be appreciated please to support Ministers in considering if a late lodge is viable.
Many thanks all for your time at such short notice. Feel free to text / call me on \ ifyou would like to
discuss. - ’

* Have you tested whether maintaining the existing market structure and capacity on the Cook Strait is
imperative and if so, do you have analysis to support the position that it is?

» Have you considered alternative options for the inter-island freight task?

e Have you considered the possibility that the current five-ship, two-operator arrangement may be
uneconomic?



» Have you considered the possibility / feasibility of introducing private capital prior to making critical
procurement decisions?

« What, if any, are the implications of delaying decisions and taking additional time to consider
alternatives, considering the anticipated timeline for delivery and the current fleet’s expected
remaining lifetime?

Regards,

t, @« Daniel Madley
R Private Secretary — Finance and State Owned Enterprises

a7 Office of Hon Nicola Willis | Office of Hon Paul Goldsmith
Minister of Finance | Minister for State Owned Enterprises

PRe——

E damelma.dley@parllament govt.nz (L

CONFIDENTIALITY NOTICE

The information in this email is confidential to the Treasury, intended o Qe add s, and may alsa be legally privileged. 1f you

are not an intended addresseea:

a, please immediately delete this email and notify the Treasury by email X« e (64 4 472 2733);
b. any use, dissemination or copying of this email is strictly pr blte and ma nlawful.

4 /\@
MINISTRY OF TRANSPORT
Wellington (Head Office) | Grou@; 3 QUQQM PO Box 3175 | Wellington 6011 | NEW ZEALAND | Tel.

+64 4 439 9000 |

Auckland | NZ Governme

nd Pom\ ice |Level 7, 167B Victoria Street West | PO Box 106238 | Auckland
City | Auckland 1143 |

AN | Tel: %64 4 439 9000 |

be read by the named recipient. It may contain information which is
jegt of legal privilege. If you are not the intended recipient you must delete this

confidential, proprietary or th
email and may not use an@ jon contained in it. Legal privilege is not waived because you have read this email.

Please consider the/e'Qn nt before printing this email.

Disclaimer: This email isvenly inte




Wendy Harrison

From: Simon Hay [TSY] <Simon.Hay@treasury.govt.nz>

Sent; Thursday, 8 August 2024 10:42 am

To: Rory Sedgley

Cc: Lars Piepke [TSY]

Subject: FW; Macquarie briefing on Cook Strait Ferry experience
Attachments: Cook Strait Ferries (August 2024).pdf

Ahead of this morning's call, please find attached some m

Sent: Thursday, August 8, 2024 10:15 AM
@tre y.govt.nz>;

<Stacey. Lulham@treasury govt.nz>; Olivia Paterson [TSY] <Olivia.Paterson
All,

helwcusswn

Indet's. 9(2)(b)(i) and s.9(2)(ba)(i)
Regards A
| macquarie.com

To: Simon Hay [TSY] <Simon.Hay@treasury.govt.nz>; Karen Mitchell [TSY] <Karen
asiry.go éﬂ\Aartin Wight
(MacCap)
Alex MacDonald | Associate Director ? ’
Advisory & Capital Solutions | Macquarie Capltal @
101 ?

From: Alex MacDonald (MacCap)s A 2 %l/
Dominic Milicich [TSY] <Dominic.Milicich@treasury.govt.nz>; Stacey Lulham |
Subject: RE: Macquarie b'riefing.on Cook Strait Ferry experience ®Q~ ?\

Level 13, PwC Tower, 15 Customs Slreet West land

S9(2)al
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From: Simon Hay [TSY] <Simon,Ha z>
Sent: Tuesday, July 23, 202
To: Simon Hay [TSY]; Al
Qlivia Paterson [TSY];
Subject: Macquarie briefi

nalqp (MacCap); Karen Mitchell [TSY]; Dominic Milicich [TSY]; Stacey Lulham [TSY];

igh p)
on it Ferry experience

When: Thursday, 8 August 2024 1 am-12:00 pm (UTC+12:00) Auckland, Wellington.
Where: Microsoft Tean&' 5 +TSY 4.05 Meeting Room -8P

External Co

From: Simon Hay [TSY] <Simon.Hay@treasury.govt.nz>

Sent: Tuesday, July 23, 2024 2:11 PM

To: Simon Hay [TSY]; Karen Mitchell [TSY]; Dominic Milicich [TSY]; Stacey Lulham [TSY]; Olivia Paterson [TSY]; Martin
Wight (MacCap)

Subject: Macquarie briefing on Cook Strait Ferry experience

When: Thursday, 8 August 2024 11:00 AM-12:00 PM (UTC+12:00) Auckland, Wellington.

Where: Microsoft Teams Meeting; +TSY 4.05 Meeting Room -8P



External Communication

[IN-CONFIDENCE]

Microsoft Teams weed help?

Join the meeting now
Meeting ID: 426 214 589 082
Passcode: nY9hWw

Dial in by phone & &

+64 4-889 7909,246223688# New Zealand, Wellington
Find a local number
Phone conference ID: 246 223 688#

For organizers: Meeting options | Reset dial-in PIN \%
Q/‘ ‘\Q

CONFIDENTIALITY NOTICE

The information in this email is confdewhe Tre %ntended only for the addressee(s), and may also be legally privileged. If you

are not an intended addressee:
a. please immediately delete thi nd notlm reasury by return email or telephone (64 4 472 2733);
b. any use, dissemination nr? this email is'strictly prohibited and may be unlawful.



Wendy Harrison

From: Karen Mitchell [TSY] <Karen.Mitchell@treasury.govt.nz>

Sent: Wednesday, 14 August 2024 3:11 pm

To: Rory Sedgley

Subject: Emailing: Mafic Ministerial Advisory Group discussion
material(5001024.1).pdf

Attachments: Mafic Ministerial Advisory Group discussion material(5001024.1).pdf

(IN-CONFIDENCE)

ogb

Attached is the Mafic preso they did for the MAG, Forwarded to me by Duncan Olde. @
Regards \2\
Karen &

Your message is ready 1o be sent with the following file or link atlachme

Mafic Ministerial Advisory Group discussion materlal(5001024 1)
sides fiave beer withhield I full Under s B(2)(b)(i) and s 972)(baj)

Note: To protect against computer viruses, e-mail progra or recewlng, certain types of file
attachments. Check your e-mail security settings to de@e ow nts are handted,

CONFIDENTIALITY NOTICE S :

The information in this emall is confiden: e veas% ’ ed only for the addressee(s), and may also be legally privileged, 1T you

are not an intended addressea;
a. please immediately delete this email tify th

b. any use, dissemination or cw email

ury by return emall or telephone (64 4 472 2733);
prohibited and may be unlawful.



Wendy Harrison

From: Rory Sedgley

Sent: Friday, 29 November 2024 4:46 pm

To: Audrey Sonerson '

&' David Wood; Ruth Fairhall; Marian Willberg

Subject: Cook Strait ferries: talking points for Monday officials meeting
Attachments: Updated draft Cabinet paper - 28 November.docx

Hi Audrey,

improve Cook Strait resilience” which includes some amended text (paras 39-42)and @ new r ndation

(copied below for ease).

Yesterday evening we received the attached updated version of the Cabinet paper “Procuring &g.ikm

| recommend that you also discuss wit atyour meeting on Monday, and have prepared some
suggested talking points for you bglo




Rory Sedgley

Principal Adviser — Maritime & Freight
Te Manati Waka Ministry of Transport (2;1/







m g r.sel\/nsortovt.nz | transport.govt.nz

§P TE MANATU WAK apadtia ana ngd 1Angota o Aotearon kia eke
ﬁ MINISTRY O m& Enabling New Zealanders to flourish

From: Alex Kirc

Sent: Monday,

To: Rory Sedgley <R.Sedgley@transport.govt.nz>; Zoe Dawso

Ce: Zinzan Currey [TSY] <Zinzan.Currey@treasury.govt.nz>; Anneliese Mills [TSY]
<Anneliese.Mills@treasury.govt.nz>; Chris White (Treasury) <chris.white@treasury.govt.nz>
Subject: RE: Evaluation of alternative option submissions

I love your work Rory!

I have three more for you which all fall into a similar bucket as-.g. running freight
services to different ports than Picton some from Wellington some from Auckland / Tauranga.










O

ory Sedal

E: r.sedgley@transport.govt.nz | transport.govt.nz

gg TE MANATU WAKA J Hépaitia ana nga langata o Aolearoa Kia eke
MINISTAY OF TRANSPORT Enabling New Zealanders to llourish

From: Rory Sedgley
Sent: Monday, 3 March 2025 8:50 am
To: Zoe Dawson

Cc: Zinzan Currey [TSY] <Zinzan.Currey@treasury.govt.nz>; Alex Kirch_AnneIiese Mills

5




[TSY] <Anneliese. Mills@treasury.govt.nz>; Chris White (Treasury) <chris.white@treasury.govt.nz>
Subject: RE: Evaluation of alternative option submission:

Understood Zoe. Will respond to you with an assessment of the 4 proposals below by midday tomo

Ro
M:%| E: r.sedgley@transport.qgovt.nz | transport.govt.nz
gg TE MANATU WAKA J Hapaitia ans nga thngata o Aotearoa Kia eke

MINISTRY OF TRANSPORT Enabling New Zealanders to Hourish

From: Zoe Dawson _

Sent: Saturday, 1 March 2025 5:55 pm (l/
To: Rory Sedgley <R.Sedgley@transport.govt.nz>

Cc: Zinzan Currey [TSY] <Zinzan.Currey@treasury.govt.nz>; Alex Kirch

[TSY] <Anneliese. Mills@treasury.govt.nz>; Chris White (Treasury) <chris.white
Subject: RE: Evaluation of alternative option submission: Kevin McGrath, ABC

A@%Mﬂls

Hi Rory,

After a further review of the proposals, we would ask that vou

Anneliese Mills

asury.govt.nz>; Chris White [TSY] <chris.white@treasury.govt.nz>
Iternative option submission: Kevin McGrath, ABC Limited,

I have attached 4 more submissions received regarding alternative transport systems and/or ship
confi io

I have another 4 more which | will send in a following email.

As mentioned below, please review these and send back your evaluation by next Tuesday 4'" March 12pm.

6






Kind regards,

Zoe Dawson

Mafic Partners

Limited

Level 26, 151 Queen Street
Auckland, New Zealand

Mobile:

=

Emailss@e

www.mafic.co.nz



From: Rory Sedgley <R.Sedgley@transporl.govinz>
Sent: Thursday, 6 March 2025 9:21 am
To: Zoe Dawson S 92)&)

Subject: Alternative market proposals

HiZoe,
Please could you share with me a few more of the proposals received in the market sounding %1/

process? q
| would be grateful if y could forward on the written submissions rew S'

A

Thanks very much,
Rory

Rory Sedgley
Principal Adviser — Maritime & F.
Te Manatii Waka Ministry of Tz

S9(2 j:(,j [ m— ' E:

(oo
MINISTRY OF TRA@(

%ce) | Groﬁr. 3 Queens Wharf | PO Box 3175 | Wellington 6011 | NEW
' 0

+64 4 43

Auckland | N Gove@uckland Policy Office |Level 7, 167B Victoria Street Wesl | PO Box
106238 | Aucklan@ kland 1143 | NEW ZEALAND | Tel: +64 4 439 9000 |

Disclaimer; h\nail is only intended to be read by the named recipient. It may conlain information
which is génfidential, proprietary or the subject of legal privilege. If you are not the intended recipient
you mu%et this email and may not use any information contained in it. Legal privilege is not

wai use you have read this email.

Please consider the environment before printing this email.




From: Zoe Dawson

To: Rary Sedgley
Subject: RE: Alternative market proposals
Date: Thursday, 6 March 2025 9:38:21 am

Attachments: image001.0ng

Sure, those 3 attached here.

Thanks, %

] S /\\3?/ ,\\9
Lo

From: Rory Sedgley <R.Sedgley@transport.govt.nz> @

Sent: Thursday, 6 March 2025 9:35 am Q

To: Zoe Dawson O
Subject: RE: Alternative market proposals

Awesome, thank you.
Yeah could you send the docs fro lease?

M&MQQMMIW

From: Zoe Dg

Sent: Thursday, 6
To: Rory Sedgl ;
Subject: R Qe tive market proposals

025 9:25am

HIR

Sure see attached here.
Let me know if there are any others you would like to see.

Regards,

Zoe Dawson
Matfic Partners Limited















M: +64 22 010 5399 | E: r.sedgley@transport.govt.nz | transport.govt.nz

Rory Sedgley (2;1/
gg TE MANA\‘O WAKA ipa ana nga tangala o umlda eke \2\@ q
ISTRY OF TRANSPORT ngNewz«Imdm!o &



MINISTRY OF TRANSPORT

b TE MANATU WAKA
2

Cook Strait connectivity
Options assessment summary

DRAFT 24 May 2024




This document informs the content of the
Ministry’s Phase 2 advice to Ministers. It is
primarily intended as a record of the analysis and
as an internal consultation decument.

It sets out the long-list of options considered,

describes their implementation and other relevant ,
details, and assesses them agalnst the agreed -
evaluatlon crlterla. AR P
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Introduction and background
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Introduction
Q;l/

@e of the Government is to ensure
e, safe, and reliable services across Cook

Following the cancellation of Project iReX (to replace KiwiRail’s
Interislander ferries with two new, large rail-enabled ships) the
Government asked the Ministry to assess the long-term
requirements for resilient Cook Strait connectivity now and once

the Interislander ferri

direct ferry purchase).

L
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Background to this report

The Ministry’s Phase 1 report identified some constraints to a
market response in the event KiwiRail ceases its Cook Strait
ferry services. It also identified areas where Government
intervention would improve the likelihood of a market response.
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Other advice underway

The Ministry’s Phase 2 advice focuses on understanding the As this a ecm} available over the next two months,
bed i

in this document may narrow as they are
e in practice. Where relevant, we ha

spectrum of policy interventions available to Ministers. Phase 2 [ sn%l
does not reflect more specific advice being prepared in parallel Vig
by the Treasury, KiwiRail, MAG, and other unrelated Ministry

workstreams. The work programm :
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Key context for this analysis
Qv

%s currently highly competitive, with most freight users
available across the current operators, and coastal shippin

Ministerial objectives Viability of se

The Minister of Finance proposed three ‘principles’ for Cook Strait ferry services; The Cook
competition on the Strait, commercial discipline, and urgency. These ‘principles’ were having
developed into four strategic objectives for this work: i

* There is competition in freight and passenger transport across the Cook Strait;

. Cook Stralt ferry seryice

Vessel and operator availability

The Crown has determined that rall enabled ferries of the size required by

s‘lz TE MANATU WAKA
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KiwiRail transition risk

Qv

KiwiRail reform Transition ris q
KiwiRail’s services struggle to be commercially viable due to: Regardles n%fchoice made by the Crown, there is significant risk

» Historic labour arrangements and other constraints which limit opportunities for :\nsi:cl\a& ‘ G Epnagedihdisal ToRNE Cook ST i

innovation / productivity increases;

« lIts aging and non-profitable infrastructure / rail services which impact the overall
profitability of KiwiRail's operations

creasing unexpected breakdowns / outages.

A right-sized operator (whether Crown-owned or a new entrant) should be ak
operate viable services if KiwiRail's current constraints are removed (noting.ik
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Spectrum of options considered

We have focused on exploring a broad range of options to present to Minist % They&ntended to provide Ministers with a

flavour of what is possible (given the context outlined on the previo &a identify areas for further analysis.

*  Crown exits Cook Strait ferry . i i rown exits Cook Strait ferry . Crown.continues to directly
market (no additional regulation rket but tenders for a n ' ‘operate ferry service
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Longlist options overview

The options below were explored at a conceptual level against a set of strategic obj s. Four were progressed for more

& ﬂ&’-

detailed assessment to determine

Option 1. No further Option 2. Facilitate and | Option 3. Facilitate, Option 4. Enhance Option 5. Crown tender 9. Directly own

Crown role broker broker, and incentivise |regulatory regimes for services
KiwiRail ceases Cook KiwiRail cease: UwiRail ceases Co6
Strait ferry services. The. Strait ferp

- Ty s, _ A ‘Strait fer 'he Strait ferry se .,‘Tmmm -
Crown plays le i ( rown 5 fo add { { n pls 1 ; “rown direct] 'Alh‘.' 3 4 y

KiwiRail's dive ew commasctal operat
0 provide an agreed ¢
vel of se 1 h €F =

ferry assets / ¢
owf veldsels in tirfe {
e @ wiRai

(outside of its role as reie
shareholde in the including:

CO

providers to offer current regulatory

provision of Cook Strait ~  lincentives to support new | settings to ensure a A st iiatuasd '981e | owned
services following O.V edrsdeemg ':'W'Ra" entrants to the market, transparent, level playing 4 " it .rrmm-', 3 :’ 'g"
KiwiRail's exit W Lo which could include: ices Woy )

: field for commercial
service SRR i expectedhtoigperate
commiercially with the
ippertprovided to the
ﬁ;’” provider
) ded to cover onl

Future provision of
services is left

an expansion |

existing comn
operator (Bluebric e cost of ship
a new entrant to the »  Brokering / interface iyt Mot | NN/ . " procurement (fully o
market. ol | ke R Y 7 o o SO SERENZ partially).

' commercial disciplines

Operate on the Cook
Strait).

support initial .

operations.

Shortlisted
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Longlist options overview (alternative view)

Intervention

Option 1. No
further Crown role

Description

KiwiRail ceases Cook Strait ferry services. The Crown plays no role in
KiwiRail's divestment of ferry assets / services (outside of its role as
Shareholder). Future provision of services is left to either: an expansion of the
existing commercial operator (Bluebridge) or a new entrant to the market.

Option 2. Facilitate

KiwiRail ceases Cook Strait ferry services. The Crown takes steps to facilitate
an orderly transition to a new commercial operator including:

Facilitate, broker, and
incentivise

AndiRrokex . Active oversight of the winddown of KiwiRail's services,
. Active engagement with potential providers to identify and address
barriers to entry,
. Brokering / interface role with key stakeholders (i.e., KiwiRail, Ports,
MNZ, operators).
Option 3.

In addition to the facilitation and brokering role of Option 2, the Cr @ks
with potential providers to offer incentives to support new entra t
market, which could include:

. Supporting the rationalisation of land ownership arou
ﬁ Fgu at

. Direct brokering role between the new operator an
KiwiRail customers; and / or Q‘

. Negotiation of timebound Crown underwrites to
operations

port\',v@

e

Option 4.
Enhance regulatory
regimes

KiwiRail ceases Cook Strait ferry servic rown plays po role in
securing a new entrant to the market. Howeyer, the ould adjust
current regulatory settings to ensure a transpar \ | playing field for
commercial operators. This could include:

= Information disclosure requirements / c. arency,
= Changes to seafarer qualification re Qe s; and / or
= Licensing requirements (to operat Cook Strait).

R\ /&
©

N

O
\J
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Intervention

Option 5. Cro

tender f;&e ices

co
&ssels in time to replace KiwiRail. The Crown may provide some form of

Desciintion

KiwiRail ceases Cook Strait ferry services. The Crown directly procures a new
mrmercial operator to provide an agreed level of service with their own

timebound support to the successful operators.

Crown purchases new / used vessels to replace the existing KiwiRail fieet via
another Crown owned entity.

Crown awards a concession to a private provider to operate services for a
fixed period (i.e. 10 years) using the Crown’s vessels.

The provider would then pay a concession to the Crown for use of the vessels.
The provider would retain any profits from the operation of the services to
incentivise commercial disciplines.

' Option 7. PPP-
like arrangement

Crown enters a PPP-like arrangement with a private sector partner to design,
build, finance, and operate services for a fixed period.

The Crown would set the service requirements (capacity, frequency etc) and
procure a consortium to design, build and fund new vessels. The consortium
would operate the vessels on the route for a fixed period (i.e. 30 years). The
Crown would make payments over the concession period to repay the upfront
capital cost of the vessels, plus a reasonable rate of return.

Option 8. Mixed-
ownership style
approach

Crown establishes a new Crown-owned entity to procure and operate vessels
across Cook Strait. The Crown-owned entity would be designed to provide
future governments with optionality around ownership settings.

Crown would investigate opportunities to sell a partial stake in future (similar to
the Air New Zealand / power company model). Private capital could be
introduced prior to or following services commencing.

Option 9. Directly
own and operate

The Crown continues to own and operate Cook Strait ferry services, either
through continued KiwiRail operations (following KiwiRail structural reform)) or
through a new Crown-owned entity (as in Option 8, however without the
flexibility to adjust ownership settings in future).




Shortlist summary

Option 3. Facilitate, broker, and incentivise

Key activities

Under the ‘Contract out services’ option, there are five key activities which will need to be
completed:

« Rationalisation of land ownership (Crown instructs KiwiRail to sell land to ports or
establishes new holding company);

+ KiwiRail transition (orderly divestment and exit of KiwiRail's Cook Strait services)

« |dentification of new entrant (Crown actively engages with potential operators to
assess interest through EOI or informal process);

« Brokering of new operator entry (Crown acts as interface to smooth entry);

+ Financial incentive (Crown delivers timebound financial support to new entrant).
Assessment summary

On balance, Option 3 is compelling as it enables a facilitated, market-led re to )hé
exit of KiwiRail. However, it is high risk from a capacity and continuity of’s 92
perspective and there is no guarantee an operator will be willing or able ndeuN
services in time or remain in the market long term. g : \
Option 3 relies on the Crown being able to identify and negoti an ogtor Ina
short amount of time. This presents significant risk as there is'Wo guarantee am operator
can be found and ‘locked in’ at short notice. There are few, if any vesselsin the market
which could be transferred to operate in New Zealand. Any new operatorwould likely

need to build new vessels for the route which could take seve » and the return on
capital from newbuild ships is commercially questionable. ip

If the Crown is unable to find an operator, then it may bg.tqtmfate to pivot to an alternative
approach without risking loss of service in future (i.e. the Ctown may not be able to have
vessels built fast enough to respond to KiwiRail's exit).

sllz TE MANATU WAKA
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Optigg$ Y Contract out services

Key activities

Under the_‘Gon&act out gegvices’ option, there are five key activities which will need to be
completed:

. %rocur \térown procurement of two new or used vessels, and development of
frastructure to accommodate them);

‘Rﬁl_ 2 jon (orderly divestment and exit of KiwiRail's Cook Strait services);

of services (formal approach to market to tender an operator for Cook Strait
s using Crown-owned vessels);

mercial negotiations (confirmation of services, fee, penalties, and other key terms); and

&\ Operations and monitoring (ongoing monitoring to ensure compliance with contract terms).

Assessment summary

At this stage we have not identified a party that could be interested and available to establish
services using Crown-owned vessels.

The choice of vessel has a significant impact on the viability of this option. Purchasing relatively
cheap, second-hand vessels may make it easier for the Crown to recoup its costs through the
concession payment while also allowing the operator to make a reasonably return on its
operations. However, there are few, if any, second-hand vessels available on the market which
meet the Crown’s requirements.

If high-cost new vessels are procured instead, the Crown may not be able to recoup its costs
while also enabling the operator to compete with Bluebridge on price. The Crown may need to
accept that it will ‘lose money’ under this option to ensure competition and capacity.

Option 6 is the most contractually complex approach considered. Decisions on penalty regimes,
maintenance responsibilities, revenue sharing, and other key contractual elements have the
potential to delay agreements being entered, see the Crown retaining significant risk, and
delivering potentially lower value for money.
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Shortlist summary (continued)

Op@. Directly own and operate

Key activities Key acti gs\ &
(AET L)

Option 8. Mixed-ownership style approach

Under the ‘mixed-ownership style approach’, there are five key activities which will need to
be completed:

" A . Y
e "Directly own and operate option, the Crown would need 1o decide V

« Establishment of Crow
option to transition to

perations and monitoring (ongoing monitoring to ensure compliance with contraQ
terms); and @

» Ownership transition (Confirmation of future ownership settings). Q~ and c ues to operate services, or the Cr stablishe ew entity in its place

dlaced sooner rather than later
aterim measure and use capital

from investors to purchase new vessels down the line .
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Shortlist assessment output

The table below summarises the assessment of the shortlisted options.

Criteria

Strategic
Objectives

How well the option:
. Meets the agreed objectives (competition, commercial viability /
discipline, pace)

Low intervention

Facilitate, broker, and
incentivise

+1
Supports objectives, but no
guarantee new entrant availahlenn

Contract out services

(hereqmred pace

High intervention

Mixed-ownership style
approach

+2

Retains Crown involvement
initially, but potential for increased
commercial discipline, viability, and

Magnitude Score

Large positive +3
Moderate positive +2
Slight positive +1
Neutral 0
Slight negative -1
Moderate negative 2
Large negative -3

Directly own and operate

+1
Retains full Crown ownership.
Potential for non-commercial
behaviours through perceived

. Aligns with the Government’s broader transport priorities time optionality over time Crown underwrite.
V +1 +2
Polenitial d@lue How well the option: Minimises C lng '‘Requires the Crown to fund and Ability to recoup initial capital +1
f . Optimises value for money (i.e., the optimal mix of potential benefits, reqmreme maintain vessels without access to through transition to mixed Crown retains all risk and
oIoney costs and risks). the prlvate tlng n commercial profits from operations. ownership. Benefits of private responsibility for funding vessels
avall Increasing risk as vessels age. sector discipline and risk transfer_
How well the option: +2
Supplier . Matches the ability of potential suppliers to deliver the required Unc whether tors are 2 e Continuation of the status quo.
5 : wn required Unclear whether operators are If the Crown can demonstrate z
capacity and services, and - s ; ; e e S > Potential for some market
e ' . . b o ep in |f no ider available available. Will become increasingly commercial viability, then likely to hostanok It KBl vt in
capability 4 Is likely to result in a sustainable arrangement that optimises valug: (ma be too late to ensure difficult to retender as vessels age be interest from investors 4 4 : g
for money over the term of the confract. [ lty of service) charge of procurement.
Potential HERL I o ( I 2 E s Requires upfr B n B St Requires upf +1t ital, risk of
) ' - - - equires upfront capital, but losses equires upfront capital, equires upfront capital, risk o
affordability ? Ma.tmes A “""d'"g Corfsua‘"ts' e \ .t bewl‘:w : D.St‘el ghmeboun_d profit from operations in exchange opportunity to recoup capital and continued investment requirement
. Is likely o be financially sustainable over the long-term. : for concession return from viable services as under status quo
; How well the option: ) _*1 -1 4 +2 . A ..,1 :
Potential R T P » Likely to be deliverable due to low Complex arrangements, Likely to be achievable, but Likely to be achievable, noting
achievability A (e s s level of Crown involvement particularly as vessels age and sourcing capital likely to be challenge of establishing new
capability considerations. (assuming provider can be found) contracts expire complex entities / reforming KiwiRail
Total / Summary +5 +4 +10 +6
Ranking 3 4 1 2




Recommendations / next steps

It is likely too late to progress the low intervention option without risking a service gap
and limiting future options for Ministers. This option has not been discussed with the
market, nor have the mechanics of an underwrite scheme been developed in detail.
There is no indication that there is an operator ‘waiting in the wings’ and research has
revealed a very limited market for second-hand ferries. It is unlikely that a timebound
support scheme would be enough to incentivise an operator to reallocate existing
vessels to the Cook Strait or commit to purchase new vessels at significant cost.

There is a risk that if Ministers progress only a low intervention option and no new
operator is forthcoming, it will be too late to pivot to a higher intervention option (it will
take considerable time to procure new vessels given shipbuilder capacity
constraints). Given the tight timeframes, operator uncertainty, and the high risk of loss
of service, we recommend that the low intervention option is not considered furthér,

At this stage, the Ministry considers a high intervention option, where the Crown
purchases new vessels, to best meet Ministers’ objectives. The mixed o rship
style approach offers the best balance across the three high intervention ns.h
initial Crown investment gives certainty, but unlike the directly own and’operat X
option, there is an opportunity to recoup some of the upfront capi 3\? Cr% iSsnot
locked into owning all or some of the services over the Iong-te%! he introduetion of
a minority private shareholder would also be expected to b@_j. easwmmercial
discipline to the business. S,

\!
A mixed ownership style arrangement would require the establiﬁnz\n of a new
Crown owned entity to run the procurement and initial entry int ice. Establishing
a new entity offers an opportunity to transition to a mixed.o rship arrangement
without the legacy obligations or structural limitations at KiwiRail.

g‘% TE MANATU WAKA
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The mixed ownership style approach still requires further refinement by officials,
including:

>

Confirmation of the type of entity to be established and the
implementation pathway required: This includes confirming whether
different procurement and operating entities are required. Officials will also
need to clarify any legislative, legal, or market requirements for the
establishment of a new entity and wind-down of KiwiRail’s ferry services;

Analysis of the potential approaches and timing to source private sector
capital: The Crown has utilised a range of mechanisms for accessing private
capital in the past. The options available in this case include, competitive
tender, direct sale, public float, partial sale to institutional investors, joint
venture, or combination of approaches; and

Due diligence and valuation of the ferry services: The ability to raise
private capital will depend in part on the cost of new vessels (currently being
assessed) and whether the market perceives the services will be
commercially viable. Analysis will be required to understand whether services
are likely to be commercially viable, and if so, how much capital could feasibly
be raised and when.

We recommend that if Ministers wish to progress the mixed ownership style
arrangement, they direct officials to refine the implementation pathway and other
key elements of the approach as set out above
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Evaluation approach

The remainder of this report sets out each option
in more detail, including advantages /
disadvantages, implementation requirements,
costs, and long-term implications.

The long-list of options is first assessed against
the strategic objectives (set out to the right) in a
pass / fail assessment to arrive at a shortlist. The
shortlist of options is then evaluated against a
standard set of evaluation criteria.

on the following pages).
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The strategic objectives are broad given the diverse range of
options being assessed (from regulatory changes to large scale
investments). The objectives are:

1

There is competition in freight and passenger transport
across the Cook Strait;

Cook Strait ferry services are commercially viable and
follow appropriate commercial disciplines;

There Is continuity of service when current vessels
reach end-of-life (end of 2029); and

The Crown retains future optionality around the
provision of Cook Strait ferry services.

Ministers have also requested ‘urgency’ be considered as part of
this work. Urgency is not explicitly included as an evaluation
criteria as it relates primarily to the speed of advice and
decision-making. The ‘continuity of service’ objective is intended
to address the need to implement any changes prior to current
vessels reaching end-of-life in 2029.



Strategic objectives description

The ‘end state’ based on
the Crown’s strategic
objectives are for a
competitive Cook Strait
freight and passenger
market, with two viable
operators, and similar
levels of capacity as
currently available.

More nuanced descriptions
of the four strategic
objectives are set out in the
table to the right.

< TE MANATU WAKA

h MINISTRY OF TRANSPORT

R\ /&
=

Strategic Objective

There is competition in freight
and passenger transport
across the Cook Strait

DRAFT — NOT GOVERNMENT POLICY

Description

‘Competition’ means
on price and s& =
needs.

t where there are at least two operators able to differentiate
s have the choice to use the operator that best meets their

o be privately owned and operated for the market to be
’. However, customers must be able to genuinely substitute one

Cook Strait ferry services are
commercially viable and follow

appropriate commercial
disciplines

mmggitﬂ?lable’ means operators can generate sufficient revenue to cover the cost
operati and provide a return to shareholders. Commercially viable services would
no %’e any ongoing Crown underwrite or financial support.

mercial disciplines’ means operators make decisions based on the most appropriate
ommercial / financial outcome and without assumed or implied Crown financial support.
his means making operational decisions which are financially prudent, competitive, and
with a view to long-term commercial viability.

nt vessels reach

end-ofslife (20
A

‘Continuity of service’ means that the level of freight and passenger capacity on the Cook
Strait does not materially decrease prior to or after the current KiwiRail owned vessels are
retired.

The C Mt;ins future
opti ity around the provision
0 Strait ferry services

P

‘Optionality’ means that the Crown can pivot to a different operating model or commercial
structure without significant costs or loss of market capacity / service levels.

For example, options which tie the Crown’s hand, either through binding commercial
arrangements or delayed decisions (limiting the Crown’s choice), would reduce future
optionality.
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Assessment criteria

A multi-criteria analysis (MCA) has been Evaluation criteria

used to compare the shortlisted options at a Strategic Objectives& ell the option:

< Meets the agreed objectives (competition, commercial
high-level. viability / discipline, pace)
. Aligns with the Government’s broader transport priorities

Poten% e fo Sy How well the option:

The criteria are based on NZTA — Waka
Kotahi’s standard MCA framework (and the

° Optimises value for money (i.e., the optimal mix of

. RS : tential benefit t d risks).
Treasury’s Critical Success Factors) and are ce e st ey
4 = 2 = pplier city and How well the option:
included tO _the rlght‘ These.crlterla h_a_ve pa ﬂ@?‘ . Matches the ability of potential suppliers to deliver the
been modified to reflect project specific @ required services, and
- _ A 5 O . Is likely to result in a sustainable arrangement that
requir ements where approprlate. ?\ optimises value for money over the term of the contract.

' atina sc3 e i : +} Potential affordabilit H Il th tion:
The rating scale is included on the fo@nﬁg \é otential affordability ow well the option

> Matches available funding constraints, and
slide. . Is likely to be financially sustainable over the long-term.

° Is likely to be delivered given technical, safety, regulatory,
and capability considerations.

C}\; Potential achievability How well the option:
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Assessment rating scale

Magnitude Definition
A seven-point rating scale has

Large positive Major positive im it substantial and long-term
been Used tO provide Suﬁ-‘icient |mproveme n ents of the existing environment.
differentiation between the Moderate positive osmve possibly of short-, medium- or long-term +2

) dur “Positive i ts may be in terms of new opportunities and

OptlonS. of nhancement or improvement.

Slight positive Yma snt e impact, possibly only lasting over the short term. May +1

be 09( o a limited area.
Neutral — no discernible or predicted positive or negative impact. 0
g terfactual could be the do-minimum or do-nothing.
29
Sllght Mmlmal negative impact, possibly only lasting over the short term, and -1
O definitely able to be managed or mitigated. May be confined to a small
Q area.
C

dera\ gative Moderate negative impact. Impacts may be short-, medium- or long- -2
term and are highly likely to respond to management actions

a {%?negatwe Impacts with serious, long-term and possibly irreversible effect leading -3

< to serious damage, degradation or deterioration of the physical,

\ ) economic, cultural or social environment. Required major rescope of
Q concept, design, location and justification, or requires major

Q commitment to extensive management strategies to mitigate the effect.
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Long-list of options

Overview




Long-list of options

This section sets out the
long-list of options
considered at a conceptual
level.

It sets out their advantages,
disadvantages, key
challenges, requirements,
and costs.

The long-list options are
then assessed in the next
section.
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The long-list of options includes:

Option 1: No future or transitional role

Option 2: Facilitate and broker & ?&l

\
= Option 3: Facilitate, broker, and igcentiﬁ\

=  Option 4: Enhance regblatory reeiég\

Option 5: Tendér for Services ;\

. OptiOI@Ynﬁ{act p‘t services
O\
. c@@?: PP@rrangement

. QOptiomma(ed-ownership style arrangement

\‘
ngﬁ 9: Directly own and operate (adjusted status quo)

4



Option 1
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Minimal intervention: Crown exit — no future or transitional role

Overview

Under this option, KiwiRail ceases Cook
Strait ferry services when vessels reach
end-of-life. The Crown plays no role in
KiwiRail’s divestment of ferry assets /
services (outside of its role as
shareholder), or in the provision of Cook
Strait services more generally following
KiwiRail's exit (outside of maintaining
existing regulatory mechanisms).

The Crown would leave future provision
of services to either: an expansion of the
existing commercial operator (Bluebridge)
or a new entrant to the market.

< TE MANATU WAKA
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Key requirements

» The Crown would need to signal as soon as possible its
intention to leave the Cook Strait to allow time for other
operators to enter the market.

« KiwiRail would need to signal its intentions and timeframes
clearly and transparently to allow freight users; ggetitors, N

and new entrants to make arrangements acQ :
N\ N

Advantages

+ Material saving to the Crown. No ongoing KiwiRail support
reguired.

« Strongest market-based approach

*% Potential benefits to customers through pure market

|| competition

VAR 4\

Key challenges ¢

* This option assumes that two private’sect erators on the
Cook Strait would be commércially viable. rmance of
Bluebridge indicates thatthe'sefvice is.v for a right-sized
operator. However, if jaarketdynanfics éﬁange (i.e. Bluebridge
expands its market shafé aggressivély), viability may be more
marginal for a ne nt. A

* Any uncertai ver the Government’s timeframes or

intentions will ct the abilify for the market to fill the gap’.
PAGAIE

Disadvantages

» No guarantee of levels of service (capacity and price)

» Prices could increase

» Reliance on continued operation of private companies

« Potential for a monopoly (or unequal duopoly) with ‘first mover’
advantage for incumbent

= Significant time requirement for new entrant to enter the market
(regulatory approval, Health & Safety, commercial agreements)

B

Long plications / considerations

* The CGrown w e its ability to directly influence the critical

een the North and South Islands.

behaviours emerge (i.e. price gouging), the

eed to implement additional regulatory levers to
proteet consumers.

» Thete's arisk that (once established) operators use the threat

“79f their exit to secure concessions from the Crown.

Cost requirements

* No cost for the provision of services, potential for savings

+ Some disestablishment costs to wind up KiwiRail operations.

» |Initial costs to ports for redevelopment of facilities.

« Potential increased costs for consumers if available capacity
reduces and prices rise.




Option 2

DRAFT — NOT GOVERNMENT POLICY

Minimal intervention: Crown exit — Facilitate and broker

Overview

Under this option, KiwiRail ceases Cook
Strait ferry services when vessels reach
end-of-life. The Crown takes steps to
facilitate an orderly transition to a new
commercial operator including:

» Overseeing KiwiRail wind-down of
services to ensure no barriers to new
entrant operations are created,

» Active engagement with potential
providers to identify and address
barriers,

Brokering / interface role with key
stakeholders (i.e., KiwiRail, Ports,
MNZ, operators).
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y requirements

The Crown would need to signal its intention to leave the Look Strait

as soon as possible to allow time for other operators to enierthe

market.

KiwiRail would need to signal its intentions and timeframes clearly

and transparently to allow freight users, competitors; and newi,

entrants to make arrangements accordingl Y\

The Crown would need to confirm the lim facil'gtio /
iwiRail.

brokering role to provide clarity on role$ em

Advantages

Material saving to the Crown (Limited new costs and no
ongoing KiwiRail support).

Strong market-led approach.

Potential benefits to customers through pure market
competition.

Secures competition on Cook Strait

Potential for continuity of service, through Crown facilitation
of an orderly transition from KiwiRail to new operator.

Z I\'\

Key challenges

KiwiRail assets will be end-of-life, the shi s,&tbe retired, but the
landside infrastructure wilneed to be for the new entrant at
the same time as KiwiRail eperatesits few years.

There may not be aprivate’sector entiE/ willing to purchase and
operate ferries on the'tpute. Therg iStherefore no guarantee that by

playing a great n tl}e ‘Nind-down of KiwiRail services, the
Crown is a tiract a’'new-enhtrant.

KiwiRail will to coErwnicate and deliver an orderly wind-down.
V4 2

Disadvantages

No guarantee of levels of service (capacity and price)
Prices could increase without additional price regulation.
Reliance on continued operation of private companies.
Potential monopoly (or unequal duopoly) with ‘first mover’
advantage for incumbent.

Significant time requirement for new entrant to enter the
market (regulatory approval, Health & Safety, commercial
agreements).

Lo

—————
r@ |mpl'§;ions | considerations
T

Crown Weuldvose its ability to directly influence the Cook Strait

freight ﬁsenger market.
If unc@? e behaviours emerge (i.e. price gouging), the Crown

o implement additional regulatory levers to protect users.

m
. }%ﬁ iS a risk that (once established) operators use the threat of their

eXit to secure concessions from the Crown.

Cost requirements

No cost for the provision of services, potential for savings.
Some disestablishment costs (KiwiRail may require additional
funding to maintain services in the interim).

Initial costs to ports for redevelopment of facilities.

Potential increased costs for consumers if available capacity
reduces, and prices rise.




Option 3

DRAFT — NOT GOVERNMENT POLICY

Low intervention: Crown exit — Facilitate, broker, and incentivise

Overview

Under this option, KiwiRail ceases Cook Strait
ferry services when vessels reach end-of-life. In
addition to the facilitation and brokering role of
Option 2, the Crown would work with potential
providers to offer direct incentives to support
new entrants to the market, which could include:

. Supporting the rationalisation of land
ownership around Ports (this is a material
barrier to infrastructure renewal and to new
market entrants);

Direct brokering role between the new
operator and regulators / ports to smooth
entry to the market; and / or

Negotiation of timebound Crown
underwrites to support initial operations
(high upfront costs and uncertain initial
revenues mean establishing operations
may be too high risk without some form of
Crown guarantee).

%";E TE MANATU WAKA
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Key requirements

* As with Option 2 (certainty of direction from Crown and
KiwiRail, limitations on brokering role).

* The Crown would need to secure funding and determiin€ its
appetite and potential mechanisms for providing targeted
financial incentives to a new entrant.

Advantages

* “€an remove or reduce barriers to entry without binding the
Crown to continue providing Cook Strait services.

*" Incentives can be clearly timebound to ensure a transition to
unsupported commercial activities occurs as planned.:

» Crown role in securing services provides greater certainty that

« Uncertainty overpro€ess to seléctmew market entrant — only
room in the market (and ports)for two operators.

+ If aformal pr enti§ notrun (i.e. the Crown holds
discussi poteqtial parties and negotiates directly), then

this r% ch ;{@ment rules.

+ Mechanisms would be required to ensur; uppo&)/ capacity will be available (assuming the Crown is successful in
entrant subsequently exited the marke@a ties / elawback identifying and securing a provider) and that there will be
provisions were in place. N\ competition across the Strait.

J £ NN
& )

Key challenges &S Disadvantages

* Negotiation of practical arrangemen support new market « Support schemes can be difficult to exit once in place. Risk that
entrant could be protracted, Compl actual and entrants threaten to leave market as supports are reduced.
management arrangements for GroWrntnderwrite. + Less direct support (i.e. supporting rationalisation of port land)

unlikely to be enough to entice new market entrant on its own)
« May be perceived as ‘unfair’ as incentives would not be
available to Bluebridge.
* No guarantee that there is a provider that could be incentivised
to enter the market, and "locked in" to provide certainty of
continued service.

Long-term tmplications / considerations
iteS / other support schemescan be difficult to exit

iS a risk that (once established) operators use the threat
” heir exit to secure concessions from the Crown.

+ 7 Levers to direct land rationalisation by NZRC/KiwiRail are held
by Shareholding Ministers. Rationalisation is likely to be
valuable regardless of whether the Crown retains a role in the

Cook Strait market.

Costs

* Lower upfront capital costs than direct ship procurement, but
potential for an ongoing operational cost (depending on
incentive arrangement agreed).

* Crown could limit exposure with an upfront agreement to
gradually scale-down support, or by limiting support to facilitate
market entry and no ongoing subsidy.




Option 4

DRAFT — NOT GOVERNMENT POLICY

Low intervention: Crown exit - Enhance regulatory regimes

Overview

Under this option, KiwiRail ceases Cook Strait
ferry services when vessels reach end-of-life.
The Crown would not play a role in securing a
new entrant to the market. However, the Crown
would assess and adjust gaps in current
regulatory settings to ensure a transparent, level
playing field for commercial operators. This
could include:

Information disclosure requirements (from
both ports and operators),

Cost transparency (in regard to post
infrastructure);

Changes to seafarer qualification
requirements; and / or

Licensing requirements (to operate on the
Cook Strait) with minimum notice periods
attached to withdrawing service.
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Key requirements

That the cost of additional regulatory requirements’is, not
outweighed by the benefits to consumers.

Interventions should be beneficial regardless of‘the evolutlon
of the future market structure. %

Interventions should secure Crown ves (e.g. mved
competition in the market, guarant mi level of
service). / N\

Advantages

¥ Theoretically creates a more level playing field for
commercial activities through a light touch regulatory
approach (requirements for port cost transparency eic).

* Promotes ‘market-based’ solution to Cook Strait capacity.

* Relatively inexpensive to the Crown — some resources
required to monitor compliance and maintain regulations.

+ Licensing regime could give Crown comfort of service
continuity

Key challenges
* Interventions may b€ viewed a
market failure og€urs,
Individual regulatory’changes e unlikely to incentive an
operator to establish servieés on their own. Regulatory

e more effective if implemented in

changes ikely b
para% other®pfions.

AN

|ve until / unless

Disadvantages

» Unlikely that regulatory changes alone will be sufficient to
attract market interest (likely to be lag between regulatory
changes and new entrant standing up services).

* No guarantee that light-touch changes to regulation will
materially impact operator costs (i.e. transparency over port
costs will not prevent operators being required to pay for
port upgrades).

||cations / considerations
Re %’y change takes time (extensive consultation and
ent prior to implementation).
-g?llons would need to be made about the long-term home
(@ e regulatory / monitoring function (i.e. MOT, MNZ, MBIE,
ComCom).

*  Would likely be more impactful when applied in conjunction
with other interventions to promote a new market entrant.

Costs

« Upfront costs to develop, consult, and implement regulatory
changes.

« Some ongoing operating costs to monitor compliance and
maintain regulations.
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Option 5

Moderate intervention: Crown exit - Tender for services

Key requirements

» Immediate and future service specifications would heed to
developed.

The Crown would need to confirm which Department(§) is
best placed to lead procurement and e the

(active management required to e%%mpfiﬁvﬁarket

prevails). \
(. \

Overview

Under this option, KiwiRail ceases Cook Strait
ferry services when vessels reach end-of-life.
The Crown would directly procure a new

Advantages

Transfers vessel procurement and operation risk to
commercial operator

Competitive procurement provides transparent mechanism
for Crown to secure best value for money

Contractual arrangements provide greater certainty that
capacity will be available than if left to market forces alone
(potentially guaranteed for contract period).

commercial operator to provide an agreed level

Key challenges E

«  Open and competitive procureme?zpcess could take
several years to complete and pacity to arrive.

Would need actiyé manageméntto ensure no unintended

impact on other, cemmer€ialsefvices (i.e. price, capacity,

of service with their own vessels in time to
replace KiwiRail.

Services would be expected to operate
commercially (revenues cover operating costs)
with the support provided to the selected commergial viability of €xisting operators).

provider intended to cover only the cost of ship It wo icultto'provide a compelling rationale for
procurement (fully or partially). pro ﬁnas:ci{incentive for commercial services

Disadvantages

Risk of unequal competition in the market if Crown support
provides new operator with unfair advantage

Unlikely to receive many tenders without some form of
incentive (why bid in a government process if you could set
up operations commercially anyway). Potential for ongoing
financial liability (depending on terms of the procurement).
May take a long time to procure and operationalise services

te im?)‘ik:étions | considerations
The Grown#ould need to be satisfied that tendering
seryices Would be a one-off temporary measure, rather than
ohgoing intervention.
\@Crown would need to consider the risk that it
advertently creates a market where it needs to support /
incentivise both operators to be viable.
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Costs

Very difficult to quantify without market soundings, but in
theory no more or less costly than providing capital to
KiwiRail to support newbuild vessel purchase. It still
involves the Crown making up the difference between the
cost of the vessels, and what is commercially recoverable
from a ferry business.

Procurement costs likely to be significant given number of
stakeholders and complexity of arrangements.

Potential for some ongoing costs (i.e. underwrite,
monitoring / contract management etc).




Option 6
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High intervention: Contract out services

Overview

Under this option, the Crown purchases new /
used vessels to replace the existing KiwiRail
fleet via another Crown owned entity.

During delivery of the vessels (i.e. once the
capacity, vessel type etc are confirmed), the
Crown awards a concession to a private
provider to operate services for a fixed period
(i.e. 10 years) using the Crown’s vessels.

The provider would then pay a concession to the
Crown for use of the vessels. The concession
holder would pay the Crown for use of the
assets (allowing for some capital recovery) and
support other costs associated with asset
ownership (i.e. depreciation, maintenance, and
refurbishment). The provider would retain any
profits from the operation of the services to
incentivise commercial disciplines.

=
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Key requirements

Immediate and future service specifications would heed to
be developed.

Confirmation of Crown entity for purchasing vessels.
Robust, rapid procurement processesdo jneet tim

constraints. ?\
Process (and party) for monitorin tra%@s to be
determined. N\

Orderly transition of service: opelaém o@viRail to the new
concession holder. [\

Advantages

Maintains Crown control over vessel and service
specifications

Introduces commercial discipline from the private sector to
the operation of the ferry business and ability for Crown to
recover capital costs over the life of the concession

Cost of capital for the Crown is lower than it would be for a
private operator and payments from the concession holder
would be expected (to some extent) to cover the cost of
capital investment.

Key challenges

A Crown entity(KiwiRail or alt ive) still needs to purchase
ferries and the CroWn neéds a‘clear view on future service
requwements

Open an
sel

petylv‘a process over several years required to
operator
al ag@ments would likely be complex (including

Disadvantages

Risk that the Crown is ‘back to square one’ at the end of the
contract (25-30 years)

An implicit Crown 'backstop' or guarantee for the
concession holder may encourage excessive risk-taking
Potentially complex relationship and ‘blame-game’ unless
responsibilities clear (maintenance regime etc).

Still requires upfront capital contribution and risk of negative
reaction from public/unions.

on okgsonsmllmes risks, and penalties for non-
orTance quiring resources to implement and monitor.

L4

Lon e

implications / considerations
own will need to consider long-term arrangements for

e
@esselsl services, including contract renewals, vessel

aintenance.
At the end of the vessel’'s useful life, the Crown would need to
renew or refurbish vessels. As vessels age it may become
increasingly difficult to find an operator to provide services if
their viability is constrained by vessel issues.

Costs

Upfront capital costs estimated in the region of $800m-3$1
billion

Potential for revenue source during operation through
concession arrangement.

Potential for ongoing maintenance / upgrade costs
depending on commercial arrangement agreed.

Ongoing monitoring costs of contract.
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High intervention: PPP-like arrangement

Overview

Under this option, the Crown enters a PPP or
PPP-like arrangement with a private sector
partner to design, build, finance, and operate
services for a fixed period.

The Crown would set the service requirements
(capacity, frequency etc) and procure a
consortium to design, build and fund new
vessels. The consortium would operate the

vessels on the route for a fixed period (i.e. 30
years). The Crown would make payments over
the concession period to repay the upfront
capital cost of the vessels, plus a reasonable
rate of return. The consortium would retain

revenue from operating the services to
incentivise for commercial performance.
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Key requirements

* Immediate and future service specificationsaetld need'to
developed.

* Process (and party) for monitoring of ?ntract needs tojbe

determined. ?\
\@ AN

VAR 4D\

Advantages

* Introduces commercial discipline from the private sector to
the operation of the ferry business

» Preserves Crown role in setting service / vessel
requirements

« Ensures a higher quality asset throughout the concession
period

+ Spreads the cost of vessels / services over a longer period.

y A
Key challenges /% t
it

« Complex contractual arrangemenv multiple parties to be

negotiated. &s
* Requires the Crown'te haveta onable understand of the
type of service /vessels jf needs.
+ Justifying the”use of a-PPP, model may be difficult as assets
e and are not a natural fit for a PPP solution.
PP-likearrangements in the New Zealand
sec@@not been tested. Uncertain whether

riti
miwﬁriatepqtners are available.

Disadvantages

« |f assets are transferred, then the Crown will be left with
end-of-life assets at end of concession period.

« Requires the Crown to have a robust view of current and
future service requirements from the outset

« Likely to be complex to negotiate and manage

« May take longer to deliver as model most valuable if
vessels are new builds.

Long{xn implications / considerations
. <2el own would be paying a premium for vessels with.no
or real value at the end of the concession period. This

/Q\nay not present value for money.

Costs

« Capital investment similar to the other Crown purchase
options, but spread out over the life of the contract rather
than upfront.

+ Additional ongoing cost to the Crown to provide Partner
with an acceptable rate of return

» Administrative costs (external financial and legal advisers)
to establish contractual arrangements




Option 8
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High intervention: Mixed-ownership style approach

Overview

Under this option, the Crown establishes a new
Crown-owned entity to procure and operate
vessels across Cook Strait.

The Crown owned entity would be established to
allow the Crown to investigate opportunities to
sell a partial stake in future (similar to the Air
New Zealand / power company model). Private
capital could be introduced prior to or following

service introduction:

» The Crown could secure capital from a large-
scale investor (e.g. NZ Super Fund) prior to
new vessels arriving, or

The new Crown owned entity could operate
services independently and as a fully
commercial enterprise until it could
demonstrate to the market that services are
commercially viable and represent an
investable opportunity.

531'2 TE MANATU WAKA
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Key requirements

* Robust market engagement required to confirm likelihood of
market interest.

* Requires establishment of new Crown-owned entity capable of

partial sale in future if required. %
nni nS an ;sal

* Process (and party) for determining’a
/ »

Advantages

* Provides the Crown with optionality in future ownership.

* Preserves Crown role in setting service / vessel
requirements while introducing greater commercial
discipline from mixed ownership style arrangement.

= Ability to recoup upfront capital costs faster than under full
Crown ownership model.

needs to be determined.

L&

Key challenges

* Requires the Crown toyhave a gea
the type of seryiCe /vgSselsdt.ne

» Risks associated with pepcaived "asset sales’.

+ Market for peténtial inyestérs has not been tested. Uncertain

whether riate partiers are available.
* Thelr would/need"to find an upfront partner or be able to
m ate the“ability to operate commercially and

ly f@ars. If services are viable and profitable,
case for sale may be weakened in the eyes of the public.

ble understanding of

Disadvantages

* Requires a large upfront capital contribution from the
Crown.

* May not be able to find a willing investor upfront / services
may not be able to demonstrate sufficient returns to be
attractive to the market.

* Risk of potential negative public reaction.

Longx. lmpllcauons /| considerations

@Z hing a new entity with the ability for a partial sale gives
\3 rown flexibility in future ownership arrangements / ability
recoup upfront capital costs early.
If services operated by the entity are commercially viable, the
Crown would forego some revenue through diluted ownership.

Costs

« Capital investment similar to the other Crown purchase
options, but potential to recoup some costs earlier.

» Reduced future returns through diluted Crown ownership.

» Costs associated with establishment and operation of a
new Crown-owned entity and in delivering the partial sale.




Option 9
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High intervention: Directly own and operate (adjusted status quo)

Overview

Under this option, the Crown continues to own
and operate Cook Strait ferry services, either
through continued KiwiRail operations or
through a new Crown-owned entity.

Unlike Option 8, this option assumes that the
Crown intends to retain full ownership of the

assets and services for at least the life of the
new vessels.

Retaining existing KiwiRail responsibility for
services, or establishing a new Crown owned
entity have different implementation
requirements and risks. These are explored later
in this document.

The content to the right outlines the option at a
conceptual level — i.e., ‘what would it look like if
the Crown continued to have full ownership?’
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Key requirements

« Clarity over imnmediate and future vessel requireprents.

+ Confirmation of preferred ownership structure, (i.e., KiwiRall
versus new Crown owned entity)

« Assessment and confirmation of total available™"

* Assessment and implementation ofbr rch ng%
improve: the viability of KiwiRail's-opt onsé

/ )»

Advantages

* Provides certainty over capacity and enables greater
service continuity

» Greater influence over market pricing, service levels,
alternate use of vessels (disaster relief etc).

+ A proven model that avoids materially changing the market
and risking loss of service / capacity shortfalls etc

Key challenges <
» KiwiRail would regdire‘oversig a??ﬂterface support during
r&u d

procurement. It Vouldneed te capability it has
released.
* No guarantee’KiwiRaiLwilibe commercially viable without

broader

+ A n%?: ov.vngd entity would require significant work to
fi

ing operational requirements.

o V.

Disadvantages

* Requires Crown to establish capability to procure and
operationalise new vessels

+ Risks creating continued reliance on Crown funding for
what should be commercially viable operations.

« High upfront capital costs for new ships and associated
landside infrastructure.

« Decisions relating to the vessel design and entry in service
could constrain future room for manoeuvre if market
expectations change, or if the business model needs to
adapt to remain competitive.

nfi e form\funding and governance arrangements, build
é@}yiw, and'procure vessels. Would need to determine

A}

Lo mmplications /| considerations
services are retained by KiwiRail there is no guarantee that
'\ervices will be commercially viable and there will be no
further requests for Crown funding without material change.
+ Expectation that future fleet renewals are funded by retained
earnings.

Costs

+ KiwiRail likely to require funding during procurement. New
entity would also require a capital injection.

* Likely to be material establishment costs for a new Crown
owned entity ($10m)

* Assumption is that following procurement, KiwiRail / new
entity would operate commercially and without ongoing
Crown funding.




Long-list of options

Assessment
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Assessment against strategic objectives

Each of the long-list options has been assessed against the Crown'’s strategic objectives based on whether the optien*Supports, partially supports, or does not
support (i.e. does not help to further) achievement of the strategic objective. Any option which doessot supportiah, objective is discounted from further analysis.

Minimal intervention Low intervention Moderate High intervention
intervention

Criteria No further Facilitate and Facilitate, Enhance Crown tender Contract out PPP-like Mixed- Directly own

Crown role broker broker, and regulatory for services services arrangement ownership and operate

incentivise regimes style approach

1. There is competition in freight. [y, SURN Partially Partially Fully Fully Fully Fully
and pEECRETRanEbOLt SRS support supports supports supports supports supports supports
the Cook Strait* PP PP PP PPO PP PP PP
2. Cook Strait ferry services are
commercially viable and follow Partially Partially Fully Fully Fully Partially
appropriate commercial supports supp o supports supports supports supports
disciplines
3. T = Does not Does not Does not Fully Partially Fully Fully
whertEIFtE Ve s b EasER e support support supports supports supports supports supports
of-life (end of 2029)* PP PP PP PP PP PP PP

4. The Crown retains future
optionality around the provision
of Cook Strait ferry services

Fully
supports

Fully
supports

Partially Partially Does not Fully Partially
supports supports support supports supports

supporis

Progress /' discount Discounted Discounted Progressed Discounted Discounted Progressed Discounted Progressed Progressed

*This analysis assumes that (as per Phase 1 advice) there is no new entrant immediately available to enter the market. This means the most
.:;:ﬁ if TE MANATU WAKA likely outcome in the medium term (in the absence of a direct Crown intervention) is an expansion / monopoly by Bluebridge or a loss of
P § MINISTRY OF TRANSPORT competition, capacity, and service continuity.



Rationale for discounted options

Based on the assessment against the strategic objectives, the following long-list
options have been discounted:

. Option 1. No further Crown role: Option 1 provides significant flexibility to the
Crown and is a pure, market-based solution. However, Option 1 was
discounted as:

. The most likely result should the Crown exit the market is an expansion
and monopoly by Bluebridge. This would not support Minister’s objectives
for competition on the Cook Strait.

. It is unlikely that without some form of incentive or significant Crown role;
sufficient capacity will be available to in time to replace KiwiRail and
avoid loss of capacity in the market.

. Option 2. Facilitate and broker: Option 2 provides significant flexikility to the

Crown, is a pure, market-based solution, and may result in limite' pegti()n if
a new entrant could be facilitated entry. However, Option 2 counted.as:
O

. We have a low level of confidence that subtle faci Mand gagement
with potential new entrants could deliver suffici acity to replace
KiwiRail. Some form of incentive would likely edediio'seCure new
services at pace and avoid loss of service. However, e‘e are likely to be
benefits from pursuing some of the initiatives undef this‘option (e.g. land
rationalisation) regardless of the Government' \ of market
intervention. ,a
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Option 4. Enhance regulatéryregimes: Option 4 would go some way to reducing
perceived baryiers to entryl on the Cook Strait (which could lead to a competitive,
commerciakmdrket) while_also retaining future optionality for the Crown. However,
Option 4 was discoufited as:

. Itis unlikeKt‘?at regulatory change on its own would be enough to incentivise
Q’ entrant in time to replace KiwiRail (given any regulatory

new r%se
\@ changeswill take time to implement, and new entrants would need significant

N/

A\

ti stand-up services). However, it may be prudent to pursue regulatory
reform in parallel to a significant investment in new assets to improve the
eration of the market.

tion 5. Crown tender for services: Option 5 would help ensure that there are
services in place to replace KiwiRail. However, Option 5 was discounted as:

It would require the Crown to directly tender for commercial services, create an
uneven playing field with Bluebridge, and potentially encourage non-market
disciplines to be followed. It would lead to the perverse situation where the
Crown was directly supporting one commercial operator, at the expense of
another, in the name of competition.

Option 7. PPP-like arrangement: Option 7 would enable continuity of service,
promote competition, and commercial discipline on the Cook Strait. However,
Option 7 was discounted as:

. It would significantly constrain the Crown’s future optionality in relation to the
Crown'’s role in Cook Strait connectivity. It would also be difficult to practically
implement as the PPP model is not well suited to assets with useful lives as
short as a ferry (as services are not ‘durable’). The Crown would be required
to pay a premium to cover the cost of the assets which have no book or real
value at the end of the contract.
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Rationale for shortlisted options
Qv

- Option 3. Facilitate, broker, and incentivise: Option 3 was progressed to 'ireclﬁgwn and operate: Option 9 was progressed to the

the shortlist as it goes some way to supporting a new entrant to the market, the Status quo option and supports the Crown’s
promoting competition and commercial discipline, and allowing the Crown to he p@lo has different challenges / benefits depending ¢
retain future optionality (through timebound financial supports or discreet TN I AR - ey
initiatives). However, as a Iow mterventlon model, there is st|II arisk that no
new entrant can be fc v ‘ [ tab '

The remaining shortlisted options are:

.....
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Short-list of options

Implementation and risks




Shortlist options overview
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The four shortlisted options fall on a spectrum from lower to greater levels of Crown intex¥ention and operational responsibility.

Only the low intervention option (Facilitate, broker, and incentivise) doés‘holrequire the Crown to purchase vessels.

Option 3

Facilitate, broker, and
incentivise

- Crown coordinates rationalisation of
land ownership

«  Crown directly approaches potential
operators to understand interest and
agree financial supports with a
selected operator.

+  Crown acts as interface and broker
with ports, KiwiRail etc to smooth
new operator entry.

i

Option 6
Contract out services

commercially fi fi
under a con arrang ent
»  Crown rec@, oncession fee from
torto

the opera st of
vessels.

»  The operator prof itas an
incentive/tép%ate commercially.

A

&\ Option 8

ﬁxed—ownershlp style
approach

«  Crown purchases vessels, operates
them for a period, and then makes
decisions about future ownership /
operations.

- Greatest flexibility and ability to pivot
to new operating model (e.g., AirNZ
model, continued Crown ownership,
or contracting out of services)

intervention and continued operational responsibility

Option 9

Directly own and
operate

Modified version of the status quo.
Crown purchases vessels and
operates them either through
KiwiRail (post-reforms) or a new
Crown owned entity.

Crown not required to purchase vessels

slls TE MANATU WAKA
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Crown required to purchase vessels
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Shortlist options timeline of choices

The shortlisted options are not mutually exclusive from the outset. Ministers can maintain optionality and there is limitéd flexibility in the next few months for the

Crown to pivot its approach as new operator availability, vessel costs, and timelines become clearer,,The figuresbelow demonstrates the decision timeline at a

conceptual level (exact timings TBC).

Purchase HMD KiwiRail RN —
vessels procures iwiRai : :
2N Ne=F—a e tinnEGH 3 Direct Cm\(vn owne-rshlp
— 5 and operation continues
’ (Option 9)
Continue @
procurement : T
assessment only Aftethative . R a
(Options 6, 8, 9) procure en N et Optionality on future =
-3 confirmed - = ————————%  Crown ownership/ B
Initial Vessel Confirm establ operator operation g
Ministerial purchase procurement N (Option 8/9) s
direction decision Tender other lead B
vessels (e.g. g
- Stena) Concession Optional tract
Investigate ptionality on contrac
potential partners ————— _ operation ——— extension or resumption
in parallel with Procurement advice N (Option 6) of Crown operations
pr‘())acurement ands 2(2)(b)ii) Altgrnative procurement
(Option 3 remains entity, could transition into —
open) — e%‘g the new operator or be
\/ wound up
Stop — OQ : Pivot option only available for limited
_ Crown puf€hase window. By Dec 24 vessel procurement =
likely too late to avoid loss of service g
Continue or New market Crown support ends — s
. stop = = = —— entrant —_——— transition to pure S
investigation ontinue — Proceed with (Option 3) market operation o
search and negotiations 2
o
- =]

= Regulatory change and other interventions progress in parallel (i.e. rationalisation of portside land, changes to seafarer qualifications, transition activities /
< TE MANATU WAKA reform for KiwiRail)
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Implementation considerations
Option 3. Facilitate, broker, and incentivise

ey activities

Key activit

Under the ‘Contract out services’ option, there

are five key activities which will need to be

completed:

- Rationalisation of land ownership (Crown
instructs KiwiRail to sell land to ports or
establishes new holding company);
Identification of new entrant (Crown actively
engages with potential operators to assess
interest through EOI or informal process);
KiwiRail transition (orderly divestment);

Brokering of new operator entry (Crown

acts as interface to smooth entry);

Financial incentive (Crown delivers

timebound financial support to new entrant)

Efé TE MANATU WAKA
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AVL

The key implementation requirements for the Facilitate,
broker, and incentivise option are included below:

Rationalisation of land ownership

» Confirmation of scope of rationalisation, confirmation,of

lead department to oversee rationalisation, development

of timelines and programme of works. qz
» Crown directs KiwiRail to sell land to p ludi ;

required conditions of sale or covenants.
* Engagement with port companiges, Kiwiﬁail, the o\m,

and any other relevant parties'(e\g. iwi /}( rtners)

on transition.

Identification of new entfant

» Crown confirms timetdble and natu&f KiwiRail exit from

the Cook Strait market, including-providing access to
financials to ot market engagement.

« Crown lead d, epartment for engagement and

begung so n Mlth potential operators (through

ocess)

é'% s whether a new entrant is likely to be
V.

ailable so0) begins negotiations for support.
Regul eform
. for Commerce and Consumer Affairs orders
om inquiry into port fees for ferry operators with
ypothesis that information disclosure and cost

transparency from monopoly service providers will
improve functioning of the market.

* ComCom inquiry might determine that regulation is
warranted.

DRAFT — NOT GOVERNMENT POLICY

KiwiRail transition:
« Confirmation of KiwiRail transition timeline.

+ ‘Active management of KiwiRail's transition to ensure no new
barriers to entry are created and timelines are met.

Brokering of new operator entry

* Crown provides interface between new operator and ports /
regulators to smooth entry to market.

» Shareholder provides guarantee that KiwiRail will work
cooperatively with new operator to renew port infrastructure and
vacate the market on time (including consideration of any
commercial arrangements such as transfer of rail freight contracts)

= Crown confirms whether there is a need to split Interislander
operations out of KiwiRail during wind down.

Financial incentive

* Pre-new entrant: Refinement of financial assistance scheme
(including detailed commercial arrangements and exploration of
mechanisms outside of a Crown underwrite)

= Pre-new entrant: Confirmation of funding envelope and Ministerial
expectations for support.

* New entrant identified: Negotiation of financial assistance package
(including service levels, payment and reporting mechanisms,
non-performance penalties, clawback provisions).

* New entrant appointed: Ongoing monitoring and management of
financial supports. Confirmation of monitoring department
required.

This option is only viable for a short window. If a new operator is not
found quickly (i.e. by December 2024 at the latest) then it may be too
late for the Crown to pivot to purchasing vessels and continuing
Crown operations.



Key risks

Option 3. Facilitate, broker, and incentivise

Key risks

There are a number of key risks
associated with Option 3 —
Facilitate, broker incentivise, which

could impact the viability of the
option.

Key risks, their likelihood of

occurring, potential impact, and
mitigations are included in the table
to the right.

TE MANATU WAKA
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Liel‘hnod

Mitigation / comment

with investigating direct ferry procurement,
then there is a risk of the Crown being
perceived as not engaging in good faith

If there are no operators available to enter “fMSdeerE' Severe Crown has limited options to mitigate this risk in
the Cook Strait market and the Crown ' the event there are no operators available /
waits too long to pivot to another Optlﬂn X interested. Early market engagement will help to
then there may be a loss of connecth determine whether operators exist or whether a
and capacity regardless of Crowq ) more direct Crown intervention is required.
incentives.
If services are not comm ciﬁ} via N Low High Any Crown financial support would need to be
then the Crown may be required t end structured in such a way as to disincentivise the
its support to main rke operator from becoming reliant on it. Analysis to
date suggests that a right-sized operator should be
able to operate commercially viable services
without Crown support.
If the Ctow s suppbrtvscﬁeme undermines Low High Bluebridge is currently viable even with a Crown
Bluebrldge S commemal viability, then the supported operator competing with it. An
Crowﬁ%may ber\tequlred to extend its underwrite of a new operator should not materially
~Support toﬁBIuebndge to preserve market impact the viability of Bluebridge’s services.
ﬁq{:é‘pacny;, &
If The‘\;s exit from the market is not Moderate High The Crown will need to have significant oversight
aged effectively, then new barriers to of KiwiRail's transition to ensure it meets its
ﬂéy may be created which jeopardise the timeframes, port infrastructure is available when
/" |Nyiability of a new entrant. required, and customers have clarity over their
transport options.
If the Crown pursues this option in parallel High High The Crown would need to carefully communicate

the reasons for maintaining a parallel process and
manage stakeholder expectations accordingly.
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Implementation considerations
Option 6. Contract out services

ey activities

Key activit

Under the ‘Contract out services’ option, there are

five key activities which will need to be completed:

» Vessel procurement (Crown procurement of two
new or used vessels, and development of port
infrastructure to accommodate them);
KiwiRail transition (orderly divestment and exit
of KiwiRail's Cook Strait services);
Tendering of services (formal approach to
market to tender an operator for Cook Strait
services using Crown-owned vessels);
Commercial negotiations (confirmation of

services, fee, penalties, and other key terms); and

Operations and monitoring (ongoing monitoring

to ensure compliance with contract terms).

g“g TE MANATU WAKA
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The key implementation requirements for the contracting
out of services are included below:

Vessel procurement:

+ Establishment / confirmation of pro@ment e
(which could be an existing enti ent /or a
separate entity from the eventu( ltor ency).

+ Confirmation of capacity and vessel requifernents, and

funding envelope =
* Negotiation and procurement c&els (new or used).
* Management of\vessel pro e

+ Engagementylith portsen‘portside infrastructure
requirements.

KiwiRail |t|on.(
. f atio NIWIRaH transition timeline and

roac\
%ctl management of KiwiRail's transition to ensure no

|ers to entry are created and timelines are met.

@ﬁ'mg of services:

esign and release of tendering documentation,

\ including refinement of commercial arrangements

(including level of Crown return), service requirements,
length of contract, renewal rights, key contractual terms.

» Tender support and bid evaluation.

nt (costs, timeline etc).

Commercial negotiations:

* Negotiations with appointed operator on concession fee,
service levels, performance regime, maintenance
responsibilities etc.

» Ministerial approval process for entering commercial
arrangements with operator.

Operations and monitoring:

» Confirmation of responsible department for ongoing
monitoring (same as procuring entity or different entity?)

Outstanding items for refinement

Some key commercial elements will need to be tested with
the market if this option is preferred. For example, it is not
clear which party should be responsible for maintenance
activities (which impacts which party is at risk during a
breakdown or responsible for covering costs during dry
dock) or how penalty regimes would work in the event of
non-performance (i.e. Crown levers outside of termination
or relying on the operator’s desire to make a profit to
incentivise performance).

If the service contract only lasts for a fixed period (i.e. 10
years), it will become increasingly difficult to retender as
vessels age, are more prone to service failure, and require
refurbishment. The Crown could find itself financially
exposed or unable to secure an operator without some form
of incentive.



Key risks

Option 6. Contract out services

Key risks

There are a number of key risks
associated with Option 6 — Contract
out services, which could impact

the viability of the option.
Key risks, their likelihood of

occurring, potential impact, and

mitigations are included in the table
to the right.
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effectively, then new barriers to entry may be
created which jeopardise the viability of a new
entrant.

Lik=litorcd hnpact Mitigation / comment
If the cost of purchasing new vessels is excessive, *‘L&&{(' N 4 Severe Robust and early engagement with shipbuilders etc to
then it may not be viable to secure the capacity understand likely costs. Transparent monitoring and
required. reporting of costs to decision makers to ensure ‘no surprises’
If the cost of purchasing new vessels is ex Mode High Robust and early engagement with shipbuilders and
then it may not be possible to recoup the Eépt potential operators to understand likely costs and revenue
the vessels through the concession pa requirements. Early Crown acceptance that the full cost of
without jeopardising commercial V|ab| capital will not be recovered through the concession.
services.
If there are no operators wiIIingh e,stabhs;;). v Moderate Severe Early market engagement will help to identify the level of
services, then the Crown may be requu:ed tontand interest in the market. If there is insufficient market interest,
up services itself at page. 4 then the Crown retains the optionality to establish its own
services if required.
If the Crown’s agl sel a material Moderate High The Crown will need to ensure that the contracting out of
barrier to ex}e S‘é'rwce gre ents / finding services remains an attractive proposition for the market
new oper en th ay be required to throughout the life of the vessels. The Crown may need to
pay for re ment de incentives to attract factor refurbishment/ incentives into its costs from the outset
oper, ﬁ%s nd es itself. to ensure it does not struggle to extend or enter new service
o agreements (with good VfM) as vessels age.
2417 (ha Crowg purchases vessels which are not fit- Low Severe The Crown will need to undertake analysis of the current and
fb{-purposé theh an operator may not be able to future vessel requirements and soft market engagement
run sew‘eesylably / may not be interested in prior to purchasing any vessels.
esta!zllshn_pg services.
Af ?ﬁasibility for maintenance and vessel failure Moderate High The service agreement will need to be clear on which party
, unclear, then the Crown may fund itself in is responsible for maintenance activities and different types
dispute with the operator / incurring penalties of fault. This will become more important and complicated as
e vessels age and become more prone to failure.
If KiwiRail's exit from the market is not managed Moderate High The Crown will need to have significant oversight of

KiwiRail's transition to ensure it meets its timeframes, port
infrastructure is available when required, and customers
have clarity over their transport options.
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Implementation considerations
Option 8. Mixed-ownership style approach

&= < <
]
Key activities
Under the ‘mixed-ownership style approach’, there
are five key activities which will need to be
completed:
» Establishment of Crown-owned entity (with the

option to transition to a mixed ownership style

arrangement in future)

Vessel procurement (New entity procurement of

two new or used vessels);

KiwiRail transition (orderly divestment and exit
of KiwiRail's Cook Strait services);

Operations and monitoring (ongoing monitoring
to ensure compliance with contract terms); and

Ownership transition (Confirmation of future

%’% TE MANATU WAKA
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The key implementation requirements for the mixed+
ownership style approach are included below;

Establishment of Crown-owned entity:

» Confirmation of procurement and operating entify.(i’e="
separate entities, single new enti

+ Confirmation of new entity type'(i.&”, Croménpany,
Schedule 4A PFA Company, Mixed Médel\Ownership

Company). = \
* Formal establishmenhof hew @&\cluding legal

establishment, yéCruitment, gs hment of monitoring
regime). S

Vessel proglirement:

+ Confi ion of cipacity and vessel requirements, and
di enveloﬁa.

+o.Ne iatiog@rocurement of vessels (new or used).

anagement of vessel procurement (costs, timeline etc).

Ewéepent with ports on portside infrastructure
irements.

o
@ ail transition:

\ Confirmation of KiwiRail transition timeline / approach.

» Active management of KiwiRail’s transition to ensure a
smooth transition from Interislander to the new entity.

Operations and monitoring:

+ Confirmation of responsible department for ongoing
monitoring of the new entity.

Ownership transition:

« Analysis and confirmation of capital requirement (i.e.
amount that would be sought to offset upfront capital
costs of vessels).

« Assessment of different ownership options (e.g.
competitive tender, direct sale, public float, partial sale to
institutional investors, joint venture, or combination of the
above)

« Confirmation approach and timing for sourcing capital /
entering mixed ownership style arrangement (if at all).

Outstanding items for refinement

Some key option elements will need to be tested with
Ministers, Central Agencies, and commercial advisors. For
example, the Crown would need to confirm the best time
and approach to sourcing capital (e.g., after vessels are
procured but before operational commencement or
following a period of operations to demonstrate commercial
viability, direct approach to potential investors (e.g. NZ
Super Fund) versus IPO) and the most appropriate
operating structure long-term (l.e. Air NZ model versus
more direct Crown control).



Key risks

Option 8. Mixed-ownership style approach

Key risks

There are a number of key risks
associated with Option 8 — Mixed-
ownership style approach, which
could impact the viability of the
option.

Key risks, their likelihood of

occurring, potential impact, and

mitigations are included in the table
to the right.
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wpact

Mitigation / comment

aged effectively, then new barriers to
"%ky may be created which jeopardise the

$ iability of the new mixed-ownership

entity

If the cost of purchasing new vessels is ”'L.O\.'N Severe Robust and early engagement with shipbuilders

excessive, then it may not be viable to , etc to understand likely costs. Transparent

secure the capacity required. monitoring and reporting of costs to decision

( + makers to ensure ‘no surprises’

If the Crown determines that a ‘&9& Noderate Moderate If services are viable, then the Crown should

ownership style approach wﬁﬁé!b \ recoup its capital costs through operating profit

pursued, then the benefi his op&fég over the life of the vessels. If services are not

will not be achieved, and t ill not viable, then it is unlikely a private sector partner

have its upfront ca ﬂ'é!\@coup [\d would be willing to provide capital regardless of

Q %\ the Crown'’s intentions to enter a mixed
c.‘ O~ ownership style approach.

If services éfé not VIable e\gen underanew Low Moderate A right-sized operator is expected to be viable

Crown owned entlty‘ theh it may not be on this route given the performance of

possjble ?Q'securepuvme sector capital. Bluebridge. However, if services are not viable,
the Crown may be required to provide additional
financial support to cover any losses or divest

4 ). entirely.

If Ki ‘lhgﬂrs exit from the market is not Moderate High The Crown will need to have significant

oversight of KiwiRail's transition to ensure it
meets its timeframes, port infrastructure is
available when required, and customers have
clarity over their transport options.




Implementation considerations
Option 9. Directly own and operate

Confirmation of continued KiwiRail services on the

Key activities

DRAFT — NOT GOVERNMENT POLICY

Confirmation of Crg®n-
owneghoperator

Codk, Strait, or establishment of a new Crown-owned entity.

\

Under the ‘Directly own and
operate’ option, the Crown would
need to decide whether to reform,
but continue existing services with
KiwiRalil, or cease KiwiRail's
interisland services and establish
a new Crown-owned entity for the

Estwbhshment of new
Crown-owned entity
Establishment of Crown-owned éntity:

Confirmation of procurement and ope
(i.e. separate entities, single.new en

Confirmation of new éntity type (i. rown
Company, Schedyle 4AWPFA C@ y).

Formal establiShient of new.éntity (including
legal estab ent, rec‘wtment establishment
reglme

of mon@
KiwiRail tra th@

fment of KiwiRail's transition to
ensurg;

sole purpose of purchasing and /
or operating Cook Strait services.

Regardless of whether operations
continue with KiwiRail or a new
Crown-owned entity, new vessels
will need to be purchased, existing
vessels transitioned out of service,
and portside infrastructure updated

iRail transition timeline.

N
i,

W
Conftinuation of
KiwiRaill services

Confirmation of KiwiRail reforms:
o S 9(2)(b)(i)

Confirmation of scope, timeline, and monitoring
of those reforms will be required.

4
Vessel procurement:
Confirmation of capacity and vessel requirements, and
funding envelope.
Negotiation and procurement of vessels (new or used).
Management of vessel procurement (costs, timeline
etc).
Engagement with ports on portside infrastructure

— .
[

mooth transition from Interislander to
,</

tity.
Outstanding items for refinement
s 9(2)(a)(i)

to meet new vessel requirements.

TE MANATU WAKA
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Even in a model where the Crown does not intend to

requirements.
Transition from existing to new fleet.

access private capital, the ability to adjust Crown ownership settings in future could be

considered when determining the form of the new Crown-owned entity.



Key risks

Option 9. Directly own and operate

Key risks

There are a number of key risks
associated with Option 9 — Directly
own and operate, which could

impact the viability of the option.
Key risks, their likelihood of

occurring, potential impact, and

mitigations are included in the table
to the right.

< TE MANATU WAKA

h MINISTRY OF TRANSPORT

R\ /A
=

DRAFT — NOT GOVERNMENT POLICY

Liel‘hnod

Mitigation / comment

If K| |R‘Wts’ex1$§1he market is not

effe ly, then new barriers to
r% /may be created which jeopardise the
ﬁ |I|ty$f|g¢ﬁew Crown-owned entity.

If KiwiRail is unable to complete the ‘*Mdder;ate High High level of Crown oversight of reform activities

reforms required to become commercially will be required.

viable, then the Crown may be required

to continue providing financial suppart,

If the cost of purchasing new v&g‘ég}s is OL‘OW Severe Robust and early engagement with shipbuilders etc

excessive, then it may not \iable tq,» to understand likely costs. Transparent monitoring

secure the capacity requi‘rU and reporting of costs to decision makers to ensure

O\ - D\ ‘no surprises’.

If the new Crown-owned entityJs otable Moderate High A right-sized entity should be able to operate

to operate commerclally \nable ‘services, services commercially. However, if services are

then the Crown_may be' reuulred to not viable the Crown will assess whether there

contlnuerrprw" ding fmaqcaal support. are further barriers which need to be addressed.
Moderate High The Crown will need to have significant oversight

of KiwiRail’s transition to ensure it meets its
timeframes, port infrastructure is available when
required, and customers have clarity over their
transport options.




Short-list of options

Assessment




Shortlist assessment output

Each of the shortlist options has been assessed against the agreed evaluation criteria. The rationale behind the

evaluation is summarised on the following pages and detailed in Appendix 1.

Criteria

How well the option:

Low intervention

Facilitate, broker, and
incentivise

+1

Magaituce

Contract out services

High intervention

Mixed-ownership style
approach

+2
Retains Crown involvement

Large positive +3
Moderate positive +2
Slight positive +1
Neutral 0
Slight negative -1
Moderate negative 2
Large negative -3

Directly own and operate

+1
Retains full Crown ownership.

Strategic . Meets the agreed objectives (competition, commercial Supports objectives, but no % d ; 3 :
Obiectives T L guarantee new enirant availaaNg initially, but potential for increased Potential for non-commercial
) pHRe, p ti Q commercial discipline, viability, and behaviours through perceived
. Aligns with the Govemment’s broader transport priorities ime optionality over time Crown underwrite.
7 V +1 +2
Potatitial wEite How well the option: Minimises C lng ‘Requires the Crown to fund and Ability to recoup initial capital +1
f . Optimises value for money (i.e., the optimal mix of potential requnreme maintain vessels without access to through transition to mixed Crown retains all risk and
oRmonay benefits, costs and risks). the prlvate tlng n commercial profits from operations. ownership. Benefits of private responsibility for funding vessels
avall Increasing risk as vessels age. sector discipline and risk transfer_
How well the option: 2
Supplier . Matches the ability of potential suppliers to deliver the Unc whe = fors are 2 e Continuation of the status quo.
S 7 ; wn required Unclear whether operators are If the Crown can demonstrate z
capacity and required services, and - ) : - L S, > Potential for some market
2 2 ¢ : o ep in |f no ider available available. Will become increasingly commercial viability, then likely to brtssttearo i B el Yot in
capability . Is likely to result in a sustainable arrangement that (ma be too late to ensure difficult to retender as vessels age be interest from investors 2 Y : :
optimises value for money over the term of the contract. T §E |ty of service) SRIGR O DOCUDIROUE.
Potential How el (I opart < I 5] " Requires upfr t+2 ital, but | Requi f+2t ital, but Requires upf +1t ital, risk of
. : 2 % = equires upfront capital, but losses equires upfront capital, equires upfront capital, risk o
affordability . Ma?ches available fgndlng corlstralnts, and \ ly to bemgw .teghmebo‘u"'d profit from operations in exchange opportunity to recoup capital and continued investment requirement
¢ Is likely to be financially sustainable over the long-term : for concession return from viable services as under status quo
: How well the option: . _+1 2 : e ; : +1, )
Potential 2 Is likely to be deli d gi wsekinicat. <af tath Likely to be deliverable due to low Complex arrangements, Likely to be achievable, but Likely to be achievable, noting
achievability g ; ,e S |ve.re g.ven BEHnGHL, Salsly, rogugnry, level of Crown involvement particularly as vessels age and sourcing capital likely to be challenge of establishing new
and capability considerations. (assuming provider can be found) contracts expire complex entities / reforming KiwiRail
Total / Summary +5 +4 +10 +6
Ranking 3 4 1 2
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Shortlist assessment summary
Option 3. Facilitate, broker, and incentivise

%

The rationale behind the assessment of Option 3. Facilitate, broker, incentivise is set It is also unclear,whether th taking a more active facilitation / brokering role in
out below. bringing a ne\«@nt to is required. If the Crown anticipates that services
should be via

Option 3, where the Crown identifies a potential new entrant, provides a direct
financial incentive to enter the market, and takes an active role in overcoming barriers
to establishing services, ranked third in the shortlisted options.

their own¢'then the operator, ports, and KiwiRail should be
naturall tivise&vsork together to overcome barriers to entry (as they all
[including KiwiRailffro! rail freight operations] rely on revenue from a ne '

lts comparatively hlgh score was Iargely dnven by the Iow cost, and market dnven
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Shortlist assessment summary
Option 6. Contract out services

The rationale behind the assessment of Option 6. Contract out services is set out Option 6 is also likely to becom omplex and less attractive over time. As
below. vessels age and e mo@e to failure, operators will be less likely to take
Option 6, where the Crown purchases vessels and contracts services to a private a?gv:::lsi:(\ th: Vi Y re,( tional and may require incentives to continue
provider through a concession, ranked the lowest of the shortlisted options. P 959 A

While this option would help ensure that operations follow commercial disciplines and
take a market-based approach it soored lower due to the lack of certalnty and risk
|nvolved in relymg on an as yet unidentified operator to 2 Qve ponsibility. fo

operation.

Option 6 is the most cc

s investment or

lz TE MANATU WAKA
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Shortlist assessment summary

Option 8. Mixed-ownership style approach q,

The rationale behind the assessment of Option 8. Mixed ownership style approach is Option 8 still incurs the upfront osts of securing new or used vessels.
set out below. However, there is port raise private capital to offset these costs, either at
once vessels are re o r the Crown has demonstrated services are

o::ommerclayqr le. TheTe,is an assumption that a new, purpose-built Crown entlty
will be able to ovnd gr t rfi f nanc1a| return to the Crown than K|W|Ra|I in |t urren

Option 8, where the Crown establishes a new Crown-owned entity, purchases
vessels, establishes operations, and then implements changes to ownership
structures at a later date (if required), ranked the highest of the shortlisted options.

This option helps ensure capac|ty and contlnmty of serwce through the Crown
purchasmg vessels to meet.d nd and KiwiRail exit timelines SO preserve

MINISTRY OF TRANSPORT
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Shortlist assessment summary
Option 9. Directly own and operate

The rationale behind the assessment of Option 9. Directly own and operate is set out Establishing a new Crown-own carries risk as new people, systems, and
below. processes need t tabll owever, this could be done in phases, beginning
Option 9, is a modified version of the status quo, where the Crown purchases vessels m:z ﬂ.}.i; ro Ie ks to%oe soi::zftr ;::'10?::3;;::;:‘::La:;';zl;::ty el
and either continues to operate them via KiwiRail, or establishes a new Crown-owned i P P

Al > DOLE]) c 1= NOoIl =0 O .l J

entity to operate services. Option 9 ranked second in the shortlisted options.
co

‘-_“

This option is oonceptually similar to Optlon 8. However it assumes that the Crown
w1||cont|nuetobotho n and operate Co . ferries for the fore . -.

purchases and continues to operate services, or the Crown establishes a new

viability and assessment of this option differs depending on whether KiwiR :Q
its place.

MINISTRY OF TRANSPORT
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Recommendations / next steps

It is likely too late to progress the low intervention option without risking a service gap
and limiting future options for Ministers. This option has not been discussed with the
market, nor have the mechanics of an underwrite scheme been developed in detail.
There is no indication that there is an operator ‘waiting in the wings’ and research has
revealed a very limited market for second-hand ferries. It is unlikely that a timebound
support scheme would be enough to incentivise an operator to reallocate existing
vessels to the Cook Strait or commit to purchase new vessels at significant cost.

There is a risk that if Ministers progress only a low intervention option and no new
operator is forthcoming, it will be too late to pivot to a higher intervention option (it will

take considerable time to procure new vessels given shipbuilder capacity constraints).

Given the tight timeframes, operator uncertainty, and the high risk of loss of service,
we recommend that the low intervention option is not considered further.

At this stage, the Ministry considers a high intervention option, where the-Crown

purchases new vessels, to best meet Ministers’ objectives. The mi 'érsbjd
style approach offers the best balance across the three high inte ion op ioné. The
d ope&

initial Crown investment gives certainty, but unlike the directly
option, there is an opportunity to recoup some of the upfron'@ : The’Q%o.wn is not
locked into owning all or some of the services over the I@L g Th\i?dtro uction of
a minority private shareholder would also be expected to Bring increased commercial

discipline to the business. \‘

A mixed ownership style arrangement would require the est ment of a new
Crown owned entity to run the procurement and initial entsf into service. Establishing
a new entiity offers an opportunity to transition to a mixed ownership arrangement
without the legacy obligations or structural limitations at KiwiRail.

»I‘;I% TE MANATU WAKA
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The mixed ownership style approach still requires further refinement by
officials, including:

Confirmation of the type of entity to be established and the
implementation pathway required: This includes confirming whether
different procurement and operating entities are required. Officials will also
need to clarify any legislative, legal, or market requirements for the
establishment of a new entity and wind-down of KiwiRail’'s ferry services;

Analysis of the potential approaches and timing to source private
sector capital: The Crown has utilised a range of mechanisms for
accessing private capital in the past. The options available in this case

include, competitive tender, direct sale, public float, partial sale to
institutional investors, joint venture, or combination of approaches; and

Due diligence and valuation of the ferry services: The ability to raise
private capital will depend in part on the cost of new vessels (currently
being assessed) and whether the market perceives the services will be
commercially viable. Analysis will be required to understand whether
services are likely to be commercially viable, and if so, how much capital
could feasibly be raised and when.

We recommend that if Ministers wish to progress the mixed ownership style
arrangement, they direct officials to refine the implementation pathway and
other key elements of the approach as set out above.
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Additional considerations

» Regardl| %e intervention choice made by the Crown, there
SSOCi ith KiwiRail's exit from the Cook Strait ferry market.

Regulatory / other reform: Some regulatory reform options were considered as
part of the long-list but were discounted as they could not achieve the Crown'’s

objectives on their own. However, we recommend some of these changes be Mitigati needto be’put in place to ensure that KiwiRail meets its exit
implemented regardless of the final option chosen. The recommended changes a’& Cre
have the potential to materially improve the operation and viability of the Cook
Strait market and include:

collaboratively with ports and operators, and does r

Seafarer qualification requirements. Current seafarer qualifications are
complex and time consuming. These requirements should be updated t
better meet current and future personnel needs.
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Shortlist assessment summary
Option 3. Facilitate, broker, and incentivise

Criteria Rating Rationale

As the most ‘market-led’ option in the shortlist, this option meets the stratégic objéctives around competition and commercial discipline. It
also helps to preserve future optionality for Ministers as the Crown’has no rolg-in the market. However, there is no guarantee that a new

Stiategic Yblectives 1 operator would enter the market in time to prevent a loss of sepvice continuity or an expansion / monopoly by Bluebridge. As there are few,
if any, operators with spare vessels available to establish se ~there terial risk of a loss of services under this option.
Assuming that a new operator can be found, and ﬁnancial* ﬂve&%b kept sufficiently timebound and low cost, then this option is
: likely to present value for money to the Crown. The new operatorwquild be ‘at risk’ for its services following the end of Crown support and
Potential value for money +2 s 2 :
or on the route. There is a real risk however, that no new operator is

the Crown gets the benefit of a fully commercial, compétitive ope
available when needed. O\

Strait route. Overseas operators would need\to'reduce city on existing services to free up vessels (and risk losing existing market
share). It is unclear whether the Cook Stidit would-provide sufficient financial return to justify reallocating vessels.

It is possible that operators could build-fiew vessels for the Cook Strait route. However, these vessels will be expensive (and therefore
may not be viable to operate bas?n‘ﬁ\e refurns available) and will take time to procure and build. Operators will only be willing to do

It is looking increasingly likely that there noamny approp@perators with spare vessels available which could be transferred to the Cook

Supplier capacity and
capability

this if there is a guarantee th% be sufficient space in the market for them.
vaila

underwrite / financial supports. Assuming that a new entrant is able to operate commercially viable

Assuming a new operatopi bl M)tion is likely to be the most affordable of the shortlisted options. The Crown is only required
Potential affordability +3 to pay costs associatediwi ebou&
services, then ther o] ﬁmcial implications for the Crown long-term.

As this criteria speaks to th n’s ability to deliver (rather than the market’s ability to provide a new operator), this option is likely to be
Potential achievability +1 achievable by the Crown rown has operated timebound underwrite schemes in the past. While it will be complex to negotiate and
administer a support . it is unlikely to present a material barrier to the Crown.

7N

Total / Summary +5
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Shortlist assessment summary
Option 6. Contract out services

Criteria Rating Rationale

This options brings competition and commercial discipline through thé\gutsourciig of sérvices to the concession operator. The Crown
purchase of suitable vessels ensures that capacity is available to align with KiwiRail's exit.

Strategic Objectives +3
T . = 5 \ T =

On balance, the option is likely to provide a positive value nexh&d on the transfer of operational risk and responsibility. However,
Potential value for money +1 this option is costly, contractually complex, with mcreasmylsk Is age, and reduced benefits as the profit from operations would

most likely remain with the operator. 2 \( j

XL
It is unclear whether there is a viable operator willing to hh services using Crown owned vessels. Assuming the Crown entered fixed
; ; term arrangements with an operator (i.e. 1@ years) it ecome increasingly difficult to extend the concession arrangements as vessels

Supplier capacity and : ? bl : : cos 2 x
capability -1 age and service failure risk increases. ThesCréwn nmayBe'required to incentivise the concession holder to extend services or take on more

risk. This could reduce value for mon€y_ over time’

It is intended that the Crown ‘z*p the cost of the vessels through the concessions paid by the operator. However, if the cost of a new
vessel is significant, then i Sible to recoup the upfront capital through the concession arrangement (and still enable the

Potential affordability +2 operator to make a suffigi rn). rown may have to accept making a loss to maintain capacity and competition on the route. The
Crown would also los s to \any ﬁt made by the operator on the route.
The contractual arrangeme ‘%mely to be complex. Decisions will need to be made on penalty regimes, maintenance responsibilities,

: ; 2 revenue sharing, and oth niractual elements. These will need to be managed throughout the life of the contract and will become

Potential achievability -1 ; : ; 4 : po ; e
increasingly difficult to l\ e as vessels age, require refurbishment (and are therefore out of commission), and are at increasing risk of
service failure.

Total / Summary +4 >l
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Shortlist assessment summary
Option 8. Mixed-ownership style approach

Criteria Rating Rationale

This option helps ensure capacity and continuity of service through the Growa purchasing¥essels to meet demand and KiwiRail exit timelines. It
also preserves future optionality around the continued Crown ownership ofiferry sérvices.

Strategic Objectives +2 This option does not lead to a fully market-led approach or commercial disciplineé fram the outset. However, the design of the new Crown-owned
entity should enable the Crown to inject commercial discipline i rationssi nsitions into a mixed ownership arrangement (i.e. the Air
New Zealand model).

D

The Crown has the option to recoup some of the upfront capi;nl comugh sourcing private capital (either through a large-scale investor, or

Potential value for IPO). This reduces the overall cost and could help to,access so nced commercial disciplines through mixed-ownership of the services. If
money +2 the new Crown-owned entity is transitioned into a commercial%(i.e. Air New Zealand model) then there is the ability to transfer significant
risk from the Crown.

I\ N

Current advice suggests that new vessels §héuld be abte Q}e procured in time to meet KiwiRail’s exit. We note that if new vessels come at
considerable cost, it may be more diffictltferthe Crown-to demonstrate services are generating sufficient return to attract private capital.
Supplier capacity and +2 Similarly, if the Crown purchases secend-hand véssels with only a limited lifespan, it may be difficult to attract capital in the knowledge that
capability vessels will need to be replaced V?athev’t ndater (noting that the Crown could purchase used vessels as an interim measure and use

capital from investors to purchas ves I\down the line). Evidence from Bluebridge suggests that a right-sized operator should be able to
demonstrate commercial viabi the@;

The Crown will be requi ay the upfknt capital cost of the vessels and for the establishment of the new Crown-owned entity(ies).
However, the ability to Q?mon &Sﬁxed-ownership model means that the Crown may be able to recoup some of this upfront capital costs.
There is an assumption that a n%} purpose-built Crown entity will be able to provide greater financial return to the Crown than KiwiRail in its
current form. This assump}i would make the option more affordable over the long term than the status quo.

Potential affordability +2

The Mixed-ownership r?hdoes have some complexity, in particular the establishment of a new Crown-owned entity that could be fully or
Potential achievability +2 partially divested in feturg, and the transition of services from KiwiRail to the new entity. However, these are likely to be manageable challenges
and no more complexithan any of the other options.

Total / Summary +10
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Shortlist assessment summary
Option 9. Directly own and operate

Criteria Rating Rationale

If the Crown continues to directly own and operate Cook Strait services (eitherthrough KiywiRail or a new Crown-owned entity) the Crown is able to
guarantee connectivity and capacity. However, services may not opeyate fully conintercially or with commercial discipline as a result of a continued

Strategic Objectives +1 Crown ‘backstop’ and the like of a private sector partner / revenue incentive.
The Crown'’s future optionality is somewhat constrained by conti rown Mip and responsibility for operating the vessels (in particular if
KiwiRail retains responsibility). : Q

This option assumes that the Crown will continue to both.own/and gperate Cook Strait ferries for the foreseeable future. As a version of the status

: quo, there is less risk from a change perspective. However; the p% inherits some of the challenges of the current arrangements. This includes a
Potential value for +1 potential reliance on Crown financial support and a lack of co al discipline / viability of services. The option also comes with significant
money costs. The Crown would need to pay the upfropt.capital cos! well as any operating losses (if KiwiRail reforms are not able to make services

commercially viable).
Tl

. : As a continuation of the status quo therg.are hot expected to be any material barriers to supplier capacity (assuming new / used vessels can be
Supplier capacity +2 procured in time). There is some he ey'from(the market due to the government’s previous cancellation of vessel procurement. However, this
and capability should not be a material barrier.

The option is potentially th % xpe Mthe shortlisted options due to a combination of high upfront capital requirements, the inability to

Potential affordability +1 recoup upfront capital t nvatlsatl I granting of concessions, and the risk that services are not viable and additional Crown funding is
required. @

. The purchasing and operat ssels is likely to be achievable given it is a variation of the status quo. However, reform of KiwiRail may be
Potential +1 complex and could have I‘G\)lsk of failure. There is also the complexity and risk involved in the establishment and operation of a new Crown-
achievability owned entity.

Total / Summary +6 -
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This document informs the content of the
Ministry’s Phase 2 advice to Ministers. It is
primarily intended as a record of the analysis and
as an internal consultation decument.

It sets out the long-list of options considered,

describes their implementation and other relevant ,
details, and assesses them agalnst the agreed -
evaluatlon crlterla. AR P
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Introduction
Q;l/

@e of the Government is to ensure
e, safe, and reliable services across Cook

Following the cancellation of Project iReX (to replace KiwiRail’s
Interislander ferries with two new, large rail-enabled ships) the
Government asked the Ministry to assess the long-term
requirements for resilient Cook Strait connectivity now and once

the Interislander ferri

direct ferry purchase).

L
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Background to this report

The Ministry’s Phase 1 report identified some constraints to a
market response in the event KiwiRail ceases its Cook Strait
ferry services. It also identified areas where Government
intervention would improve the likelihood of a market response.
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Other advice underway

The Ministry’s Phase 2 advice focuses on understanding the As this a ecm} available over the next two months,
bed i

in this document may narrow as they are
e in practice. Where relevant, we ha

spectrum of policy interventions available to Ministers. Phase 2 [ sn%l
does not reflect more specific advice being prepared in parallel Vig
by the Treasury, KiwiRail, MAG, and other unrelated Ministry

» Progression of Northland dry dock advice;
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Executive summary




DRAFT — NOT GOVERNMENT POLICY

Key context for this analysis

Ministerial objectives

The Minister of Finance proposed three ‘principles’ for Cook Strait ferry services;
competition on the Strait, commercial discipline, and urgency. These ‘principles’ were
developed into four strategic objectives for this work:

rrght—sized operators should be commercially viable on
ators provides sufficient competition to meet Ministerial

* There is competition in freight and passenger transport across the Cook Strait;
* Cook Strait ferry service .

Vessel and operator availability
The Crown has determined that rail enabled ferries of the size required by
|. ‘__ o N (he CO O POItT o‘ || | { 2 10 o-o. 1= - 2 ||(- B l
nor
; . gle : y ar : o5t capability).
Appro mm:umastrmrulum&umu_—nm‘uuhruuuurumunra (0O interest in

unlikely that a new
es Kely at some
ty that vessels will be

CUE

available when the existing KiwiRail fleet reaches e |
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Transition risk

Transition risk

Regardless of the intervention choice made by the Crown, there is
significant risk associated with KiwiRail’s exit from the Cook Strait ferry
market. Mitigations will need to be put in place to ensure that KiwiRail
meets its exit timeframes, works collaboratlvely W|th ports and operators
and does not create an Q , ‘

of ct on the ports ability to upgrade mfrastructure (as whan‘s WI|| ne
be upgraded for the new operator while still allowing KiwiRail to co
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Spectrum of options considered

We have focused on exploring a broad range of options to present to Minist % They&ntended to provide Ministers with a

flavour of what is possible (given the context outlined on the previo &a identify areas for further analysis.

*  Crown exits Cook Strait ferry .
market (no additional regulation

model)
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Longlist options overview

The options below were explored at a conceptual level against a set of strategic obj s. Four were progressed for more

& m’.

detailed assessment to determine

Option 1. No further Option 2. Facilitate and | Option 3. Facilitate, Option 4. Enhance Option 5. Crown tender 9. Directly own

Crown role broker broker, and incentivise |regulatory regimes for services
KiwiRail ceases Cook KiwiRail cease: UwiRail ceases Co6
Strait ferry services. The. Strait ferp

- Ty s, _ A ‘Strait fer 'he Strait ferry se .,‘Tmmm -
Crown plays le i ( rown 5 fo add { { n pls 1 ; “rown direct] 'Alh‘.' 3 4 y

KiwiRail's dive ew commasctal operat
0 provide an agreed ¢
vel of se 1 h €F =

ferry assets / ¢
owf veldsels in tirfe {
e @ wiRai

(outside of its role as reie
shareholde in the including:

CO

providers to offer current regulatory

provision of Cook Strait o ing KiwiRail incentives to support new | settings to ensure a G
services following i edrsdeelng £ WiRall ¥ entrants to the market, transparent, level playing 4 )
KiwiRail's exit. i Tome which could include: ices Woyl

: field for commercial
service SRR i expectedhtoigperate
commiercially with the
ippertprovided to the
ﬁ;’” provider
) ded to cover onl

Future provision of
services is left

an expansion |

existing comn
operator (Bluebric e cost of ship
a new entrant to the »  Brokering / interface iyt Mot | NN/ . " procurement (fully o
market. ol | ke R Y 7 o o SO SERENZ partially).

Operate on the Cook
Strait).

support initial .

operations.

Shortlisted
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Shortlist summary

Option 3. Facilitate, broker, and incentivise

Key activities

Under the ‘Contract out services’ option, there are five key activities which will need to be
completed:

« Rationalisation of land ownership (Crown instructs KiwiRail to sell land to ports or
establishes new holding company);

+ KiwiRail transition (orderly divestment and exit of KiwiRail's Cook Strait services)

« |dentification of new entrant (Crown actively engages with potential operators to
assess interest through EOI or informal process);

« Brokering of new operator entry (Crown acts as interface to smooth entry);

+ Financial incentive (Crown delivers timebound financial support to new entrant).
Assessment summary

On balance, Option 3 is compelling as it enables a facilitated, market-led re to )hé
exit of KiwiRail. However, it is high risk from a capacity and continuity of’s 92
perspective and there is no guarantee an operator will be willing or able ndeuN
services in time or remain in the market long term. g : \
Option 3 relies on the Crown being able to identify and negoti an ogtor Ina
short amount of time. This presents significant risk as there is'Wo guarantee am operator
can be found and ‘locked in’ at short notice. There are few, if any vesselsin the market
which could be transferred to operate in New Zealand. Any new operatorwould likely

need to build new vessels for the route which could take seve » and the return on
capital from newbuild ships is commercially questionable. ip

If the Crown is unable to find an operator, then it may bg.tqtmfate to pivot to an alternative
approach without risking loss of service in future (i.e. the Ctown may not be able to have
vessels built fast enough to respond to KiwiRail's exit).

sllz TE MANATU WAKA
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Optigg$ Y Contract out services

Key activities

Under the_‘Gon&act out gegvices’ option, there are five key activities which will need to be
completed:

. %rocur \térown procurement of two new or used vessels, and development of
frastructure to accommodate them);

‘Rﬁl_ 2 jon (orderly divestment and exit of KiwiRail's Cook Strait services);

of services (formal approach to market to tender an operator for Cook Strait
s using Crown-owned vessels);

mercial negotiations (confirmation of services, fee, penalties, and other key terms); and

&\ Operations and monitoring (ongoing monitoring to ensure compliance with contract terms).

Assessment summary

At this stage we have not identified a party that could be interested and available to establish
services using Crown-owned vessels.

The choice of vessel has a significant impact on the viability of this option. Purchasing relatively
cheap, second-hand vessels may make it easier for the Crown to recoup its costs through the
concession payment while also allowing the operator to make a reasonably return on its
operations. However, there are few, if any, second-hand vessels available on the market which
meet the Crown’s requirements.

If high-cost new vessels are procured instead, the Crown may not be able to recoup its costs
while also enabling the operator to compete with Bluebridge on price. The Crown may need to
accept that it will ‘lose money’ under this option to ensure competition and capacity.

Option 6 is the most contractually complex approach considered. Decisions on penalty regimes,
maintenance responsibilities, revenue sharing, and other key contractual elements have the
potential to delay agreements being entered, see the Crown retaining significant risk, and
delivering potentially lower value for money.
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Shortlist summary (continued)

Op@. Directly own and operate

Key activities Key acti gs\ &
(AET L)

Option 8. Mixed-ownership model

Under the ‘mixed-ownership model’ option, there are five key activities which will need to be
completed:

~ L) . -
e "Directly own and operate option, the Crown would need to decide \

» Establishment of Cro )
option to transition to a mixe

perations and monitoring (ongoing monitoring to ensure compliance with contraQ
terms); and @

» Ownership transition (Confirmation of future ownership settings). Q~ and c ues to operate services, or the Cr stablishe ew entity in its place

dlaced sooner rather than later
aterim measure and use capital

from investors to purchase new vessels down the line .
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Shortlist assessment output

The table below summarises the assessment of the shortlisted options.

Criteria

Strategic
Objectives

How well the option:
. Meets the agreed objectives (competition, commercial viability /
discipline, pace)

Low intervention

Facilitate, broker, and
incentivise

+1
Supports objectives, but no
guarantee new entrant availahlenn

Magaituce

Contract out services

(hereqmred pace

High intervention

Mixed-ownership model

+2
Retains Crown involvement

initially, but potential for increased

commercial discipline, viability, and

Large positive +3
Moderate positive +2
Slight positive +1
Neutral 0
Slight negative -1
Moderate negative 2
Large negative -3

Directly own and operate

+1
Retains full Crown ownership.
Potential for non-commercial
behaviours through perceived

. Aligns with the Government's broader transport priorities time optionality over time Crown underwrite.
V +1 +2
. How well the option: Minimises C lng '‘Requires the Crown to fund and Ability to recoup initial capital +1
Potential value - £ . . : : s : 7 3 . .
f . Optimises value for money (i.e., the optimal mix of potential benefits, reqmreme maintain vessels without access to through transition to mixed Crown retains all risk and
OFIRoney costs and risks). the prlvate tlng n commercial profits from operations. ownership. Benefits of private responsibility for funding vessels
avall Increasing risk as vessels age. sector discipline and risk transfer_
How well the option: +2
Supplier . Matches the ability of potential suppliers to deliver the required Unc whether toFs are 2 e Continuation of the status quo.
5 : wn required Unclear whether operators are If the Crown can demonstrate z
capacity and services, and - s ; : e G : Potential for some market
e ; , , x o ep in |f no ider available available. Will become increasingly commercial viability, then likely to hostanok it KBl reidins i
capability . Is likely to result in a sustainable arrangement that optimises valug (ma be too late to ensure difficult to retender as vessels age be interest from investors h Y £ i
for money over the term of the coniract. I ,ty of service) charge ot procuremen
Potential HERL I o ( I 2 E s Requires upfr b | e e et Requires upf +1t ital, risk of
) ' - = - equires upfront capital, but losses equires upfront capital, equires upfront capital, risk o
affordability ? Ma.tmes A “""d'"g Corfsua‘"ts' e \ i bewl‘:w : D.St‘el ghmeboun_d profit from operations in exchange opportunity to recoup capital and continued investment requirement
. Is likely o be financially sustainable over the long-term. : for concession return from viable services as under status quo
; How well the option: ) _*1 -1 4 +2 . A +1 :
Potential R T P » Likely to be deliverable due to low Complex arrangements, Likely to be achievable, but Likely to be achievable, noting
achievability N e e s level of Crown involvement particularly as vessels age and sourcing capital likely to be challenge of establishing new
capability considerations. (assuming provider can be found) contracts expire complex entities / reforming KiwiRail
Total / Summary +5 +4 +10 +6
Ranking 3 4 1 2




Recommendations / next steps

Until there is clarity over vessel availability, the cost of procuring new vessels, and
the timeline for new vessels becoming available for service, it is difficult to
determine which option is the most feasible and delivers the greatest benefits to
the Crown.

Some options, for example contracting out services, are only feasible if suitable
second-hand vessels are available at a reasonable price (which is looking
increasingly unlikely). 8 92)0)

At this stage, the Ministry considers a high intervention option, where the Crawn
purchases new vessels, to best meet Ministers’ objectives. However, Ministers
will need to provide direction on the future operational setting for th '§tr§jt(
Ferries. There are material impacts on chosen procurement/ o ional entity if
Ministers wish to preserve the ability to adjust ownership setti gw tur

The feasibility of the various options will depend in part c@ tco%)f dvice
from the MAG, KiwiRail, and the Treasury. If assumptions\Change (i:e.,xaround
anticipated procurement costs or the availability of vessels), themthese options
would need to be reassessed. \
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Additional considerations

Regulatory / other reform: Some regulatory reform options were
considered as part of the long-list but were discounted as they could not
achieve the Crown'’s objectives on their own. However, we recommend
some of these changes be implemented regardless of the final option
chosen. The recommended changes have the potential to materially
improve the operation and viability of the Cook Strait market and include:

» Rationalisation of portside land ownership. Complex land ownership
arrangements are a material barrier to the efficient operating and
upgrading of portside infrastructure.

Seafarer qualification requirements. Current seafarer qualifications are
complex and time consuming. These requirements should be updated
to better meet current and future personnel needs.

Information disclosure and cost transparency. The current ‘black box’
of port costs makes it difficult for operators to effectively plan for and
fund infrastructure development and maintenance. Greater
transparency will reduce some of the pain points for operators.






