0C240303

19 April 2024

Téna koe

| refer to your email dated 20 March 2024, requesting the following under the Official
Information Act 1982 (the Act):

Please can you provide me with a copy of the detailed business case prepared for
Clifford Bay in 2012/13.

The following document falls within the scope of your request and is enclosed:
¢ Clifford Bay Investigation Report 2013

| note that since the completion of this report, the 413-hectare Clifford Bay site has been sold
by KiwiRail. The sale occurred in 2014, following the decision of the government of the time
not to shift the South Island ferry terminal from Picton to Clifford Bay on financial grounds.

This study into the commercial viability of a ferry terminal at Clifford Bay concluded that
Picton should remain as the southern terminal for the inter-island ferries and that thinking
has remained consistent throughout the years since the study was completed.

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 website. Before publishing we will
remove any personal or identifiable information.

Naku noa, na

pp
Chris Gulik

Acting Manager, Major Projects

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
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SECTION 1 | SETTING THE CONTEXT

Project background and objective of current investigation
Current environment and infrastructure at Picton
Strategic context
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SECTION 2 | Port-Co commercial viability
assessment (financial case)

Structure of the analysis

Freight and passenger demand

Private benefit assessment

Port-Co viability assessment (financial case)
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Those travelling to points south of Clifford Bay benefit from both the shorter
ferry journey and shorter road journey. However those travelling to Blenheim,
the Marlborough Sounds and points west face a longer road journey. Itis
important therefore to understand the South Island travel patterns of Cook
Strait passengers to accurately measure the impacts on these different
categories of passengers.

41. Travel patterns have been sourced from survey data collected from the
Interislander in which participants are asked where they spent the night prior
to travel and the night of travel?’. In assessing the impact of Clifford Bay on
passengers we are interested in the South Island locations prior to travel for
northbound passengers and the South Island locations on the night of travelcb(l/

for southbound passengers. %

42. The results of this analysis are provided in the figure below. &

Figure 12: South Island locations on night prior to or after travel
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%e: Interislander
A{\pﬁ above profile translates into a ratio of South Island origin/destination
o}

ints as shown in Table 11 below. It is acknowledged however that some
passengers who nominate Blenheim or the Marlborough Sounds as their
location prior to or after travel may be in transit to/from other locations.

27 n=69,940. Results are from three survey periods, CY2010-12. Survey issued to each customer that supplies an email address when
booking, i.e. includes those that booked online but not those that booked via a travel agent. For this reason, limitations of data include:
no visibility over whether a respondent represents a family of 5 versus a single traveler;

international travelers are likely to be under-represented in survey results as they are more likely to book using a travel agent than online.
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Port-Co commercial viability assessment
(financial case)

Introduction and summary

= As outlined in the Structure of the Analysis section above, a conceptual port
company called Port-Co is used to assess Clifford Bay commercial viability.
Port-Co is the port developer/owner/operator business that is the focus of the
financial case for Clifford Bay. The financial case assesses whether Port-C
generates adequate commercial return for private investors and finds tha(c%t
does not. This then sets the scene for the discussion and definition of
role of government, if it wishes to proceed with the project.

= From concept engineering and costing work undertaken in 2012"C lifford Bay
is expected to cost $434 million ($2014) to buﬂd

= Market sounding indicates private sector fundi a 25 year
term. The blend of debt and equity applie e pr ssumed to cost
8% (post tax real) and be exposed to Ioée of i d volatility for
planning purposes.

expected to be available to P, h and expected to grow in real terms

= |n the first year of operation, ap atel § m|II|on of revenue is
as a partial function of vol

(53

= |n applying expected
starts at the comm

dr S to a viability test with a horizon that
nt uild phase and runs for 25 years of
operation, priva e\{ ors earn an financial return of 3% on funds that
cost them 8% erefo ffer an financial loss of $118 million.
Therefore | of revenue available does not provide a normal financial
return for private mv% and Clifford Bay cannot be viably delivered using

only prlvate fun m urces.
= |tis expectec or the project to proceed, the government would need to
invest $34 lion in the development phase, and $176 million as a
contributién to construction costs in 2018-2020 ($2014). This has an financial
103 million in present value terms.

1.5 This chapter describes the financial case for Port-Co, the entity assumed as
building, owning and operating Clifford Bay, and assumed as having access
to the private revenue described in the previous chapter. A simplistic but
indicative funding model is used to determine if private sector owners of Port-
Co would earn an appropriate financial return given the overall characteristics
of the project. This enables a conclusion to be reached on whether Port-Co is
viable as a project delivered by private sector investment, supported by

34 Includes $39.3m of revenue from users and $5.5m of terminal and facilities revenue.
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SECTION 3 | GOVERNMENT ROLE

Investment gap

Economic case

Public policy considerations and economic merit
Configuration of Government investment

Business case summary
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Economic case

Introduction and summary

= Along-side the financial case, the economic case uses NZTA’s National BCR
methodology as outlined in their Economic Evaluation Manual to undertake a
conventional Cost Benefit Analysis (CBA) from the perspective of the
government. This identifies some benefits that are not in the financial case
because they cannot be easily attributed to and collected from private en@
and flow more broadly to the economy as a whole. l‘\

= The analysis indicates that the Clifford Bay project produces an eeé%mic
surplus with a net present value of $108 million and a benefit cost ratio of 1.3.

fit analysis table and the WEBs table summarise
is findings.

= The largest component of project benefits are r elght m%s comprising

oi
30% of project benefits. The next largest
include reduced ferry operating costs ( '%e i

egowgs\ lude rail freight benefits

and passenger benefits. Y

=  Supporting the findings of th@tlo l& benefit analysis are Wider
are additional to conve en Its\0f $485.8 million and are derived from
agglomeration bene rodu ivitysimprovements through the bringing
together of econom Vi ) of §

n of marginal cost changes through the

=  The summary of cos
the economic a

1. The €conomic case (public benefit perspective) complements the financial
case (private benefit perspective). The principal objective of the economic
the national economy as a whole. The economic case therefore takes a
broader view of the potential benefits of the project — from the perspective of

time, vehicle operating costs and externalit)@u ts, Wi tly represent
benefits (21%). Other significant benefit
Economic Benefits (WEB |n present value terms). These
$18 million and competition effects not
assessed int dlst
economy) ?; million.
PN
N\
case’is to assess the level of benefits that may be delivered by the project to
society and the wider economy.

2. The economic analysis aims to identify and compare economic and social
benefits accruing to the economy as a whole, setting aside monetary
transfers between stakeholders in the project. Where the financial analysis
compares benefits and costs to the enterprises involved, the economic
analysis compares the benefits and costs to the whole economy.
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Configuration of government investment

Introduction and summary

= Previous chapters have outlined that Clifford Bay performs adequately under
economic assessment on a whole of economy basis but does not reward
private investors enough to be viable as a private sector commercial
proposition. This means that although over half the infrastructure could
theoretically be provided by the private sector, without government R
participation a procurement process would fail. ()

= At this point the government has two options. The first is to terminate the
project. The second is to move it forward in clear view of the requirement for
a) ongoing sponsorship, risk exposure and expenditure in the deyvelopment
phase, b) direct investment in project delivery, and'¢) Some sharing of the key
risks that impact on the cost and availability of private secter funding.

= A viable method of project development,,,delivery and operation that
minimises government commercial participation as faras is practical has
been identified. If the project proceeds to the nextistage this method will
need to be developed and refined. it rébres_entsthe “enabling” government
role in project delivery and operation'that is_expected to attract the highest
degree of risk adjusted investment appétitg by the private sector.

= Market feedback identified-that investment appetite existed if key risks could
be clearly communi¢ated'and appropriately managed, and clarity provided on
the role of government: This.ineludes government sponsorship of the
approvals progess and the process to secure the necessary ownership and
access rightsto tand.

» Assuming the government wishes to proceed, there are two enabling
investment altemfatjjves — up front investment or annual availability payment.
In both alternatives the government would have rights to cashflows after the
concession ‘period of (nominally) 25 years. The most pivotal risk participation
consideration concerns freight volume risk and KiwiRail credit risk. The
procurement process should be designed to reveal how the private sector
prices volume risk so efficient risk/reward trade-offs can be considered by the
government. This is likely to have a considerable bearing on private sector
cost of funding and therefore the amount the government would need to
invest. Government support for KiwiRail port fee obligations is a likely
requirement.

1. The Clifford Bay Investigation has been undertaken in the knowledge that the
government wishes to minimise its commercial involvement in the project if it
proceeds, and has found that Clifford Bay cannot be executed as a fully
private sector funded project. If the government wishes to proceed with the
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Figure 20: Clilfford Bay land ownership
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Clifford Bay Land Ownership
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