STATEMENTS ON A MATTER OF OFFICIAL RESPONSIBILITY

7.  The Minister for Economic Development - statemdrregarding the Sea Transport
Policy

The Bailliff:
The Minister for Economic Development is to maksatement.
7.1 Senator A.J.H. Maclean (The Minister for Econont Development):

On 4th February this year, | made a statement comgethe possibility of a new long-term
permit to operate ferry services for Condor Ferriepromised then to keep Members up to
date on progress. Today | am signing a Ministdbatision amending the Sea Transport
Policy. Members will be aware that a permit systemthe provision of ferry services is
necessary to ensure that certain services areirmlgta Up to now permits have been
required for combined passenger and car ferry sesvi However, it is now necessary to
amend the policy to ensure that Jersey continuésite long-term, sustainable, modern and
affordable ferry services. As a consequence, haiting to the Harbour Master instructing
him to instigate the due legal process to allowd@wrierries to make an application for new
permits to include roll-on/roll-off freight servise Consistent with the amended policy the
initial permit would last for 7 years followed bysecond 3-year winding-down permit if
required. As on previous occasions, due processmsnhat the application will be published
and all interested parties asked to comment omjpécation before a final decision is made.
As part of this | shall in particular direct thatyaproposed agreement between the Harbour
Master and the company is published as far as maadppossible.
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Clearly there will be elements that are commeritiadonfidence but overall it is important
that what is being proposed is clearly understobde new permit, when issued, will replace
the current interim 5-year permit covering car gagsenger services, which terminates on
31st December 2018. | have determined that a ftoegen period is necessary to attract the
investment in new vessels for our key car and paggdinks. | am in no doubt that granting
a new permit covering car, passenger and freighvicgs will provide the Island with long-
term certainty about such essential matters aghiresupplies and all-weather passenger
services. The amendment to policy and the instmstto begin the due process to award
new ramp permits follows very extensive and detiadescussions with both Condor Ferries
and the Jersey authorities. Much work has beere dsrto how we can effectively measure
and monitor performance and prices on car, passamgeR.O.-R.O. (roll-on/roll-off) freight
services. | can assure Members that when signex@® Ferries will be required to adhere
to clear performance standards. In the light efpbssible purchase of the new Austal 102
fast passenger and car ferry, the configuratiothefnumber and types of ships has again
been considered. | can confirm that we will coméirto require an effective combination of
high speed services and the all-weather freightamdbined passenger and freight vessels.
At the same time, we reviewed the car, passengkframght business model to establish the
extent to which it could sustain competition. lirdy this work, | have engaged C.I.C.R.A.
(Channel Islands Competition and Regulatory Autighriexternal business and economics
experts and, of course, the States Economic Adviske C.I.C.R.A. advice clearly indicated
that against the Island’s strategic objectivesmealg stability in our sea links - a negotiated
position with the current operator is preferablanttan open tender exercise. As a result of
this work, | have determined that it is necessartlie new policy to include roll-on, roll-off
freight as well as combined passenger and carcssvi An additional effect of the new



policy is that high speed foot passenger-only sessicould not be operated in isolation on
the northern route but competition on the foot pagsr-only market on the southern route
remains possible. L.O.-L.O. (lift-on/lift-off) frght and inter-island sailings remain outside
of the policy. There will therefore be no changepractical terms in that a single R.O-R.O.
operator will continue with a permit to provide amon-exclusive basis all northern freight
and combined high speed passenger and car sethieemeet current and future expected
demand. In return for such a requirement, we shgile the operator a 10-year tenure
agreement. While the permits together will haviotal 10-year duration there will be an
effective break clause after 7 years. At the enthe first 7-year period, there is a planned
exit period for the last 3 years of that periodchisTwill give the States the flexibility to either
negotiate a new deal with the existing operatotoosecure services through a competitive
tender. In exchange for the length of commitmeoinfthe operator, and the requirement
that it will meet current and future expected dedhalersey will receive: a new £50 million
state-of-the-art vessel replacing 2 ageing catamsarahis vessel has the capability to handle
heavy weather conditions comfortably for passengerd therefore it will also deliver
improved reliability; strict performance targetsqueing remediation plans should
performance deviate and potentially terminationf ey are not adhered to; guaranteed full
service of sailings with minimum schedule acro$srarket sectors that the current operator
already covers; a profit monitoring and capping naegsm to ensure service efficiency for
Jersey. Should profits rise above an independendigitored upper limit, the operator will
be compelled to reduce prices and/or return thesxgrofits back into the sectors that
generated it. | should stress to Members thainthwe ramp permits, when issued, will be
non-exclusive. A competitor that may wish to openaill have to provide a similar service
to the incumbent provider. As a consequence,bang fide ship operator can apply at any
time to run a similar service, car, passenger aegtt and the Harbour Master would be
required to give them consideration. We have reddfis point after long and detailed
discussions with stakeholders and interested gartievould like to take this opportunity to
add my profound thanks to all who have been inwahlvelook forward to the completion of
due process and a successful conclusion that wiivet to Jersey long-term sustainable,
modern and affordable ferry services.

The Bailliff:
Now 15 minutes of questions. Deputy Southern.
7.1.1 Deputy G.P. Southern:

The Minister talks about a profit monitoring andppeng mechanism to ensure service
efficiencies for Jersey. Is it not the case thatwill have to examine in some detail the
structure of the company and its subsidiaries, wigaultimately owned by Macquarie Bank
whose business model is to give high interest loanis subsidiaries running the service and
therefore reduce profits artificially so it lookeay on the surface but the people who pay are
the customers. Is it not the case that he wilehavdo more than simply profit monitor?

Senator A.J.H. Maclean:

As | have said to Members in my opening stateniere have been lengthy and detailed
considerations to this particular arrangement dmdoasly arriving at a position where we
can carefully and appropriately monitor the perfance of the business has involved an
equation - a R.O.A.C.E. (Return on Average Caytttaiployed) calculation as it is known -
which is a return on average capital employed. I&king at that and putting in place
specific tramlines as part of the operating agregmdich sits under the ramp permit, that
allows a basic line between 7 and 13 per cent ofitpthat the company will be allowed,



which is looked at based on international benchmgrlof similar ferry operators and
deemed to be a fair and reasonable figure to ensurgetitive and fair pricing and also
reinvestment in the model. So it is not somethirag has been done just on the back of a fag
packet, if | can put it that way; it is a detaileglculation which we believe will meet the aims
of the agreement.

Deputy G.P. Southern:

But does the Minister not accept that the businesdel of Macquarie in this particular area
is such that it artificially reduces profits ancetefore profit monitoring alone will not be
sufficient to assess the efficiency of what is gedelivered?

Senator A.J.H. Maclean:

We have had independent advice, not just from tten&mics Unit. We have also had Oxera
looking at this. We have had the Competition Auitiydooking at this. The advice that we
have had - and it is deployed elsewhere in inteynal ferry markets - is that this particular
proposed mechanism, regardless of the ownershiighvthe Deputy seems to be suggesting
is a problem here... but Macquarie invest quite $icgmtly in a range of infrastructure
investment globally and regardless of that thithes advice that we are having. This is the
model that is deployed elsewhere and it is mostaate. Never before in Jersey have we
had a model of this nature put in place. It haankeevery broad and weak way of monitoring
pricing in the past.

7.1.2 Deputy G.P. Southern:
Will the Minister agree to release those reports aalvice to Members of the States?
Senator A.J.H. Maclean:

The areas that will not be and are not commerciallgonfidence, yes, will be published as
part of the ramp permit arrangements. | think thidit give more than enough comfort and
detail to the Deputy and Members.

7.1.3 Senator L.J. Farnham:

| welcome the Minister’s first statement and | beé that it is potentially very good news for
the tourism industry and the wider economy as meytdourism, | think, are looking for
some certainty into the future of the very impottsea links to the Island. | see that the new
vessel replaces 2 vessels and | just wanted théstdirto reassure the Assembly that there
will be ample capacity, not just to ensure thattth&ism market is ably catered for, but also
to prevent over demand for a vessel at times ofyder which could lead to competition
issues.

Senator A.J.H. Maclean:

Yes, | am delighted to do so. The 102 Austalssilastantially larger vessel. It has got 20 per
cent more capacity; that is 46 per cent in winted 45 per cent in summer. More
importantly it has got... or equally importantlyslippose, it has got 50 per cent more car
capacity in the peak periods. So | think thisagng to add an extra dimension and certainly
from the point of view of tourism, this, in my vievg extremely good news.

7.1.4 Deputy G.C.L. Baudains:

| notice with dismay that the Minister is contingito require the use of high speed services
by Condor. Given the likely service reliabilitysiges arising from replacing the current 2
ferries with one so if it breaks down we have gothing, and the fact it cannot use
Weymouth, why is the opportunity not being takenmythis period of flux to dispense with



the fast ferry requirement and instead, as | hakedthe Minister many times, upgrade the
conventional ferries so they can get to the UnKetydom from Jersey in 4 hours. Let us
face it; the fast ferries use 1,000 gallons ofeli@sm hour. The conventional ferries would be
more economical.

Senator A.J.H. Maclean:

On the last point, the new Austal 102 is an exttgraeonomically viable vessel. It is very
modern. In fact, it has only got delivery milestbie clock, if | can put it like that, so | think
the Deputy will find that ... and certainly as & Condor are concerned they want a vessel
that is going to have low burn costs, which is that case for the current catamarans. The
Deputy has raised this particular point beforethihk in due course there are options for
traditional faster vessels but at the current tthrexe are none available on the marketplace
certainly that fit the dynamics of the Channel sl market but more importantly the advice
we have had is that a negotiated agreement witbuhent operator is the best way forward.
There were discussions about the configurationtgpel of fleet and indeed, | suspect, as we
go through this period, 7 years, and a potent&dt& that, that the future configuration when
other vessels are replaced, could well includetype of vessels that the Deputy is referring
to but the timing is not right at the moment.

7.1.5 Deputy S. Power:

In the third paragraph of the first page, he reftrs “Writing to the Harbour Master
instructing him to instigate due legal process.bufd he give an indication of the timescale
on this now, and on the second-last paragraph, lfi@ate paragraph on the same page,
could he give an indication of what modificationsl Wwave to be given, if any, or have to be
taken, if any, on the 2 ramps at the Elizabeth Teaifd

Senator A.J.H. Maclean:

As far as the timetable is concerned - the rammpteassuming it is issued and there are no
particular unforeseen delays - it is expected wdndcaround about the middle of August, so
that is the period. We would advertise for a moatid clearly there would need to be
necessary time for the Harbour Master to considgragplications or issues that are raised as
part of that process. So the middle of Augusthatithe target date happens to be. | am not
aware that there are any modifications requiredaasas the ramps are concerned at the
harbour.

7.1.6 The Connétable of St. John:

Given the reasonable service given by Condor, thél Ports of Jersey also be assisting the
operators by facilitating them with the cateringvsses that people have to use within the
building? Because for some months the restaueangtera, and bars were closed. Will the
Minister make sure that these are 100 per ceniatipeal by the time the new vessels come
into play?

Senator A.J.H. Maclean:

| am not quite sure how relevant that is but nesertheless an important point. | can say to
the Connétable and to Members that, yes, therdodas a changeover in terms of catering
facilities at Elizabeth Harbour. | think that thetcome ultimately, although it has taken
longer than would have been anticipated, the teargdiacility is good but nowhere near
what we would expect but in due course, | think Ndens will be pleased that Islanders will
get far improved service down there. We are hdpbfat that will be open for the peak
summer period. | cannot give a guarantee to hitl lamn happy to update Members in due
course as negotiations are completing on thatquaati issue.



7.1.7 The Connétable of St. John:

That comment appears to be a similar comment td iWhanade some months ago. Can he
give some certainty because if Condor are wantngpntest money they do not need their
passengers to be having to go to a type of cafetestead of having the full facilities?
Surely your department or the Economic Developnieygartment can get their act together
and get a new tenangt cetera, in that building so the passengers can have tile f
experience, not have an experience which is onlyveell, as we have at the moment, which
is far from acceptable to the travelling public.

[16:45]
Senator A.J.H. Maclean:

It is completely unlinked, in fact, to the statemand | would simply say to the Connétable
that the worse the facilities are at Elizabeth Tieah the more beneficial, probably, to
Condor because members of the travelling publicspénd more money on their vessels; the
services on the new Austal 102 are far superioevektheless, the Connétable does ask a
good question about facilities at Elizabeth Terrhind is disappointing that the previous
tenant of those facilities no longer is in busine3$at is something that the Ports of Jersey
have had to deal with. They have had difficultytigg access to the premises. There have
been all sorts of issues that have had to be orercdt is a commercial negotiation that has
been undertaken. Temporary facilities have beénnpplace. They and we want to get the
best possible outcome for Islanders in terms thay tare catering down there and | am
convinced from what | have been told that what wdl into the Elizabeth Terminal will be
something the Island can be proud of and deliversirvices expected. It will be done as
quickly as it possibly can be.

7.1.8 Deputy J.G. Reed of St. Ouen:

Given that the Minister has said it is now necgssaramend the policy to ensure Jersey
continues to have a long-term, sustainable, modednaffordable ferry service and that there
are still 3% years to run of the existing contraith Condor, could he please explain why he
has chosen not to go out and seek an open tendegg¥ for this new service and why he
believes that the proposal by Condor at best nmbetseeds of this Island?

Senator A.J.H. Maclean:

There is a period of time until this current agreetexpires. That is because the current 5-
year period that has been put in place was putsim éemporary agreement because the
previous one came to an end. It was at a periat wle were looking at a longer term
arrangement to be put in place for ferry servic@slite frankly, to get, whether it be Condor
Ferries or any other operator, to invest in thevises it is a significant investment. It has
been estimated at over £240 million for a new djeereoming in, in terms of infrastructure,
vessels and suchlike. To invest that type of mdhexge needs to be a suitable period of time.
Hence the longer term, the 7 plus 3, the 10-yeageagent, so that an effective return on
investment can be delivered. Condor Ferries themsere investing £50 million in this
vessel, assuming the arrangement goes ahead ardntipepermit is issued as expected.
Separately, as part of negotiations that have bagning for nearly a year now, including an
independent economic adviser, Oxera, and the Catopefuthority, all the advice we have
had is that negotiation in the current climate witle current dynamics of ferry markets
globally is to strike a deal with Condor. Thatikat we have sought to do and that is why it
has taken so long, because we have extracted frese negotiations what | believe to be the
best possible deal for Jersey with regard to a-teng arrangement for ferry services to the
Island.



7.1.9 The Deputy of St. Ouen:

| have a supplementary question. Could the Minisbafirm whether or not this new change
in policy will strengthen the position of Condor e sole provider and this Island will
ensure that we as an Island get the maximum bengfof the deal?

Senator A.J.H. Maclean:

It will strengthen to a degree because they hasené&ract they might possibly have not had,
and if that was the case clearly that would noteHasen good as far as they were concerned.
But any commercial arrangement is only a good coroiamlearrangement if both parties get
something out of it of value. What has happeneduijh the negotiation is not only do we
have this mechanism in place in terms of cappirgpttofitability of Condor during the 10-
year term of the agreement to make sure, if thexeoger profits made, to avoid these super
profits. That excess profit will be put back astd the agreement into the service. That is
for the benefit of the Island. We have also inelddincidentally, ‘windfall gain’ so if
Condor, creating some additional value in thisipaldr agreement, were to sell the business
within a 2-year period, then 5 per cent of the ggaf the sale would go back to the Islands.
There has been an awful lot of negotiation in teafingaching the best deal for the Islands.

7.1.10 Deputy R.G. le Hérissier:

Notwithstanding the excellent work done by the depant and Condor, can the Minister
confirm that there will be appropriately increadadilities at the terminals and immigration
in order to process the much larger number of pagss and vehicles coming through?

Senator A.J.H. Maclean:

Yes. There is no lack of capacity or capabilitytbe harbour, at the Elizabeth Terminal in
particular, to deal with what we hope will be irmsed numbers coming through and that
should not provide any inconvenience or lack o¥iserfacility for the travelling public.

7.1.11 Deputy M. Tadier:

Can the Minister confirm what the relationship &vieeen Macquarie Bank and Condor?
Senator A.J.H. Maclean:

They bought the business. They own the busine€ooflor Ferries.

7.1.12 Deputy M. Tadier:

On that basis is the Minister concerned or can kglaen whether there will be an
arrangement in place, as Macquarie has done far sthbsidiaries, whereby they will lend
money to the company, in this case Condor, at imtgnest rates. Condor may not be making
profits on paper but Macquarie will, and we miglet in a situation where high fares are
justified and the Island does not benefit. But Nlearie is making profits and then Condor
will come back to the Island and say: “We do notéhany money. We either therefore need
some assistance from the Sates of Jersey for lotits future or we simply need to ramp-up
prices”, and that will be fine because they wilt be seen to be a profitable company. Is that
a risk and could the Minister say something toyaltese fears?

Senator A.J.H. Maclean:

No, I do not believe it is a risk. We have, ag pathe arrangements, complete look through
provisions. We can look at the arrangements aedattcounting as far as Condor are
concerned and it would be a completely open ansprarent process that will allow us to be
able to do that and allay hopefully the fears.



