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TIE TREASURY

Kaitohuwohu Kaupapa Rawa

Reference: 20100105

21 June 2010

Dear Mr Prentice

Thank you for your Official Information Act request, received on 9 April 2010. Following
consultation you agreed that the request should be as follows:

“This is an OIA request for all documents created by COMU, Treasury, and
CCMAU since November 2008 on the subject of options for changing the
ownership of Crown-owned assels by selling these assets, partially selling them,
or having them issue bonds.”

As | indicated in my letter extending the deadline for responding to your request, we
have interpreted your request as relating to Crown-owned agencies monitored by
COMU. In the interests of clarity | should also note that this response does not cover
situations involving a change of ownership between Crown agencies where the Crown
remains the ultimate owner (including for example the recent transfers between
electricity SOEs and the Crown) and situations involving a change of ownership in the
context of Treaty of Waitangi setttements.

Information being released

Please find enclosed the following documents:

Item | Date Document Description Decision

1. 19.12.08 Treasury Report T2008/2368: Improving the | Some information withheld

performance of State Owned Enterprises

under s 9(2)(a) and (g)())

2. 27.1.09 CCMAU Report: Kiwibank: Meeting with Minister | Some information withheld
' for SOEs on 28 January 2009 under s 9(2)(a) and {b)(ii}

3. Feb 2009 Presentation to Ministers: Enhancing SOE | Some information withheld

Performance under s 9(2)(b)(ii) and {g)(i}

4. 13.2.09 CCMAU Report: New Zealand Post Ltd: Aide | Some information withheld

Memoire re Potential Debt Listing on New
Zealand Debt Exchange

under s 9(2)(a} and {(ba)(i}

I have decided to release the documents listed above, subject to information being
withheld under one or more of the following sections of the Official Information Act, as

applicable:




° section 9(2)(a) - to protect the privacy of natural persons, including deceased
people;

® section 9(2)(b)(ii} - to protect the commercial position of the person who supplied
the information, or who is the subject of the information;

. section 9(2)(ba) - to protect information that is subject to an obligation of
confidence, or that was or could be provided under legal compulsion, and where
releasing the information would either prejudice the supply of similar information
in the future - and it is in the public interest that such information should continue
to be supplied - or would damage the public interest in some other way; and

J section 9(2){(gXi) - to maintain the effective conduct of public affairs through the
free and frank expressions of opinion.

Information to be withheld

There are an additional eight documents covered by your request that | have decided
to withhold in full under sections 9(2)}(b)(ii} and {(g)(i) of the Official Information Act
1982, as cited above, or sections 9(2)(f}(iv):

° advice still under consideration, section 9{2)(f)iv) - to maintain the current
constitutional conventions protecting the confidentiality of advice tendered by
ministers and officials.

In making my decision, | have considered the public interest considerations in section
9(1) of the Official Information Act.

This fully covers the information you requested.
You have the right to ask the Ombudsman to investigate and review my decision.

In relaticn to the information withheld, | would like to clarify that the Government has
commissioned no work on the sale or partial sale of Crown assets monitored by COMU
and that we have provided no advice. For the most part, the withheld documents
respond to specific issues connected with individual Crown agencies, raised by the
agencies themselves or third parties. Two further withheld documents have only small
parts that are relevant as part of higher-level pieces about the possible future of the
Crown’s balance sheet. Finally, there are two internal papers commissioned by
Treasury’s Executive Leadership Team, still in draft form, which cover SOE ownership,
including issues of concern to the public connected with privatisation. This was the
work John Whitehead referred to on TVNZ's Q+A programme on 30 May 2010.

Yours sincerely

Nic Blakeley
Manager, Sector Balance & Performance
for Secretary to the Treasury
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19 December 2008 SE-1-2

Treasury Report: [mproving the performance of State-Owned
Enterprises

Executive Summary

Earlier this week the Minister for SOEs signed outlook letters to
SOEs a strong message on the need to improve their performz%
whi

We have a number of suggestions for improving SOE performan
discuss with Ministers, before the SOE business planni d begins jn

7 N
[n our view, while the SOE modet is sound, the operati he mo!
of SOEs, has eroded over time. We think the mad 0 be relnvigorated.
While recognising Government policy, a broad polifical port for tetaining state
control and ownership of current commer ts, i etter performance will be
achieved by moving towards greater e Sector invo\%%n SOEs. There are a range

of options for achieving this while retain % go ownership.

As well as greater private sector in _en)'tent i e think there is a need for other

steps to improve SOE perfo \e\
. Improve the qualj i hep ss for, appointments to SOE boards;

» Put pressure gir) gearing (which as a side-effect will resuit In
greater divid
gearing and jvi

e Cfown). The way that Ministers think about SOE
link to the wider Crown balance sheet management
in;

ion

9 o
%V\?e m%@}}‘\r}t you note the contents of this report and discuss it with officials.

—

\\

Q s White :
anager, Climate Change, Energy and Commercial Operations
—for Secretary to the Treasury

A b L

Hon Bill English Hon Simon Power
Minister of Finance Minister far State Owned Enterprises

P
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Treasury Report: Improving the performance of State—Owned

Enterprises

Greater private sector involvement in SOEs will improve performance

1

companies, and as a result, the performance of SOEs has been sififiGantly bett

than the performance of government trading organisations prio

However because their shares are not publicly tradable:

. SOE management do not face the threat of takeover i
underperforming; and

. SOE performance is not subject to the sanfe
market participants.

SOEs are exposed to most of the commergial disciplines faced by priyate sector <§

Q\
e scrutl e public and by

@m/ | and ownership of
involvement with and scrutin S

i y the public, while
hip. rau reater private sector
s ‘would b st effective way of improving
SOE performance.

This is backed up by\@;\ts from @Q’Q\Bﬁ* under s 9(2)(g)(i)] |

However, there are options to i
retaining Govemment control a

th said that they found feedback and

scrutiny on thel /r anle rominfermed commentators was highly valuable,
and that the the nd guality of feedback from officials on their
SOEs. =

e

Ther ber of noouragmg greater private sector involvement in
S

O@ is ¢ ncourage SOEs to issue bonds to the public. At present SOEs raise
irdabt from i s. Genesis has recently issued bonds ta the public, and we
iaris planning to do the same in 2009. We think this should be

o not share in any gains in SOE performance, and only share in the
if the SOE were to fail and could not repay the bonds. Therefore they have
ited incentives to scrutinise SOEs.

»
@gams from issuing public bonds would be relatively modest. Holders of
e if

Other options would not be consistent with the Government’s policy to retain 100%
ownership of SOEs. SOEs could be allowed to partially list their subsidiaries on the
stock exchange. A number of SOE have already entered into joint venture subsidiary
arrangements with private sector partners {NZ Post’s courier business and Solid
Energy's Spring Creek mine are the two main examples). It is a relatively smali step in
substance to move from the Government owning less than 100% of an SOE subsidiary,
to non-Government owned shares in a subsidiary being publicly tradable. Again, we
think the gains from this would be relatively modest, given that the vast majority of SOE
value is in the SOEs themselves, rather than their subsidiaries.

T2008/2368 : Improving the perfarmance of State-Owned Enterprises Fage 3
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10. A further step would be to partially list some SOEs on the stock exchange — in the
same way as Air New Zealand is partially listed. This in our view would deliver the
greatest performance gains (short of fully privatising some SOEs, for which there is no
public or political support). The gains would come from: better monitoring and feedback
to the SOE from the private sector investors and their agents, and from the SOE’s
share price; more public transparency from the SOE; and greater constraints on non-
commercial influence in the SOE from the government.

11, Only large SOEs would be suitable for partial listing - small an
would not attract serious private secter monitoring. However the

equity Is concentrated in the largest SOEs.
12.  Again, we note that this is not consistent with Governm@y.
undertaking any work on partial listing of SOEs. Q

Appointments to SOE Boards are critical /—
importa Q@ﬂ}t Ministers have
s%ﬁ% §ible for SOE Board

13.  Appointments to SOE Boards are the si
for influencing SOE performance. The Nifista

appointments. %
14. Our view, supporied by a num oxternal

performance of people appot
means changes to the individ
involvement in this), bukitoould
Boards. -

atars, is that the quality and
{ be improved. Obviously this
Boards (Treasury bas no

0 O nanges to the process for appainting SCE
{ gs to the process:

irof the SOE, who is then responsible for selecting
ubject to Ministerial and Cabinet signoff (the Air NZ

embers nominated by an independent committee (the
model).

del. However this approach places much more weight on the
riate Chair for each SOE, and sirengthens the power of the Chair -
rd members.

ing-SOE gearing will encourage better performance

ere are strong arguments for the Government to put pressure on SOEs to increase
their gearing - i.e. encouraging S8OEs to berrow more from the private sector and pay
_special dividends to the Crown.

Higher debt levels put increased pressure on SOEs to perform, by committing a fixed
part of their future cashflow to debt servicing, meaning they must focus more on core
business profitability, and on selecting new investment projects carefully.

20. Low debt levels may encourage complacent behaviour by SOEs, for example
misjudging business risks becausa their strong halance sheet allows Boards to think
they can ride out any problems, or a greater willingness fo expand into new and risky
areas of business.

T2008/2388 : Impreving the performance of State-Owned Enterprises Page 4
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21. Higher debt levels do put SOEs under greater financial stress and increase the chance
that they will require additional capital from the government. High debt levels may also
constrain SOEs from making value-adding investments without seeking additional
equity from the Government. SOEs have been very reluctant to ask Ministers for equity
even in a time of strong Crown financial performance and encouraging signals from
Ministers.

22. The credit crisis also tempers our advice around increasing SOE géarjng. The
expected recession will impact on the finances of SOES; reduci ity to
on debt (although it may also lead to them reducing or delaying capi

expenditure). However since most large SOEs are ultilities es are li f
less affected by an economic downtum, So far we have‘& ication l& :
result of the credit crisis the large SOEs are having difficlity-Caising debt, o ve to
pay significantly higher interest rates on their debt. ,

23. Ali of this means there is a need fo strike an iate Balance
structures between the incentives to perfor isks ofif

e di % pectives on the
n opti a levels, as that
j neamp failure, increases the
i aving to ask shareholders

24, Shareholding Ministers and SOEs are |j
appropriate balance. SOEs will favo
reduces the personal risk to dire
SOEs operaticnal flexibility, an
for additional capital.

25.  Without sustained and tive

side of having too litti their balafge shieets.
26. Increasing SOE il have/fisc fits to the Crown. it provides additional
it wishes, either on capital spending or to reduce
st of that cash not being available to SOEs to

cash for the G
gross core % :
@n from increased gearing could be significant,

would b 2ff gains rather than ongoing improvemenits, and might be

by the n o provide some equity to more highly geared SOEs in the
wndeﬂake significant capital spending.

asing SOE gearing should be undertaken as part of a strategy to
ified increase in SOE performance. The short-term fiscal benefits should .
side-effect, not the driver of the gearing policy. '

).

&)
&

Hs to influence SOEs o increase their gearing through Ministerial persuasion
d limited success. We suggest that if persuasion continues to be ineffective,
inisters should consider directing an SOE or SOEs to pay a special dividend..

29,

Ministers have never directed an SOE over dividends in the past. Such a direction
could undermine the Board's accountability for running an SOE, and so Treasury has
been reluctant to recommend this in the past. As part of wider discussions on SOE
policy we informally consulted two senior SOE Chairs on whether such a direction
would be appropriate, and received mixed feedback. One Chair said that capital
structure was quite rightly a matter for owners to decide and therefore he had no
concerns with Ministers directing an SOE on this issue; the other said that he would
see it as undermining the Board — in his view a good Board would have the
shareholder’s interests at heart and so should not need to be directed.

©

S
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Improved monitoring of SOEs is required

31.

Monitoring by officials

There are two aspects fo monitoring of SOEs:

. Monitoring by officials, on behalf of Ministers; and
. Public monitoring based on disclosure by the companies.

32. Monitoring by officials is an input into shareholding Ministers
and the views expressed by Ministers to the companies
not made public as it relies on commercially sensitive in

33. improving monitaring by officials requires better ana
benchmarking of SOEs against comparable com 3 & TOF
financial performance analysis in the busines ' d,in-the 1
performance reporting to Ministers, and in . g on S :

34. Monitoring is of no use unless it chang behavig . are improved
monitaring needs to result in clear p targ pectations set for the
SOEs by Ministers. Ministers als willi take action if these targets and
expectations are not met by th e N

35. There is an opportunity for g ement in monitoring of SOEs,
building on private secter: | i isted companies. Qur engaging
private sector equity | E valuations is an example of what can be
done here, althou of this-is degendent on the information the SOEs make
available to the i ()

36. Thereis als n of dent the views of Ministers and the analysis by
officials de pub& out compromising the SOE's ecommercial position.

Monitoring %{wh’c N

37. Pub itoring of SOEs/is currently very limited and is generally below what would

expected forpublichy listed companies. SOE annual reports and SCls currently

public scrutiny, analysis and informed comment.

e
ein ie rmation to enable an informed assessment of SOE financial
rformgn \We are concerned that this lack of public disclosure does not sufficiently

negd 1o be encouraged to improve the quality of their public disclosures. This will
, as, unlike listed companies, SOEs have incentives to keep information
heir performance confidential, particularly unflattering information. In our view an

criticism, is a strong indicatar of whether or not it is performing well.

SOEs should publicly provide greater analysis of their financial performance,
particularly an assessment of their performance against their previous targets (e.g. in
the SCl) and benchmarking against their competitors and comparable companies.
SOEs also need to provide more credible estimates of their commercial value on an
annual basis, so that changes in this value over time can be used to assess their
petformance. :

To promote public participation and review of SOE performance, the level of disclosure
should be comparable to large publicly listed companies. SOEs also need to make
greater use of less formal disclosure routes such as annual meetings, investor
presentations and public announcements of any material variances in expected
profitability. )

T2008/2368 ; Impraving the performance of State-Owned Entemprises Page 6




COMMERCIAL-IN-CONFIDENCE

41. Insufficient public disclosure by the SOEs could be balanced by greater public
dissemination of information and analysis by officials (subject to the commercial

sensitivity test).
: fo the SCW&
ighty’ﬁl%r

42. The other large SOE is Transpower, which is ar ad monop &Y;%to oversight
by the Electricity Commission. Transpower is 9 E pertfolio,
depending on whether revenue, assets or e

~ Which SOEs?

41. The level and degree of performance disclosure should be proportj
the SOE. Therefore improving the level of public disclosure abo
performance should be targeted at the larger SOEs: Genesis
Power, NZ Post, Landcorp and Solid Energy. Togsther, th i
around 87% of the total SOE portfolio by value’ (excluding XZ
an SOE but is not fully commercial).

These six SOEs made up 87.3% of total SCE revenue, 87.7% of SOE assets and 86.7% of
SOE equity for the year ended 30 June 2008.

T2008/2368 : Improving the performanca of State-Owned Enterprises ) Page 7
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Prote®ing and enhancing shareholder value

Kiwibank: Meeting with Minister for SOEs on 28 Jan }909
Date 27 January 2009 Priority ne
Security level Commercial: In Confidence Reference /P?P /A 808

Minister Action sought Dea ne
Minister of Finance Approve recommendations. m )\ 28 January fﬁQ'}\\> |
Minister for State Owned Approve recommendatig %VZB Jany: N
Enterprises
Associate Minister of Finance Approve recomum t\;m\/ 9
(Hon Steven Joyce)

\/ &)ksv 15 QUM
Report summary OKKE~chs

iwibank, Sam Knowles, on 28
had on 14 January 2009 with the

. The Minister for SOEs is meetin
January 2009 as a follow up to
Chair and chief executive of Ne

e The Minister for SOEs has asked Kiwi i on two issues: [[NotRelevant] |
| HKN etails of the proposal by N7 Post ta raise

$150-200 million yi aWue
. Given that the '( B2 qpéns outling )14 January meeting are primarily intended to fund

growth op iwibapk g/same time. preserve NZ Post’s current Standard and
Poor’s { . l Post cen gsked [[Withheld under s 9(2)(b)(ii)]
[ s unlikely to be prepared in tune for the 28 January meeting,
m&@é will pmh.ih! rovide an update on dcvc!opments,“Not Relevant]
$Cirthingha Manager - Communications, (Withheld under | First contact

Q rvices & Infrastructure - s 9(2)(a)]
=, W Fo, CMAU
Paul Goodhead\,” Senior Advisor - Communications,

Services & Infrastructure -
@ s CCMAU
commants

|“7- o ”"""""""_"'"""].-,'!Easc I'L'tl.l_ﬂ\ 'hIS dOACUI'nel'II to CCMAU V - '”.:'—."""—‘




Commercial: In Confidence : ccmau

Kiwibank: Meeting with Minister for SOEs on 28 January 2009

Purpose &

1. This briefing provides background information for the M SOEs’
meeting with Sam Knowles, chief executive of Kiwibank, 2009
introduction
2. At the meeting with the Minister for SOEs o uaIy, N7
- (amongst other topics) that it: ﬁ

0>
[Not Relevant] X\/
ROM A

b signalled an intention t 00 millioy
Crown to supplement a ebt-raisi $150-200 million, in order to
replace some currerfi deb und th ’

same time preserve the - (stable)
[Not Relevant] v ‘%ﬁ
4. Sam was not t the meeting on 14 January and the meeting with
uaxy es, scd to cover the debt-raising plan

/l \\>/b re depth.

) QW
@&@%@@
Q@

é/

[Not Relevant]
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[Not Relevant]

. %
NZ '\\mnding plans
: Post has indicated that the total required funding for its expansion plans
would be in the order of around $300million. However, because of the need to
preserve its S&P rating, this funding cannot be achieved through conventional
debt-raising in the marketplace.

funding route is a combination of a capital injection from the Crown

@ 12. NZ Post has considered various alterative funding options and its preferred
(~$100million) and a listed Hybrid Bond (~$200million).

13. The Hybrid Bond proposed is a long dated, subordinated and low covenant
corporate bond with no voting or convertibility (into equity) rights for the
holders. The bond allows the issuer to suspend interest payments for up to 5
years (these then accumulate and must be paid in full at that time).l

[[Not Relevant]
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Commercial: In Confidence ccmau

14,
)
15,
16.
)

Q@

[Not Relevant]

| The other

main feature is that there is a step up in the interest rate payable after five years
to incentivise the issuer to either re-market or redeem the notes — ans that
economically the bond can be priced as a medium-term rather @-tmm
instrument.

In effect the above features of the Hybrid Bond allow to gnise 50°

the proceeds as equity capital, which is positive for st’s overall cr
rating. However, to ensure it is seen as permanent-equity (by S&P senior

bond holders), any redemption or re-maxketmg )@
Vide some further
@ Tt @ new Hybrid

equity content is maintained. That is, it neeg$Hto
the issuance of new equity capital or r
There is therefore, a risk that the C
capital at the 5 year step up point, b

Bond, the Crown wants to retain ost cannot continue
with the existing bonds (at t We understand that
there are also a number of Post that would reduce
the possibility of a futuresgui at the step up point.

NZ Post’s advisor, ABN AMRO, believe would be considerably higher
interest in the o and therefs ncing advantages for NZ Post) if it is
listed on the d De ANY ZDE). Because this allows easier
trading of attracn or investors is heightened by listing. The
comp s of similar offerings by other companies
showi istifig is th for these types of instruments,
€ meri sting option, not just because of the marketing
ad €s for ut also because the extra market scrutiny will add
element accountabﬂlty and transparency to complement the

itori already carried out by officials.

would require NZ Post to comply with the NZDE listing rules,-

f these rules clash with requirements NZ Post needs to meet under

ta Owned Enterprises Act 1986 (SOE Act). NZDE's dates for publishing

and annual reports are about one month earlier than the dates for

ery to Ministers and tabling in the House of Representatives. Furthermore,

DE’s continuous disclosure rules reqixire ‘material information’ to be

communicated to the exchange before any other party (including shareholding
ministers).

Officials and NZ Post have explored these issues and our initial view is that the
potential hurdles- are manageable. NZDE has the ability to give
exemptions/waivers, and has indicated a willingness to consider NZ Post’s
situation. Indeed, the NZDE may be very willing to be flexible, given its
keenness to sce more SOE issues listed on its exchange. NZ Post has also
analysed ‘material’ events in the recent past to see which, if any, would have
been required by the continuous reporting requirement to be reported to the

A71808 ~ 27 January 2009 Page 4
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19.

20.

@V

-~

market before Ministers’. In all cases where we would require it, NZ Post would
be able to discuss the matters with Ministers and officials up to the point where

events became ‘sufficiently certain’ — this would allow ‘no surprises’
discussions, consultation, and feedback, as per the current practice,/Piscussions
would need to remain confidential (as they are now), unless made
public announcements (which it tends to do on all mat t ¢ not
commercially sensitive).

However, Parliamentary processes such as the Finan%x enditure Selk
Committee’s (FEC’s) Review may need to be carefully managed. Fot instance;

when Air New Zealand (which is subject to N. Exchange

to the FEC, specific instructions are sent to embersako hat can
and cannot be asked and answered witho ¢ Air Ne s listing

obligations,
n&g:‘ d in the way of
ages fox NZ Post. We would

@D E, particularly around
ual rep ; d it would be willing to do

Our conclusion is that reporting
listing, if listing has significant
expect NZ Post to negotiate
reporting dates for half-y
this.

NZ Post has also jrdfcated that it i g ongoing discussions with S&P:

throughout this flanning stage. [ N7\

[Withheld und<( 2@%} R <®)\>

Finall is a ch e%suance of'the Hybrid Bond could be portrayed as
sferri its equity interest to private sector bond holders.
Hs ey WE 1o

t
The Crown % 100% ownership of the shares in NZ Post

The Wf the notes have no control, voting or convertibility rights.

Ve , the public communication of this issue would need to be managed
¢ by NZ Post, and potentially, Ministers.

-

[Withheld under s 9(2)(b)()]

? These events include presentation of draft business plans to officials, quarterly reporting, negotiation

and set

up of Australian joint venture (Express Couriers Australia (Proprietary) [.td), Kiwibank’s profit

announcement, fair value adjustments to accounts, sale of Auckland Mail Centre site, pricing changes,
Commerce Commiission investigations, sudden falls in postal volumes etc.

AT71808
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24. In principle, officials supp:)rt NZ Post’s plan to use a Hybrid debt instrument and
to list that instrument, if its final analysis concludes that these are the best
options.

Consulitation @
25. The Treasury has been consulted and agrees with the contc\g@mn @
@ @

A71808 — 27 January 2009 Page 6
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Recommendations

26.  We recommend that you:

[Not Relevani] W

AN
B S
e</ ost’s %ﬁ\%\)twl—%id Bond for

¢ note that officials support, in pripe

debt-raising and also the listing u% instrume w Zealand Debt
Exchange, provided that all § s, caf)/be resolved sagisfactorily and there is
no diminution in sharehaddt infsters’ r powers under relevant
legislation

d agree that, should th d Bond seed (and, as this raises some
policy issues), then the Prime it Cabinet colleagues should be

briefed on these Tssues

(agree / di @ {
i

Minister of

agtee) (agree / disagree)
er for State Owned  Associate Minister of
ryrises Finance {Hon Steven

A
@@

nfristructure
CMAU

Joyce)
ote that, if required, CCMAU could draft an aide memoire on the Hybrid
Bond\issue for the Minister for SOEs in advance of the rcgular Scnior
inishery)prfeeting.  Alternatively, we could draft a Cabinet Paper if this

t necessary.

Hon Bill English Hon Simon Power Hon Steven Joyce
Minister of Finance Minister for State Associate Minister of
Owned Enterprises Finance

ATI808 - 27 January 2009 e
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cCmau

Recommendations

26. We recommend that you:

[Not Relevant]

L

R

s

c note that otlicials support, in prinei
debt-raising and also the listing
Exchange, provided that all i

no diminution in sharehoddi {nisters’ ri
legislation
d agree that, should th id Bond

policy issues), then the Pfime

briefed on tes
{agree/disag;f:@‘;ﬂ?)@ agfee /S disagree)

Minister of (3

tel

\@st’s Wd Bond for
th

instrume e New Zealand Debt
e resolved s ctorily and there is

gkt and powers under relevant

ced (and, as this raises some
Cabinet colleagues should be

{agree / disagree)

for State Owned Associate Minister of

Finance (Hon Steven
Joyce)

ote that, if%ed, CCMAU could draft an aide memoire on the Hybrid

pught necessary.

A

er - Communications, Services &
nfrastructure

CMAU
Hon Bill English on Simon Power
Minister of Finance Minister for State

Owned Enterprises

ATI808 27 January 209

BondNgsue for the Minister for SOEs in advance of the regular Senior
i eting. Altematively, we could drafi a Cabinet Paper if ihis

Hon Steven Joyce

Associate Minister of
Finance
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» Drive improved performance in the SOE po

folio ov
companies through: <§ ;
+ Stronger beards
ions

+ Clear and transparent shareholder expe.
« Consistent and robust performance r @s
* Robust feedback and clear consegdan

» Other related considerations:

O)
+ Commerce Committee recomrnendatior
* Leveraging of company sheets

* Reduce regulatory b

« Focus at the portf;::

)

t according to process
2P ure all directors have relevant skills and experience,
(_ especially appointees to major boards

$~ Strengthen identification and development of future
chairs

» Minister to meet with key boards (eg at business
planning time)

72
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Clear and transparent shareholder
expectations

discussions
» Require reporting on material

> Promote greater gearing (i
_special dividend

one off

oINS,

* [with Q?\/rdwﬁe’r sSQ@m |

2 JAU publish ‘league tables’ of performance data across the
@Promote listing of hond issues by the companies
> Continue valuation work on major SOEs

» Commission more analytical work (EVAs, benchmarking)

» Encourage boards to evaluate return on investment of recent major
projects notified to or funded by the Crown

> Encourage public AGMs and investor presentations by larger SOEs
» Expand anafysis and feedback by officials

CInaunxem, ... ¢




Robust feedback and clear consequenc 05

Ministers/CCMAU give more detailed/frank feedback (x

>

> Encourage public comment and feedback

» Minister to attend occasional board meeting, for@gs

» More direct engagement with key companies early in the’busin \/
cycle

> Periodically, laok at whole-of-portfolio : §
issues/projects

» Concentrate atfention more on hlgh

* Influence boards to put more p
and value-enhancing devel

-

B COIMIaL | o

Q‘

mlttee Recommendations — already
underwa :

¢ of the state enterprise portfolio by aggregating the data it
% sollects regarding the individual state enterprises.
/C—jge%ommendahon 2: That the CCMAU be asked to consider and
ort to the Government on ths publication of an annual market-
based assessment of the recent performance of the state-owned
enterprise portfolio, along with a current forward-looking valuation of
the portfalio.

Recommendation 3: That Statistics New Zealand be asked to report
to the Government on the possibility of including an analysis of the
state-owned enterprise portfolio in its annual publication of
productivity statistics in the market sector.

R comanl s o, 8




&

Leveraging of company balance sheet

st, a T~
A X
to their balanc

capacity for increasing gearing:

* Gentailers, TVNZ (not an SOE), Solid Energy,

> In principle, companies could make special divid
totalling $100+ million without inordinate str

sheets

» Therefare, we should expiore the feasipij
gearing/dividend from selected com

» The potential benefit of this:

> On paper, the following companies would appear to h

Ve 3

s %

O

Financial

) Negfideoanl)

Dividends available for other Cry

uses (\ :

% ydus the c nies ctivitias that
ganumm

Balance sheet used for funghing fi
projects &

Ensuregi\sﬁr\lj/amund new capital
projest salect

f ceman wmnsrn, . 9

% » barriers:
disposal processes
@ /(3% fficial Infarmation Act

Resource Management Act
~—/ » Commerce Act
> Set up cross-agency workgroups to explore
streamlining opportunities




Focus at portfolio level

etc)
» Focus some companies back to core bu&
> Focus maore attention on key compani
» Create medium-term Crown plan @em Wl
companies \
Transfer as appropriate @

Set up projects re overis

MRP

CLY Lb'h 12




Potential :l companies for the C :

> NZ Post

» Landcorp Q ]
» TVNZ %

> MRP

» Meridian Q
» Genesis
» Solid Energy @ @)

@Meridian

s>MRF’

» Genesls
» AsureQuality

LR TG 14
L A L1




Companies that could create long-term value
elsewhere in the economy: 7~

» CRIs

> NZVIF

-» Kiwibank ’

» KiwiRail )

» Kordia @\/ n —
> MRP @3 _

» Meridian ' x\-_-

» Genesis Q

> Transpower ) K
s

g ccrman | v N L

i ﬁ.-}‘ gfte.

cmau |z, L 1




[ ] companies:

LML

)

»

>

> CIAL

> PFL @

» Public Trust <>
» REANNZ x

L @‘Q’\Mﬁnder SC%ZZTGJOW I

KiwiRail
Kordia &

A -
: ‘a w -
<®d under s 9(2)(b)(i) and (g)(i}]

\Fﬁ




» SCI/Business planning discussions
» Qutlook letters
> Relationship management

10
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B4 N 83T T o
Ret: NZP-012/A72087 .‘ec"“’ NEESIYT T cembu N
vider:

Dormantcie @H 1519
‘ . s3fT1o

New Zealand Posti¥efhide Me!’nc]ir;\-re Potestial Debt Listing

on New Zealand Debt Exchange

¢ ohd crbanong Jatchalde e vadue

To Minister for State Owned Enterprises Priority Semi-y t\\7
Date 13 February 2009 Deadling }B) ry2Rng

Purpose Q L
The attached aide memoire contains background info n'te enable ya wief your
Ministerial colleagues on the plan by New A{ ¢ Post Ltd ( 4@ to list its
ExcKarigé (NZ #ould be the
»ye in order to replace current

Z Post is planning to use a
included in the aide memoire.

ill fecognise 50% of its valuc to qualify as
cIp NZ Post to retain its current AA- rating,

inst 16t a common vehicle for debt-raising, NZ Post’s

advi RO, ted that the issuc should be listed on NZDX, This

lowaccess to a biggerpool of potential investors, with the easier ability to trade

oduct, thus lowefing the risk and increasing the attractiveness for those
W

would increase the prospects of a successfu) issuc at a good

dntages for NZ Post, we believe that the extra market scrutiny will add
r ¢lement of accountability and transparency to complement the monitoring
ied out by officials.

; for NZPe
n prin qling is supported by CCMAU and The Treasury. In addition to the
g !

isting would require NZ Post to comply with NZDX listing rules, and aspects of these

les create some tension with the requirements NZ Post nceds to meet under the State-
Owned ECaterprises Act. 1986 (SOE Act) and the ‘no surprises’ policy. However,
officials and NZ' Post have explored these issues and we believe the hurdles are
manageable. The aide memoire outlines the potential hurdles, and the possibic
remedies.

NZ Post recognises that this would be the first instance of an SOE listing a debt
instrument on NZDX. Consequently, although this is an operational matter and
therefore a decision for its Board, NZ Post has sought feedback from shareholding
ministers on its proposal. [t is looking to promote the debt-raising issue in early March

A72087 - 13 February 2009 o Pace !
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2009 so that it will be ready to replace $75 million of current debt that is due to be
retired in April 2009.

You have indicated that you would like to consult with your Ministeria)_colleagues
concerning NZ Post’s plan to list its debt-raising, The attached ai moire is
intended to assist you in doing that. § @

James Cunningham Hor Sic m
Manager - Communications, Services @ for Sta ned\Enterprises

‘ & Infrastructure
CCMAU [Withheld under s 9(2)(a)] <

AT2087 13 February 2009  Page2
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Aide memoire concerning NZ Post’s possible listing of its debt issue
on New Zealand Debt Exchange (NZDX)

NZ Post’s intention and reasoning ; &
1. NZ Post is looking to Hst its upcoming debt raising ($15020 ion) on@

NZDX. This would be the first such listing by an SOE.

2. The prospectus would be published in March 2009 % ds raised w
be used to retire $75 million of existing debt (due to mature' in Apri(’2009) and

to fund NZ Post’s growth plans. We expect t ive a detaile usiness case

on these plans shortly. '
3. The issue will be for $150 million wit ion of @n extra $50

million in over-subscriptions.

4. NZ Post has selected a ‘hybrid
form is that Standard and P

he advantage of this
0% of the issue’s value

—

as qualifying as equity foratihg pufposes. i8\Will help NZ Post to retain its
AA- rating as company \gro ontin reliance on the Crown to
inject capital to preserv ratios, ess, the instrument is a debt
instrument, and nete~holders will 6 ity rights.

5. NZDX listi ﬁcant parketing, advantages for NZ Post (a more liquid
asset for i rs.arfd a wid @ or pool should result in strong subscription
at an ce for Ost)

6. There legislal iments to an SOE listing debt securities on the

ut ther important considerations that Ministers need to be
a of: '

0sal

a. e disclosure requirements under listing rules :
3 g%v % lacement capital covenant feature of NZ Post’s hybrid bond
@ A clause in the proposed bond terms that could, under certain

circumstances, affect dividends paid to the Crown.

% CCMAU and Treasury officials do not believe that any of the potential hurdles
are insurmountable, and we support listing.

8. The details of the proposed hybrid bond, and the implications of listing are

§ ‘described below. :

Description of the debt instrument
9. The planned instrument is a 30 year, low covenant, subordinated note with a
coupon step-up at approximately five years: '

a. ‘30 year’ — the long-term nature of the debt is one criterion that S&P
stipulates to qualify as equity

AT72087 — 13 February 2009 Page 1
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b. ‘Low covenant’ — relative to normal corporate bonds, there are few
default covenants or protections for bond holders

c. ‘Subordinated’ — repayment rights are behind other debtsholders, but
ahead of common stock equity holders
d. ‘Coupon step up at five years’ — at five years (and th i at each@

subsequent five year anniversary), the interest rat eby NZ Pt
increased by 1% above base rate. &

10. Other relevant features of the hybrid instrument include:

O X
a. Holders have no voting or control right

b. Holders have no equity convertibiti NS Or 1} Q
ne w1thhé@ a périod of up to five
\payment is-defe no distributions (eg
: alboutstanding interest has
- d be seen by the market as

c. Cumulative interest pa;

y years. However, if an i
dividends) can be

been paid. The wi

reflecting badly be expected if the company
was in dire financi ATHC ich case it would be unlikely to
beinap to declare di¥i

her than incur the step-up interest rate, will
five years) to either remarket the bond (on
ns), or ‘replace’ the instrument with either a
ent or with ordinary equity (issued to current
debt-holders). The purpose of the requirement for
brid instrument or equity is to demonstrate to the
that the bond represents permanent capital

possible unpllcatlon for the Crown at the step up time is that, should

N choose not to continue with the bond at the stepped up rate and
hybrid market softens, then the Crown could be called upon to
/ ject further equity into NZ Post. NZ Post believes there is little
ikelihood of a collapse of the hybrid. market, and in any case, it

@ considers a step up of 1% to not be unduly onerous (and in recent years
somc international issuers have chosen to continue at the stepped up

rate). Consequently, The Treasury does not believe that the small risk of

a further equity injection represents a formal contingent lability for the

Crown. It is clear that any equity injection would be at the absolute

discretion of Ministers, and NZ Post has several options available to

avoid this being necessary, if Ministers did not want to make an equity

injection.

The implications of listing

11. NZ Post would need to comply with New Zealand Stock Exchange (NZX)
Listing Rules, though the requirements are less onerous for listing on NZDX
than for equity listings. Nevertheless this creates a tension between the

A72087 ~ 13 February 2009 Paoe ?
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continuous disclosure requirements under the listing rules and the ‘no surprises’
policy. The main relevant obligations that are raised are:

a Matenal information — any information that affects the price of the
securities must be disclosed to the market before dlscloa@ other

person (including the sharcholding Ministers). Becgus ure is
limited to information that affects the price of the gec st of the
information currently exchanged between NZ fficial
Ministers is unaffected (eg routinc quarter} ce report
There may, nonetheless, be some occasions whe Minist recel
information at the same time as the et does (eg icted
litigation against NZ Post). It is not redict in & 1 the
possible situations that could arise, ost woul £ careful
to consider all the mformatlon ith Mini light of its

obligations under the hstmg

: blc for Yeperting on half-year and

DX than the dates needed

additional information
arlier dates.

b. Financial information —
annual reports is one me
to comply with the
-is also required.

12, There are a number of oth nditio information can be shared with

Ministers w1tho release to t .These include:
a W , rmatl t sufficiently certain’ (eg ‘no surprises’
0 s plans or planned acquisitions) and where

%@ entlal
confidential and commercially sensitive (eg
b smes%z1 rmed acquisitions)

@ neg i

¢. Where tions are confidential and incomplete (eg a planned

4, Waivers and exemptions can be provided [[Withheld under s 9(2)(ba)(i)]

|

=i
% | We understand that NZ Post will apply for appropriate

waivers.

15. One circumstance that would require specific attention is when NZ Post is called
to appear before a Select Committee. In the past, when Air New Zealand
(whose shares are listed on NZX) has been called to appear, The Treasury has
briefed committee members beforehand to ensure that they do not cause an
accidental breach of listing rules.

16. Because the hybrid bond has some equity-like characteristics, therc may be a
need to explain to the pubhc that it is a debt instrument. Equity is not bemg sold,
nor does this instrument ‘pave the way’ for it to be sold.

A72087 — 13 February 2009 o Page 3
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17. A final implication is that if other SOEs follow suit and list securities on the
NZDX, then pressure may come on the Crown (as the holder of material
information relating to those SOEs) to continuously disclose market sensitive

g 5

information.
Summary Q@

Advantages of NZDX listing Disadvantages of N, ;i =%
o W

2 D\
Marketing advantages for NZ Post, | Some extra adrdhistiative burden for
through access to larger investment pool | Post (and possibly for wfficials):
and easier transaction arrangements for %‘\\

-
investors. _ e <\7 m

7
Extra market scrutiny, adding to | Car v alttenti<%\}?&;odé«lJ to avoid
Sp

accountability and transparency and hesof rul tally since this is a
‘ complementing the monitoring done Xperien Z Post, officials and
) officials. N sters. m

x; > :
Opportunity for the nvesting p & The ligt the instrument will need to
participate in one of the large: E. d | be o the public.
have the ability to trade their inve t. ey
5

@@ ©\Q@ N
P
) @V

<o
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