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Key to sections of the Official Information Act 1982 under which information has been withheld.

Certain information in this document has been withheld under one or more of the following sections
of the Official Information Act, as applicable:

[1] 9(2)(a) - to protect the privacy of natural persons, including deceased people

[2] 9(2)(b)(ii) - to protect the commercial position of the person who supplied the information, or
who is the subject of the information

[3] 9(2)(H)(iv) - to maintain the current constitutional conventions protecting the confidentiality of
advice tendered by ministers and officials

[4] 9(2)(g)(i) - to maintain the effective conduct of public affairs through the free and frank
expression of opinions

[5] 9(2)(i) - to enable the Crown to carry out commercial activities without disadvantage or
prejudice

[6] 9(2)(j) - to protect the commercial position of the person who supplied the information, or who
is the subject of the information; to enable the Crown to carry out commercial activities without
disadvantage or prejudice; and to enable the Crown to negotiate without disadvantage or
prejudice

[7] 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

[8] Information is out of scope or not relevant.
Where information has been withheld, a numbered reference to the applicable section of the Official
Information Act has been made, as listed above. For example, a [3] appearing where information

has been withheld in a release document refers to section 9(2)(f)(iv).

In preparing this Information Release, the Treasury has considered the public interest
considerations in section 9(1) of the Official Information Act.



3Dy SOLID ENERGY 4 |

Y . Coals of New Zealand

12 May 2010

Honourable John Key ’ Heceivad
Prime Minister of New Zealand

Parliament Buildings \S\sw 17 MAY 2010

Wellington

R = TP B

S 3llize of Hon Simon Powar

Dear Prime Minister
Proposal for an integrated national Natural Resources Company

Thank you for meeting us with your ministerial colleagues on 10 May.

Why is New Zealand’s natural resources opportunity so urgent?

Our proposal to you is straightforward. Our Business Plan (attached) is not driven by internal
asplrations to extend Solid Energy's business. It represents our conviction that New Zealand has a
short window of opportunity to achieve a major economic step change, with new export or import
replacement revenue of $5 - 20 billion pa by 2020 and $10 - 35 billion pa by 2025. Indirect economic
benefits would make the GDP step much bigger.

Major threats to this make it urgent to act now. Significant delay could lose this opportunity forever.

« Qur natural resources are potentially worth $5 - 10,000 billion or more ‘

« About one third is already reasonably defined, with production technology understood and available
= Production with minimal net environmental impact is proven, affordable and non-negotiable

« Markets are near certain within New Zealand (import replacement) and internationally

= Prices are strong and increasing with significant upside and minor downside risk

« Business case base value Is therefore highly probable and near bankable today

» Huge upside value is available from the other two thirds of resources that are probable but less well

characterised, with production methods and value-adding conversion technologies ranging from
mature to emerglng, and end market demand and prices that are near certain and strengthening.

These projections are substantial, but they define an opportunity that others have already achieved.
Without natural resources production Australia's GDP/capita would be similar to ours. Their resources
are no easier to develop than ours; most are distant from infrastructure and ports. Water shortage
makes exporting raw materials easier than processing to high value products. .

Our window of opportunity is short. We need to act urgenfly. Foreign owned or controlied companies
have already locked up many of New Zealand's resources, often just as a speculative option play,

We are already in the beginning of a transition to a world beyond widespread use of non-renewable
resources. New Zealand's resources can provide super-profits and ease this transition. But if global
resource scarcity leads to economic decline, demand and prices will eventually collapse. Alternatively,
if the world rapidly adopts new technologies, markets for our resources will dwindle. In either case our
resources would become nearly valueless, and New Zealand's one off opportunity would be gone.

New Zealand therefore has three primary objectives for our natural resources:

1. Accelerate development fo achieve a major economic step change
2, Capture the maximum possible value for New Zealand
3. Meet New Zealanders’ expectations for protection of our environment and national brand
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What are the key strategies?

Three core strategies need to be advanced strangly and immediately by “New Zealand Inc” to address
the threats, achieve these objectives and deliver the opportunity:

1. Accelerate development of the resources we already control
2. Secure other resources to preserve their future option value for NZ, not others
3. Bulild people and technology capabllity to be able to develop our resources ourselves

We are aware of many resource development options currently under discussion in New Zealand.
Most address only one strategy, or part of several strategies. None will deliver all three strategies.
Even a new National Olf Company, or National Natural Resources Company with restricted scope and
reduced synergles, would be limited by lack of initial capability, scale and funding and reduced ability
to secure top international partners, technology and external capital.

Synergies in development of different resources within an integrated resource company may occur in
any of exploration, production, conversion, markets, partners, technology, people capability, support
services, systems and asset optimisation. The figure below illustrates the depth of synergistic bensfits
between the different elements of an integrated resource business considering all these factors.
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Our proposed Business Plan for a fully integrated National Natural Resources Company delivers all
three strategies In full, and achieves the objectives with near-certainty at a base level and maximum
likellhood of the upside. The investment required and the risks to manage are exceptionally low
relative to the returns and benefits for New Zealand.

The Way Forward

We agreed in our meeting to summarise the way forward, recognising the issues discussed. A key
objective is to take accelerate actions that preserve future option value for New Zealand, and avoid
decisions or actions that preclude future option value. We have separated future activities into:

Group 1  Development activities that we are understand are acknowtedged
Phase 1 2010-2012 Core resource development aclivities we are proceeding with
- Phase 2 2012 on: Likely to proceed subject to further shareholder consultation
Group 2  Developments requiring further consideration and decisions
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As discussed at our meeting the following are the key areas of decisions by Government to accelerate
natural resources development and capture maximum vatue for New Zealand:

« Integrated national Natural Resources Company

» Allocation of Kupe and other Government-owned permits or production

» Policy and regulations on resource permit allocation and administration

+» RMA processes for major resource projects of high national interest

+ COZ2 credit allocation policy for new developments

» CCS regulations including pore space access, storage parameters, long-term liability

As agreed subsequent to the meeting with Minister Power, our Shareholding Minister, we will provide
by the end of May a detailed analysis of the strengths and weaknesses, benefits and risks of our
proposal for an integrated national Natural Resources Company. We will break this down by resource
areas so the interdependencies between areas and the merits of a fully integrated approach can be
considered relative to a similar approach but with more narrowly defined scope of business.

This assessment will include;

« assessment of NRC against other options to create a similar economic step change

» benefits and issues associated with each option, such as: fimeframe, cost and impediments to full
scale implementation, capability (governance, executive, technical, project development, systems),
industry position and knowledge, access to production, upgrading & conversion technologies and
partner capability, access to markets, synergies within portfolio, ease of access to external capital
on broad or project basis, and regulatory, trade, commercial and political issues and risks.

/
| frust this both reflects the general nature of our discussion, and also provides sufficient detail and
suggestions on the optimum way forward.

Regards

Y.

John Palmer

Chairman

cC Hon Bill English, Minister of Finance
Hon Gerry Brownlee, Minister of Energy and Resources
Hon Simon Power, Minister for State-Owned Enterprises




