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From:
To: ^MFAT: Phil Goulin
Cc: MATHESON, Alex (MEA); AUSTIN, Jonathan (MEA);  COOPER, Peter (PRO); ^OAG:

Bill Robertson; Fiona Ross [TSY]
Subject: RE: KSA Plan v12pc 3
Date: Tuesday, 3 December 2013 11:36:00 a.m.
Attachments: TSY comments_ Saudi Food Security Partnership business case (final).DOCX

Hi Phil
 
Thanks for sending this through. We are generally comfortable with the business case. A couple
of upfront points (the rest are attached in an annotated business case):
 

-          It would be good if future business cases came according to the Better Business Cases
template, which progresses through the proposal in a straightforward manner. This is
available on the National Infrastructure Unit website

-          In order to fulfil the Cabinet directive (‘MFAT to work w Tsy on the execution and
management of the contract’) we are considering involvement in the proposed Steering
Group. I’ll get back to you soon on this, but it would be good to know if you were
thinking of other ways to fulfil this directive.

 
Comment A5 of the attached is possibly the most important.
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Introduction

This paper outlines the proposed approach to designing and implementing the Government’s commitment to invest $6m in a demonstration breeding farm and operation in Saudi Arabia, in partnership with Al Khalaf Group, that will showcase New Zealand agribusiness capability and technology.

The purpose of this paper is to:

Confirm the strategic context and fit of the proposed investment. It demonstrates how the proposed investment is already assisting in rectifying the diplomatic issues outlined in the paper approved by Cabinet on 18 February 2013 (CAB Min (13) 4/7) .

Outline how New Zealand and the Al Khalaf Group are jointly developing a New Zealand demonstration farm and agrihub in Saudi Arabia for the benefit of both New Zealand and Saudi Arabia; and, 

Outline the proposed approach to manage the Government’s investment.

Strategic Context

For more than three years the Minister of Foreign Affairs, supported by Ministry officials, has been working to resolve a major relationship issue with Saudi Arabia which has spilled over into the wider GCC.  This issue has suspended ratification of the completed NZ/GCC Free Trade Agreement and threatened to poison goods and services exports valued at over NZ$1bn annually.  	Comment by Author: Spell out acronyms	Comment by Author: Use a different word: this could be easily misinterpreted. 

The problem stems from the grievance of influential long-term Saudi investor in New Zealand, Hmood Al Khalaf, about the imposition of a ban on the export of live sheep for slaughter and the effect this has had on his farming investment in New Zealand.

This initiative is central to our work to resolve this issue while pursuing a stronger relationship with the GCC (protecting and extending market access) and increasing agrisector export revenues in the GCC region.  The progress that has been made to date has been documented in a range of formal communications from our diplomatic network and related updates to Ministers.  The initiative has been significantly responsible for a normalisation in the diplomatic relationship between New Zealand and Saudi Arabia, which is fundamental to make progress with ratification of Free Trade Agreement between the GCC and New Zealand.

Saudi Arabia is the largest and most influential country in the GCC region.  It is a significant importer of New Zealand agricultural goods.  It is also increasingly becoming an important market for New Zealand’s services expertise.  At the same time the Kingdom is looking to invest in a range of food security initiatives, including in the red-meat sector.  The Minister for Agriculture in Saudi Arabia has advised MFAT that he is pleased with the direction that the New Zealand/Saudi Arabia agrihub initiative is taking, and advised that he will be watching its development with keen interest.

Commercial Partnership

A technical field visit of New Zealand private and public sector experts to Saudi Arabia was undertaken in April 2013 to gain a better understanding of Al Khalaf’s business and Saudi Arabian food security needs.  The participants identified the following key investment objectives:

Investment objective one: Research, plan and design a demonstration breeding farm and hub designed around a combination of Saudi Arabian and New Zealand on-farm best practices

Investment objective two: Develop a demonstration breeding farm and operation which supports Saudi Arabia’s food security objectives.  This may include the export from New Zealand of animals for breeding under a recently agreed animal export protocol.

Investment objective three: Showcase and promote NZ best practice, technology, capability and approaches representing best practice across the value chain

As part of the technical visit, a value chain assessment was undertaken of Al Khalaf Group’s current capabilities, and the proposed breeding operation.  This identified several areas where assistance and support from New Zealand would be beneficial to the development of the breeding farm and operation.  Based on the scale of New Zealand’s proposed investment, this list was further reduced to the core areas that were both critical to Al Khalaf Group and where New Zealand could provide a demonstrable difference. The areas that have subsequently been agreed with the Al Khalaf Group are: 

Animal performance and management

Nutrition management

Design and provision of technology and equipment

Governance and marketing

Cabinet has agreed that the $6m funding for purchasing New Zealand goods and services as part of the partnership will be met within the current baselines of the Ministry of Foreign Affairs and Trade.  Funding has been allocated for this purpose.

Management Approach

MFAT, in partnership with NZTE, issued via GETS an expression of interest for a lead provider to develop an agribusiness hub around a demonstration breeding farm and operation.  A selection panel consisting of NZTE, MFAT and independent consultant Chris Kelly (recently CEO of Landcorp) assessed the tenders in accordance with regular procurement procedures. Brownrigg Agriculture, a leading New Zealand agriculture firm, was been selected as lead provider. MFAT and NZTE are currently concluding contract negotiations with Brownrigg Agriculture.	Comment by Author: Should briefly explain rationale for selecting Brownrigg

MFAT undertook an internal audit of the procurement process following the selection of the preferred lead provider. This audit confirmed best practice had been followed.

The contract is being structured so that MFAT initially supervises the contract with NZTE taking it over following consideration by the NZTE Board at its February 2014 meeting. This collaborative structure is important to the Saudi interests as the discussions and understandings over the last few years have principally been with the Minister of Foreign Affairs and MFAT. 

The first milestone of the contract seeks the lead provider’s advice on the detailed design of the agrihub, and in particular how the associated work streams and technologies connect with Al Khalaf’s wider business plan, and with Saudi Arabia’s food security programmes.  This stage of work has been costed at $500K, with delivery targeted for the end of March next year. The detailed implementation plans for the balance of the Government’s investment will be considered and approved following this first milestone.

The contract will be overseen by a steering group consisting of MFAT, NZTE, Al Khalaf Group and the lead provider. 

Introduction

Cabinet Decision

The Cabinet paper CAB (13) 71 approved on 18 February 2013 (CAB Min (13) 4/7) provides the strategic context to the decision to make an investment in the agrihub in Saudi Arabia.

In regards to the partnership with the Saudi interests, Cabinet:

· noted the proposal to invest in a pilot agribusiness operation with Saudi Arabia as a means to resolve this dispute and form a long term food security partnership;

· agreed there will be an ongoing investment in the pilot agribusiness operation of up to $6 million for the delivery of services by NZ agricultural service entities, and that the $6 million will be undertaken in strict conformity with Government Procurement requirements;

· noted that the cost of these initiatives will be met from the MFAT baseline;

· noted that the procurement and selection of New Zealand firms and services to participate in the food security partnership will be done with agreement of the Saudi partners, MFAT, and NZTE;

· noted that any related proposal to export livestock for breeding purposes must meet existing MPI criteria and be the subject of an application in the normal way;

· noted that any export of livestock for breeding purposes under the partnership must be undertaken to achieve the effective relocation of breeding stock to Saudi Arabia for the purposes of shaping the new business model, and not to establish a new business in New Zealand in the export of livestock for breeding.

Background

In recent years, the New Zealand Government has been working with its counterparts in Saudi Arabia, and the wider GCC to better understand the food security needs of that region.  The recent launch of the NZ Inc GCC strategy by the Minister of Foreign Affairs outlines food security as a key area of focus.  This document is available at NZ Inc Strategy - Opening Doors to the Gulf Region. 

Annual goods exports from New Zealand to the GCC already exceed NZ$1.5bn and have been growing steadily by 10% a year.  Services exports are estimated at a further NZ$250m on top of this.  Aware that there is a finite aspect to petroleum based wealth, GCC countries have been seeking to invest to secure their post-petroleum futures.  Future food security is therefore high on the list of priorities, and New Zealand, as one of the world’s leading agricultural nations is a partner of choice.

That means more than just being a long term exporter of primary product to GCC markets, although food and beverage exports continue to grow at a great pace. It brings the potential for partnerships between GCC capital and New Zealand agricultural expertise to contribute to long term food security in the Gulf. 

One of the food security initiatives in Saudi Arabia is to increase the number of sheep, after seeing sheep numbers in the Kingdom drop from 12 million in 2008 to 8.7 million in 2012.  The Saudis also want to make the industry sustainable.  This will entail developing or importing technology, techniques, tools and expertise in diverse specialities including environmental protection, herd management, breeding improvement programmes and feed improvement.

The New Zealand Government has therefore provided up to six million dollars to be invested over the next two to three years to develop a demonstration breeding farm and operation which will enhance the capability of the New Zealand and Saudi Arabian red meat industries. A key focus of the project developing higher value products the Saudi market focusing on the Awassi sheep breed.

The intent is that the money will be used to develop or implement NZ agricultural technologies, techniques and equipment for the Saudi environment, in such a way that future business opportunities may be developed in Saudi Arabia and the states that make up the GCC region, and potentially into Africa. 

Demonstration Breeding Farm and Operation 

The demonstration farm and operation will showcase a breeding and fattening unit that produces product that suitable to meeting the tastes of the growing middle class in Saudi Arabia and the GCC.  While this will initially focus on opportunities for partnerships inside Saudi Arabia and the GCC, it is the government’s ambition that it has the potential to serve as a base for creating partnerships between New Zealand agricultural expertise and GCC capital in third party countries, especially in Africa where 60% of the world’s undeveloped arable land is to be found.

The farm and operation will be built in partnership with a group of long-time Saudi investors in the New Zealand red-meat sector whose investments and assets in transportation, farming, abattoir, property development, and retail in Dammam and Jeddah in Saudi Arabia are substantial.  The group’s main farm, near Dammam, (the site of the proposed demonstration breeding farm and operation) is a large one, into which major new investment is already being made around breeding livestock.  This is a commercial operation, and as such the New Zealand investment needs to demonstrate commercial benefit both to the Saudi group, as well as the involved New Zealand interests.

A group of New Zealand agribusiness experts visited Saudi Arabia 9-16 April 2013.  The purpose of the visit was to assess the opportunity for New Zealand.  The participants of the study tour included officials from MFAT, NZTE and the Ministry of Primary Industries and representatives of the following firms: PGG Wrightson, Sourceworld, AsureQuality, Deloitte NZ, Proand, Brownrigg Agriculture and Awassi NZ.

While further research is needed to understand fully the local conditions to ensure that any New Zealand solutions are sustainable and scalable, the experts suggested that the farm and operation should:

· Be assisted where possible by a New Zealand based research and development programme focusing on genetics and feeding of sheep adapted to Saudi Arabian conditions;

· Be designed around a combination of Saudi Arabian and New Zealand on-farm best practices;

· Involve and showcase in Saudi Arabia a number of New Zealand firms or technologies representing best practice across the value chain (genetics, nutrition, farm management systems and farm equipment, processing design and technologies and marketing were identified);

· Have staff capacity and capability to showcase the operation to interested business delegations;

· Leverage the  Saudi group’s brand, investments and expertise in both markets while providing a new sustainable business;

· Support Saudi Arabia’s food security and safety objectives; and

· Build awareness of the New Zealand brand and complement the existing chilled and frozen meat trade. 

Existing Arrangements and Business Needs

During the study tour to Saudi Arabia the participants developed an integrated breeding chain for red meat from New Zealand to Saudi Arabia – see the diagram below.  Using this tool we identified those areas where New Zealand could best assist Al Khalaf and developed their new value chain.



An assessment was undertaken of Al Khalaf’s current capabilities to deliver against their objectives.  This identified several areas where they required assistance and support from New Zealand.  Based on the quantum of the New Zealand’s investment this list was further reduced to the core areas that were both critical to Al Khalaf and where New Zealand could provide a demonstrable difference. The four areas that have been agreed are: 

Animal performance and management

Nutrition management

Provision and design of technology and equipment

Governance and marketing

Al Khalaf intends to build a processing plant next to the demonstration farm once planning consent is given.  They anticipate New Zealand expertise will be procured to design and build this facility.

The overall investment objective is to support the design and build of a demonstration farm and operation that represents best practice, and upholds the reputation of New Zealand Agri-business excellence - showcasing New Zealand on-farm capability, products and expertise in market generating repeat purchases. Potential areas of focus or value include:

		Investment areas (and examples)

		Explanation



		Animal Performance and Management

Animal selection, husbandry, welfare, performance

Genetics

Infrastructure development (i.e. feedlots)

Nutrition management

		This area focusses on the end to end breeding programme to meet a market specification. This will span a genetics programme in NZ through to a breeding and fattening operation in Saudi Arabia. This will be complemented by a nutrition programme developed for an extreme environment. A combination of NZ expertise and Saudi local knowledge will be needed to deliver a superior outcome.



		Technology and Equipment

Processing design and technologies

Tag readers

Scanners and scales

Agricultural technology

		Access to enabling technology will underpin the necessary best practice elements of the demonstration farm. Any technology will need to be coupled with the appropriate expertise for design, implementation and use of it to achieve the best outcomes on farm in Saudi Arabia. 



		Management and Marketing

Planning and project management

Farm management 

People development

Farmer selection and contracting

Marketing and branding

		Demonstrated ability to deliver this project between New Zealand Saudi Arabia is a critical success factor.  The project is part of sustainable long term business for Saudi Arabia will require capability and ambition to achieve this over the longer term – i.e. beyond the project funding horizon.





Assumptions

The following assumptions have been taken into account, agreed with the Al Khalaf Group and will form part of the deliverables under the agreement with the Lead Provider:

· A high level objective for Al Khalaf is developing a high-value red-meat product for the Saudi market, focusing on the Awassi breed of sheep.  This project will support that objective but it will not be a deliverable for the project.

· Land and major infrastructure to support the breeding operation will be made available by Al Khalaf

· Al Khalaf will assist with access to capability and people where required, and with the showcasing aspects of the project.

· It is expected that successful delivery will involve a range of services and products, ranging from sourcing and installing New Zealand technology and equipment in Saudi Arabia, to research, design, training and consultancy services.  We are expecting the Lead Provider and consortia to demonstrate the most effective emphasis and programme of work within the identified potential areas of focus.

Commercial Operation

The New Zealand investment in a demonstration farm and operation outlined in this document is part of a wider a Saudi Arabian owned commercial breeding, farming and livestock operation.  The design and implementation of any solutions will be done in close discussion between the Lead Provider/consortia and the Saudi interests. 

Broad agreement on how much of the proposed funding will be invested in what specialist areas will be assessed during the detailed design phase.  It is unlikely that all of the areas noted under the ‘Potential Focus Areas’ above, will receive the same level of focus or investment. 

A large farm property outside of the port city of Dammam, has been identified as the site of the hub and demonstration breeding farm and operation for these New Zealand technologies and capabilities, and is being made available to the consortia.  

It is anticipated that consortium will work with the Saudi interests to ensure that New Zealand agribusinesses can leverage off local relationships, networks and the physical demonstration of New Zealand agricultural techniques/equipment to win further business in Saudi Arabia and other GCC states and countries. The intellectual property of firms involved in the project will be managed via normal commercial arrangements.  

Breeding Protocol

An important part of the project is the supply of New Zealand breeding stock, focusing on the Awassi breed of sheep, to the Saudi Arabia farm.  To facilitate this, the relevant Ministries in New Zealand and Saudi Arabia have negotiated the necessary documentation and approvals for this to occur – this awaits signing by Ministers, anticipated to occur in the first quarter of 2014.  The Saudi interests are investing significantly into breeding infrastructure at the property near Dammam in preparation for the receipt of breeding stock, and the development of the breeding operation in Saudi Arabia.

Strategic Context

The investment proposal aligns to New Zealand's interest in pursuing a stronger relationship with the GCC. 

The GCC is a six member regional grouping of Bahrain, Kuwait, Oman, Qatar, Saudi Arabia and the United Arab Emirates. With a population of 28 million, Saudi Arabia is by far the largest and most influential GCC state.[footnoteRef:1] The GCC comprises one of the wealthiest trading blocs in the world. Qatar has the highest GDP per capita (US$102,000) in the world. Surrounded by the Arab Spring, GCC nations are utilising oil wealth to improve the lives of their citizens, as a means of ensuring longer term stability.  [1:   Saudi Arabia (28 million people), United Arab Emirates (7.9m), Kuwait, (2.8m),  Oman (2.7m), Qatar (1.8m), Bahrain (1.3m).] 


For the past three years the Minister of Foreign Affairs, supported by Ministry officials, has been working to resolve a major relationship issue with Saudi Arabia which has spilled over into the wider GCC. While this issue has, at this stage, suspended the ratification of the completed NZ/GCC FTA, the more serious problem lies in the threat to existing trade in goods and services unless steps are taken to resolve it.

The GCC is a region where:

Economies are growing quickly

Markets are maturing

Consumer demand for imported goods and services is high and on an upward growth trajectory

Economic indicators underline the importance of New Zealand securing a stable, strategic economic partnership on a par with other countries, and recognition as a supplier of choice. 

New Zealand’s exports to the Gulf region have experienced on average 10% growth per year over the last six years, compared with average growth in New Zealand’s total exports of 3.7% per year over the same period. 

New Zealand goods exports to the GCC already exceed $1.57 billion (higher than the UK and India) and have grown at an average of over 10% over the past three years. This reflects a recognition by both the Government and the private sector of the fact that significant effort could see these figures lift dramatically. The only new New Zealand embassy opened anywhere in the world in the last three years was established in Abu Dhabi, and private sector interests have also invested heavily in their presence in the Gulf. It is estimated that New Zealand exports to the GCC could double to $3 billion (half our current exports to China) in the space of five years if we can achieve an FTA.

The objective of an FTA with the GCC would be to move towards deeper economic integration between New Zealand and the GCC countries.  There at least three broad benefits accruing to New Zealand in pursuing FTA negotiations with the GCC:

		Benefit

		Description



		Removal of tariff barriers to maintain our competitive edge

		· New Zealand’s top two export items to the GCC, dairy and sheep meat, together account for an average of 80% (or NZ$554 million) of exports to the region over the last three years. 

· Although the GCC’s tariffs are generally low by international standards, New Zealand’s competitive edge, most obviously in agricultural products but also in New Zealand’s rising manufactured exports, could be eroded by agreements that individual counties in the GCC are reaching with a number of economies, including the EU, Mercosur , India, China, Japan, Australia, Korea and Singapore. Many of these countries are New Zealand’s major competitors in the Gulf region. 



		A platform to develop trade in services and investment

		· While goods currently dominate our exports, New Zealand has growing interests in services areas such as information and communications technology, education services, architecture and engineering services, consultancies, legal services, environmental services, and construction. Saudi Arabia and Oman are a growing and important source of international fee-paying students. 



		Reducing non-tariff barriers to trade

		· Longer-term, an FTA would also provide a basis for consultation to deal with a range of non-tariff issues affecting trade, such as Sanitary and Phyto-sanitary (SPS) measures (i.e. animal and plant quarantine, including food safety); and Technical Barriers to Trade (TBT) (e.g. standards, technical regulations and conformity assessment procedures). 







Importantly for the depth of New Zealand’s on-going relationship with Saudi Arabia, the investment proposal is aligned to Saudi Arabia’s food security goals.

According to the Economist Intelligence Unit, the six GCC states currently import 90% of all food products. High reliance on imports means the region is particularly vulnerable to price increases when supplies are interrupted.  For example, interruptions in supply and demand lead to shortages in food commodities and a surge in prices during the world food crisis from mid 2007 to mid 2008. 

Saudi Arabia is currently investing US$23.1 billion in food security initiatives, including a US$12.3 billion allocation to the development of the food processing sector.  

The proposal for a demonstration breeding farm is timed well with new Saudi initiatives to improve its food security.  The Saudi Agricultural Development Fund has, for example, recently launched an initiative to increase the number of sheep after seeing sheep in the Kingdom drop from 12 million in 2008 to 8.7 million in 2012.  They wants to make the industry sustainable with the preservation of natural resources while also developing the methods used by herders, breeding-improvement programs, genetic improvement, and feeding methods.

New Zealand’s best practice agricultural capability, and reputation for excellence, means that we are well placed to assist Saudi Arabia, and the wider gulf region, with food security initiatives. 

Commercial Focus

Investment Objectives

The overall investment objective is to support the design and build of a demonstration farm and operation that represents best practice, and upholds the reputation of New Zealand Agri-business excellence - showcasing New Zealand on farm capability, products and expertise in market generating repeat purchases.

To that end a technical field visit with key stakeholders was undertaken to identify the investment objectives and gain a better understanding of the business needs. The key stakeholders identified and agreed the following key investment objectives:

Investment objective one: Research, plan and design a demonstration breeding farm designed around a combination of Saudi Arabian and New Zealand on-farm best practices

Investment objective two: Build and implement demonstration breeding farm which  support Saudi Arabia’s food security objectives

Investment objective three: Showcase and promote NZ best practice, technology, capability and approaches representing best practice across the value chain

Potential Commercial Benefits 

The agrihub will enable the development of market demand for New Zealand products and capabilities by show casing New Zealand’s primary sector capabilities within market (initially Saudi Arabia – and progressively through the GCC states).  The programme will also contribute to stronger regional relationships with connections throughout the Saudi Arabian food value chain – through the promotion of Al Khalaf and his leadership role in the formation of a partnership and consequentially the development of closer Government-to-Government connections through contributing to Saudi Arabia’s food security.

While the potential commercial benefits will be considered in more detail following through the initial design phase, it is anticipated that benefits beyond the initial investment will arise through:

· Increased export revenues from sales of products and services by New Zealand Companies in Saudi Arabia initially then the GCC

· Increased services and product sales 

· Increased benchmarking services 

· Potential for IP licencing fees 

· Potential long term customer base

The first milestone of the contract seeks the lead provider’s advice on the detailed design of the agrihub (investment objective one), and in particular how the associated work streams connect with Al Khalaf’s business plan, and with Saudi Arabia’s food security programmes.  This stage of work has been costed at $500K, with delivery targeted for the end of March next year. The detailed implementation plans for the balance of the Government’s investment will be considered and approved following this first milestone.

		
Milestone

		Activity



		No

		Description

		



		1.1

		Al Khalaf Project Development, Oversight, co-ordination and Integration

		Work with the Al Khalaf Group in Saudi to gain a full understanding of their business within wider Saudi Arabia red-meat and food security industries. Agree with Al Khalaf the Agri-Hub priorities, scope of individual projects, and process and timeframe for design and delivery

1. Obtain background and commercial detail on farm, feedlot operations, processing facilities, retail outlets, staff, office and accommodation facilities available.

2. Visit facilities, agree Agri Hub priorities, scope, & plan for overall design and delivery



		1.2

		New Zealand Breeding Ewes 

		Design the export breeding ewe supply chain including export protocols, preferred ewe breeds/specifications, mating protocols, sheep procurement, quarantine and pre-export procedures and quality control. 

Cost the implementation phase of research and development for the sheep export project. This project will include writing full supply chain SOPs including  animal welfare; farm modelling; supply contracts; breeding logistics; design and installation of quarantine/ pre-export and sheep handling facilities, staff training.

1. Identify quarantine facilities required, identify animal numbers and breeds required, identify pre-export procedures and protocols, and mating protocols and timing.

2. Complete the preparation of supply chain standard operating procedures and budgets for the implementation phase for the live animal export phase of the project.



		1.3

		Awassi Genetics and Breeding

		Complete a review of current Al Khalaf breeding policies in NZ and Saudi. Design and cost a genetic improvement project showcasing NZ technologies including a NZ/Saudi Awassi progeny test programme

1. Obtain information on numbers and details of breeding ewes available in Saudi and NZ, timing of lambing, ram selection policies in place, main diseases affecting sheep in Saudi,

2. Visit the Saudi and NZ facilities to ensure suitability for a genetics programme, and identify additional facilities required

3. Design and cost the genetic improvement component of the project



		1.4

		Forage and Nutrition

		Complete a review of the current status of forage production and sheep nutrition in the Al Khalaf Group. Design and cost a research and development programme to improve forage production and sheep performance on Al Khalaf farms/ feedlots

1. Obtain information on animal feeds grown and bought in, cultivars and types grown and why, irrigated area available for cropping

2. Visit farms, facilities, and suppliers to identify composition of pellets, quantities fed out daily, storage facilities available and appropriate, and identify alternatives potentially available.

3. Design and cost a research programme to improve forage production and sheep performance on Saudi farms



		1.5

		New Technologies



		Identify new agricultural technologies (and preferred NZ providers) suitable for use in the Al Khalaf Groups farm and feedlots. Prepare a plan, and costing, to integrate these technologies into the Al Khalaf operations

1. Obtain information on stock numbers bred, farmed, and finished for slaughter, and electronic equipment in use.

2. Visit the facility and proposed demonstration farm location and identify appropriate potential equipment for inclusion

3. Visit key NZ suppliers and assess interest in participating in the project, and prepare costed workplan for project implementation.



		1.6

		Abattoir and Feedlot Design



		Establish feedlot and abattoir design and build requirements, e.g. power, water, effluent, materials. Identify preferred NZ specialist sub-contractors to assist.

Prepare costing to include detailed design work, provision and installation of specialist equipment/technology, supervision, commissioning and  staff training 

1. Obtain information on animal numbers and types to be processed, chilled and frozen storage required, water availability, waste water requirements, management of hides, offal, blood, and condemned product.

2. Visit the proposed abattoir site to identify local requirements for building, construction, construction company capability and availability, staff availability and training required

3. Complete detailed design, provision for specialist equipment, costing, commissioning programme and training programmes required







The detailed implementation plan and associated contractual milestones following the detailed design phase, will focus on investment objectives two and three above. It is anticipated that the majority of the New Zealand Government’s investment will be committed in the first 12 months following the detailed design phase, with any residual investment carried into the following year depending on the approval of the implementation plan.

NZTE and MFAT will work closely with the Saudi authorities, the Al Khalaf group, the lead provider, and the New Zealand firms involved, to that New Zealand agribusinesses can leverage off local relationships, networks and the physical demonstration of New Zealand agricultural techniques/equipment to win further business in Saudi Arabia and other GCC states and countries. The intellectual property of firms involved in the project will be managed via normal commercial arrangements.  

Management Approach

MFAT, in partnership with NZTE, issued an expression of interest for a lead provider via  GETS to develop an agribusiness hub around a demonstration breeding farm and operation. Brownrigg Agriculture has been selected as lead provider, and MFAT and NZTE are currently concluding contract negotiations with Brownrigg Agriculture.

The decision to contract with Brownrigg Agriculture was made following the open tender process, and involved a selection panel consisting of NZTE, MFAT and independent consultant Chris Kelly who was recently CEO of Landcorp.  MFAT undertook an internal audit on the procurement process following the selection of the preferred lead provider.

The contract with the lead provider is being structured so that MFAT, initially, and NZTE following consideration at its Board’s February 2014 meeting, will supervise the contract. This structure is important to the Saudi interests as the discussions and understandings over the last few years have been with MFAT. 

The contract will be overseen by a steering group consisting of MFAT, NZTE, Al Khalaf Group and the lead provider. 

Risk Management



A risk register will be developed as part of the contractual management framework developed with the lead provider and will be progressively updated as more detailed analysis is undertaken.  The shape of the detailed implementation plans following Milestone 1 at the end of March will enable a more detailed assessment of risks across the various integrated work streams.

The Gulf region always presents a degree of risk for businesses. The firms participating in this initiative will need to develop their view on how these risks might affect their business prospects.  As indicated above, this is also the approach that firms will need to take to managing ongoing risks and value from trading their intellectual property through this project.

The tight link between this initiative and good diplomatic relationships with Saudi Arabia, mean that ongoing Ministerial and diplomatic support, interest and visibility will assist in managing this country-to-country risk.

Sheikh Hmood Al Khalaf, and Al Khalaf Group, is a critical payer in the Kingdom’s red meat industry.  His relationship with the Minister of Agriculture is also critical to the success of the wider ambitions for this initiative.  In the Saudi system these Ministerial posts are for much longer terms than in the New Zealand system.  	Comment by Author: Player?	Comment by Author: Further explain relationship between Sheikh and Minister of Agriculture: what is the nature of this relationship (business, personal, familial)? The nature of the relationship should inform the risks section as it is a key factor to the success of the project. 

The contract with the lead provider is structured so that release of funding based on achieved deliverables and milestones (with progress payments as may be agreed). The contract allows for a managed exit process for either party.

Public perceptions about the breeding programme will need to be managed in discussion with NZTE, MFAT and MPI and relevant Ministers.

The table below outlines some of the high level operational risks and mitigants. As the detailed work plan is developed and approved, the risk register will also be refined





		Main Risks

		Consequence (H/M/L[footnoteRef:2]) [2:  	High, medium or low.] 


		Likelihood (H/M/L)

		Comments and Risk Management Strategies



		Saudi border being closed to animal imports

		High

		Low

		Risk of an animal health risk 

Mitigate: Al Khalaf are experienced in live animal exports and have the resources to manage  pre-export animal checks, resources on the boat and in country to manage any issues

The breeding protocol requires Saudi Arabia authorities to receive the shipment.



		The ability to scale up Awassi NZ’s production or source of animals

		Medium

		Medium

		Lack of interest from local farmers to shift their production systems 

Mitigate: Develop a supplier group with support and contractual certainty to support their transition and performance



		IP protection

		High

		Medium

		Benefits from investment are not attained because competitors duplicate our systems and capabilities

Mitigate: Processes and farming systems are easy to replicate but hard to apply, the focus is on continual refinement and development to stay ahead



		Threat of new competitors (entrants) in the start exporting restricting access to animals	Comment by Author: Clarify

		Medium

		Low

		New entrants to the industry could provide additional competition, and reduce the impact of this programme by decreasing our market share and therefore decreasing uptake.

Mitigate: Al Khalaf’s infrastructure, identity and experience provides an end-to-end capability that generates commercial efficiencies



		Security of supply of raw materials

		High

		Medium

		Reliance on suppliers of for supplementary feed to the farms 

Mitigate: This programme itself mitigates this risk by developing the crop and pastoral capabilities on farm.







Funding sources	Comment by Author: Please clarify this is operational funding and explain why

Cabinet has agreed that the $6m funding for purchasing New Zealand goods and services as part of the partnership will be met within the current baselines of the Ministry of Foreign Affairs and Trade (NZTE has indicated that it would contribute 500K of this $6m).  Funding has been allocated for this purpose.  



Supporting Documentation

The following documents are available to provide more detail and context to this paper:

· Draft contract

· Cabinet paper dated [ ]

· MFAT internal probity report on procurement process

· Procurement process documentation, including Expressions of Interest (Parts 1 and 2), and suppliers’ responses

· Draft breeding protocol 

· Initial project plan supplied by Brownrigg Agriculture as part of its response to the Expression of Interest (funding milestones have been modified during the contract negotiation process)
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Comment [A1]: Spell out acronyms 

Comment [A2]: Use a different word: 
this could be easily misinterpreted.  
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Comment [A3]: Should briefly explain 
rationale for selecting Brownrigg 
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[5] 9 pages removed



Comment [A4]: Player? 

Comment [A5]: Further explain 
relationship between Sheikh and 
Minister of Agriculture: what is the 
nature of this relationship (business, 
personal, familial)? The nature of the 
relationship should inform the risks 
section as it is a key factor to the 
success of the project.  

14   |   

[5]



Comment [A6]: Clarify 

Comment [A7]: Please clarify this is 
operational funding and explain why 
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