ANNEX B

Mr Robbie Drummond
Group Finance Director

; Our ref:
Argyll Ferries Ltd AFL CV 07 /2013-14
The Ferry Terminal
Gourock Date:
PA19 1QP 18 November 2013
Dear Robbie

ARGYLL FERRIES LTD: MV ARGYLL FLYER PRINICPAL VESSEL

This letter is written notice that, in exercise of their powers under Clause 4.1, ‘Change to
Agreement Requirements,’ of the Public Service Contract between The Scottish Ministers and
Argyll Ferries Ltd (AFL) dated 7 June 2011, (“the Contract”) the Scottish Ministers hereby vary
the Contract to authorise the Argyll Flyer to replace the MV AliCat as the principal vessel on the
route from 18 November 2013.

Should AFL consider that this variation to the Services will affect the Operating Costs and/or
Revenue set out in the base case for the current contract year, | invite you to submit for the
consideration of the Scottish Ministers a notification in accordance with clause 4.2 setting out in
detail, with supporting information where possible, the impact the variation may have on the
above.

| am copying this letter to Martin Dorchester and Eric Smith.
Yours sincerely

DOUGLAS ELLIS
Ferries Contracts Manager

From: Ellis D (Douglas)

Sent: 16 December 2013 16:25

To: Threlfall E (Eileen)

Cc: Horn ME (Margaret); Hadfield RD (Richard); Linhart-MacAskill P (Paul)
Subject: Clause 4 letter draft v2- DE - 16 Dec 2013

<< File: Clause 4 letter draft v2- DE - 16 Dec 2013.doc >>

Eileen

As you know the Coruisk will be deployed on the Gourock — Dunoon service from the end of this
week (19" Dec) . This is being carried out under clause 4 of the contract. Please see

suggested draft letter to AFL. Grateful for any comments by Wednesday 12 noon.

We also need to issue a clause 4 letter to in respect of the replacement bus service as well as
the DFM;s request that the Argyll Flyer be flipped with the Ali Cat to become the principal vessel
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on the route. | would therefore be grateful for your views on whether we should issues a
separate clause 4 letter for each of these items or a combined one covering all 3 changes. .

Thanks
Douglas

A6789183

In addition, following a commitment you gave to follow-up a DGFAG request to switch the 2
existing vessels and make the MV Argyll Flyer the “lead vegsel” (year-round), AFL advise that
this can be done, although it will cost around an additionalﬁ year. You may wish to
discuss this further with the Action Group on Thursday.

Dunoon-Gourock Ferry

ISSUE: The Scottish Government is committed to ensuring a safe, reliable, frequent, commuter
ferry service between Dunoon town centre and the rail terminal at Gourock.

KEY POINTS:

e Short term measures to improve the reliability of the service over the coming winter,
including the possible deployment of the MV Coruisk, are currently being investigated.
No decisions have as yet been taken.

e It is disappointing that a replacement vessel for the MV Ali Cat has not been sourced but
the search continues.

e SG is committed to working with the Gourock-Dunoon Ferry Services Steering Group to
find long-term solutions for the route.

e Following the publication of the feasibility report we will engage with potential operators
and with the European Commission. Once feedback is received, along with local
reaction, we will be in a position to consider the way forward.

e SG’s aspiration is for a vehicle-carrying service on the Gourock-Dunoon town centre
route, that is compliant with EU State aid rules

BACKGROUND

1. There are 2 parallel issues (1) Reliability of Argyll Ferries Ltd (AFL) passenger ferry
service since it began in June 2011 and, (2) Local aspirations for the restoration of a vehicle-
carrying service on the town centre route. Western Ferries (WF), a private company, provide a
frequent vehicle and passenger ferry service from ports located a couple of miles from the town
centres.

2. The AFL service has been beset by difficulties (technical, presentational and political)
from the start of the current contract. Dedicated replacement buses run when both its ships are
off for prolonged periods, using the WF service. This ensures that effects of weather disruption
of AFL service are kept to a minimum. 90% of the costs of this arrangement are funded by the
Scottish Government.
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3. DFM has committed to finding a short-term replacement for the MV AliCat pending a long-
term solution for the route. Ministers are currently considering whether to purchase the MV
Gombessa and bring it into service on the route. DFM has also given approval for the retro-fitting
of a bow thruster to the MV Argyll Flyer. This will improve berthing ability and reliability of the
second AFL vessel. Transport Scotland have asked for this work to be carried out. Some local
campaigners are, however still focused on securing the MV Coruisk, even in passenger-only
mode, as a winter replacement vessel. No decision on this issue has been reached.

4. In November 2012 a feasibility study was commissioned on the Gourock Dunoon town
centre route with the vehicle-carrying portion operating without subsidy and the passenger-
carrying portion being subsidised in a manner compatible with EU law. Overall, the study
concluded that, given the assumptions made and analysis undertaken, a passenger and vehicle
ferry service is feasible. The study was published on Wednesday 3 July.

Paul Linhart MacAskill, Ext: |||l

1.2 Gourock —Dunoon
Lines to take

e The Scottish Government’s is committed to ensuring a safe, reliable, frequent, commuter
ferry service between Dunoon town centre and the rail terminal at Gourock including
searching for a replacement vessel for the Ali Cat. We have committed to further working
with the Gourock Dunoon Ferry Services Steering Group to find long-term solutions for
the town centre route.

e Short term measures to improve the reliability of the service over the coming winter,
including the possible deployment of the MV Coruisk, are currently being investigated.
No decisions have as yet been taken but available options are currently being reviewed.

e Looking ahead, this Government will engage with potential operators and with the
European Commission, who maintain a keen interest in ensuring we continue to work
within the parameters they have set. Once that feedback is received, along with local
reaction to the feasibility report, the Scottish Government will be in a position to consider
the way forward in the longer-term and look forward to further discussions with the
Gourock Dunoon Ferry Services Steering Group.

Background
1. There are 2 parallel issues — distinct but often connected:

o Performance of Argyll Ferries Ltd (AFL) passenger service since the contract for the
passenger-only service began in June 2011;

e Local aspirations for the restoration of a vehicle-carrying service on the town centre route.

2. The Scottish Ministers currently provide subsidy for the carriage of passengers on the
ferry route between Gourock railway station and Dunoon town centre (the “town centre route”).
AFL provide a half-hourly service using 2 passenger-only vessels, the MV AliCat and the MV
Argyll Flyer, chartered from David MacBrayne Ltd. This service replaced the vehicle and
passenger service provided historically by CalMac and latterly by Cowal Ferries, both DML
companies.
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3. Western Ferries, a private sector company, provide a frequent vehicle and passenger
ferry service between Gourock and Dunoon, from ports located a couple of miles from the town
centres.

4. The AFL service has been beset by difficulties (technical, presentational and political)
from the start of the current contract. Dedicated replacement buses run between Argyll Ferries
Limited’s (AFL) terminals at each town centre, when both its ships are off for prolonged periods,
using Western Ferries’ service. This interim arrangement has been put in place in response to
concerns over weather reliability of the AFL town to town centre passenger service. The
arrangement ensures, as much as possible, that the disruption associated with weather
cancellations of the AFL service are kept to a minimum. 90% of the costs of this arrangement
are funded by the Scottish Government.

5. Ministers led by Alex Neil, when Cabinet Secretary for Infrastructure and Capital
Investment and, since assuming responsibility, Nicola Sturgeon have committed to finding a
short-term replacement for at least the MV AliCat pending a long-term solution for the route.

Short Term measures to improve reliability - MV Ali Cat replacement

6. A sister vessel to the MV Argyll Flyer, the MV Gombessa, has been sourced by DML.
Ministers are currently considering whether to purchase this vessel and bring it into service on
the route.

Short Term measures to improve reliability — MV Argyll Flyer bow thruster

The MV Argyll Flyer is the more ‘reliable’ of the
two vessels used and as such an improvement in service should be seen following these works.
Transport Scotland have asked DML to carry out this work.

MVA feasibility Study

8. In November 2012 MVA Consultancy, together with The Maritime Group (International)
Limited, were commissioned by Transport Scotland to carry out a feasibility study of a ferry
service on the Gourock Dunoon town centre route with the vehicle-carrying portion operating
without subsidy and the passenger-carrying portion being subsidised in a manner compatible
with EU law.

9. The study explored the balance of costs and revenues associated with moving from a fit-
for-purpose foot-passenger service to an equivalent timetable delivered with passenger and
vehicle carrying ferries between the town centres.

10.  Overall, the study concluded that, given the assumptions made and analysis undertaken,
a passenger and vehicle ferry service is feasible. The study was published on Wednesday 3
July.
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