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THE TREASURY

Kaitohutohu Kaupapa Rawa

Reference: 20150008

19 February 2015

Mr Brendon Mills
thekiwiurbanexplorer@gmail.com
fyi-request-2405-aec83e2c@requests.fyi.org.nz

Dear Mr Mills

Thank you for your Official Information Act request, received on 15 January 2015. You
originally requested the following:

“Could you please forward me electronic (pdf) copies of any and all documents
discussing the closing down/scrapping of New Zealand’s railway network going
back to 1990.”

Following some correspondence with Treasury, you subsequently refined your request
on 24 January 2015. Your refined request was for:

“Any and all advice to relevant Ministers investigating the closure/running down
of New Zealand'’s railway network over the past 5 years.”

Information Being Released

Please find enclosed the following documents:

ltem | Date Document Description Decision

1. | 1 February 2010 | Treasury Report: KiwiRail Group Release in part
(KRG) Ltd: Long Term Strategy

We propose to release the relevant parts only of the document listed in the above
table, subject to information being withheld under the following section of the Official
Information Act as applicable:

° personal contact details of officials, under section 9(2)(a) — to protect the privacy
of natural persons, including deceased people,

1 The Terrace
PO Box 3724
Wellington 6140
New Zealand

tel. 64-4-472 2733
fax. 64-4-473 0982
www.treasury.govt.pz




| have decided to release the document listed above in full. Please note that this
document is five years old and as a result most of the information included in it is now
out of date.

Information to be Withheld

There are additional documents covered by your request that | have decided to
withhold in full under the following section of the Official Information Act, as applicable:

o 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.

Yours sincerely

7= (L
Fiona Chan
Manager, Governance and Performance
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1 February 2010

Treasury Report: KiwiRail Group Ltd: Long term strategy

Executive Summary

1.

_scope and strategy options have been suggested,

casible 4ltern
<gp§%@e natﬁ;gleHiQtz%

. The

A meeting has been arranged between Ministers English, Power and Joycegnd KRG
at 9.30am on 3 February 2010 to discuss KRG's strate Kp?ﬁnd the n@?

implications of this. This report backgrounds KRG's e otheyop iclﬁ%
available.
support. Vagl@temative
guire some

f which Id
Crown funding to implement (even closure). Ma-eption would b ‘i.bey to achieve a
level of ongoing profitability sufficient to d@%\h@ﬂmst of capitalemployed. We are
i Qf inancially attractive
e
t

faced with a series of 'least worst’ opti ther than
propositions. In addition, whilst K %ﬂ rogressiv lgv inedits information in
response to requests from ofﬁcial% i roms:me((;'S i stems, the data is
insufficient for comprehensive f ial i

KRG is not financially viable without substantlalé&v’%
al

i
I:haltlon is unlikely to change

alysis.
y %

quickly. @
KRG’s preferred plan is for a ten-year $4. Hi§ pital investment plan to produce an
enhanced national ne@?t, once ¢ ought to be capable of operating in a
cash positive mann(e% udjng ongo'ngxgbhﬁle and rolling stock renewal). This plan
calls for $1.323 bill ital fro lﬁe} n ($420 million of which Is for investment
in the two metropell tworks /? Iy'to be employed in the first few years of the
plan. The su c.%s he plan 2;\L;cate:d on very ambitious freight revenue growth
targets, and achlev S\a rgets will increase the risk of further Crown
capital bf(‘%/@ din fut%r 2 This might be over $700 million if freight volumes
i
[t

only ma ional Fre |=t\3 emand Survey projections (22% increase over 10
yearg)vather than KRG's projestion (111%). :

ativés to KRG's plan (see Table 1) are short lines options that

ne place (Short Line Option: closure of the rail ferry service)

0 e Option 2: closure of rail ferries and closure of the Te Kuiti to

! %fﬁ orth Island main Trunk (NIMT)). These two elements are
iyt

placecs:((
on sec %s
partlcu!arg% maintain and renew, and their commercial contribution is poor.

ing options would forego significant freight volume (about 30% of current
Vo i thé case of Option 1 and 40% in the case of option 2), which would transfer
t{%ﬂqe odes (mainly road). Both short line options would also include substantial
capital xpenditure (CAPEX) plans to renew and upgrade infrastructure and rolling
stock and KRG would ask the Crown for funding, though at a lesser level than for its
preferred plan. ‘

In declding what to do, Ministers will need to balance the Government's competing
interests in KRG's ownership, transport policy objectives and fiscal objectives.

If Ministers wish to make a decision based on purely commerclal grounds, no further
Crown capital should be invested, and the KRG Board expected to manage down the
business. This may still require one-off Crown funding to assist with redundancy and
make good/make safe obligations.

If Ministers wish to make a decision that takes into account broader transport
outcomesfobjectives, then a spectrum-of options is available, including:

T2010/98 : KiwiRail Group Ltd: Long term strategy ) Page 2
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10.

11,

12.

13.
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a. If the objective is to maximise New Zealand’s long term inter-modal transport
infrastructure options, then KRG's core plan should be adopted (following specific
refinement of funding amounts and timing). ;

b.  If the objective is to preserve rail services in areas of greatest commercial usage,
and at the same time minimise the Crown’s exposure to financial risk, the short

Lines Option 1 would seem to offer the best deal (particularly if a decision to
proceed with Clifferd Bay was made at the same time).
not proyide a-full
etwork, tVQ specific

Optidn 1 couldb tifled and
years cou d;\\; ovided to
h

nationdl, short lihes ongther options
es. %5
We see value in keeping future option ¢ possibly Qt@rovldlng funding to
KRG for specific projects that woul e\ clal for alter %_o tions, and phasing the -
n

option-specific spending later in t

We believe there is scope to sﬁot the c:y ntim and the timing of the Crown's

contribution to CAPEX, if K lart is ado N would lower the risk to the
ie\,lxg ample, the $232 million sought for

Crown, and ease short term ressures,
minor lines Is not centr (L: RG's plan, of the $420 million of metro
investment should b %e from th !63?1 7" If approval of the projects could be
broken into tranches eay riig com ng the low hundreds of millions per Budget
(this should be ble),this woul \&Q) e affordabllity issue from a Fiscal planning

point of view.

c. If the objective is to preserve future transport opti
commitment to KRG’s plan or preserving the &‘on
projects that are crucial to both KRG's plasyé%l\g
funded in the first Instance. Funding for, say, thre
KRG, with an ultimate decision regardi
dependent on achievement of agreed il

e

followin

0 ?b ore way%e all the main options ‘on the table’ by identifying projects,
ng and t% @ to all options that could be funded by the Crown over the
X

We reco @%} g-\ t the meé&ting-with KRG on 3 February should be used for the
s

To
T ocess and timetable for further work towards the decisions the Crown

@@ 0 make.

p egrown capital would be required to execute any of the options, any decision
@;}quire Cabinet approval as part of Budget 2010. Consequently, we believe it
wolild be inappropriate to give any commitment to KRG in the meeting on 3 February
2010.

C.

t1-3 y%
f%@j) efine information about alternative options to its preferred plan.

The process we recommend for managing this issue is as follows:

a. KRG be asked to request funding for projects core to both its plan and the shart
lines options over the next 1-3 years; - '

b.- A Cabinet paper should be drawn up by MoT seeking 1-3 year funding for agreed
specific projects in Budget 2010;

c. A timetable of milestone achievements should be agreed with KRG, covering
both project milestones and revenue growth targets; and

T2010/98 : KiwiRall Group Ltd: Long term strategy Page 3
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d.  Subject to achievement of these targets, the Crown should consider making a
final decision on scoping options at an agreed date (probably about three years

from now).

Recommended Action

We recommend that you:

Crown funding to execute;

a note that there are several options for the future of KR@ ich woyt qulre

over ten years;
d note that KRG’s revenue pro;ection e/a grow
would require KRG to substantiall its s

KRG is unable to achieve thls he sk tha
resulting .CAPEX shortfall, w e over $70Gmillion;

b . note that no option would result in a business cg% turnmg slg capital;
c note 'lhat KRG's preference is to create an e ancethnational
option would require a (somewhat scalabl investme

ﬂ\B\ ork,;and that this
up.lo $1,323 million

over 10 years, which
ational frelght market. If
n will be asked to meet the

e note that Treésury see value approa eps all scoping options ‘on the

table’ by funding spec
and setting a timetabl
performance miles (o}

ects that a Il the main options over 1-3 years,
d on achievement of agreed

f note that anyf quired %a ent the selected strategy needs to be
approved by s part é 2010, and as such Ministers will be unable to
give KRG out t Government's commitment in the meeting on
3 Febru and

g e\f?:u wouid ral briefing on Treasury's analysis.

Yes/ Yes/No.
nister of Fina Minister for Assoclate Minister of

State Owned Enterprises

James Cu;ingham

Manager, Sector Monitoring
for Secretary to the Treasury

Hon Bili English Hon Simon PoWer
Minister of Finance Minister for
State Owned Enterprises

T2010/98 : KiwiRall Group Ltd: Lo_ng term strategy
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Finance

Hon Steven Joyce
Associate Minister of
Finance
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Table 1: Comparisons of different options for KRG's future

regt

.ﬁgﬁ@
S}

©

D

Option Required Crown | Financial outcomes Other factors
Investment

National $1.323 billion $24.1 million annual cash Preservation of modal
network flow positive by year 7 options re port re-

(though cash negative alignment

again in years 9 and 10 Preservatio ail

an extra $250 million /\pllon if fuebpr

needs to be sourced-fg urge <'

replacement ralil f; PrOJngeH eis

equiv e nually to
700,00 1 million
Qek‘)b ds now and
f? <x§$ e thisin 10
| Jab creation in
/\O /& construction industry.
Short lines Unspecified but | Immediaté loss o Some redundancles
Option 1 (NI | likely to be wii ion of will occur, and some
network about $1 billioerEs i release of surplus land
unconnected j in Wellington and
to Sllines Creatlon $24.2 Picton will be possible
plus closure million negative
.of minor busl ar 10 (based
lines) fgures) orup to
% Amiillion cash positive
A tiistic growth
. &sau ptions are used)

Short lines </<? (ﬁbeciﬂed bm\ mmediate loss of $138 900 redundancies
optlon elytob illion of freight revenue, 200,000 additional
(unco 2% about $1 plus $8.2 million from truckloads pa on the

passenger, plus $38 million
‘churn’

Creation of annual $32.8
million cash flow negative
business in year 10 (KRG)
or $8.8 million negative if
optimistic growth
assumptions are used.
This option’s prospects are
greatly inhibited by the
| initial loss of volume.

roads (rising as
demand rises), mainly
long distance

Likely closure of
Hillside engineering
unit (180 jobs)

Closure of all
freight
operations

Approximately
$180 million for
redundancies,
make good,
make safe and
other
contractual
obligations.
Eventual
recoveries from
land sales?

Adverse impacts on Metro
in terms of bearing the full
cost of maintaining and
upgrading its portion of the
network

700,000 to 1 million
additional truckloads
of freight onto roading
system

4-4500 redundancies
‘Loss of rail expertise
and construction and
maintenance facilities
— further impact on
Metro.

T201 0!98 : KiwiRall Group Ltd: Long term strategy
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Treasury Report: KiwiRail Group Ltd: Long term strategy

Purpose

14.

15.

A meeting has been arranged between Ministers English, Power and Joyce and KRG
i

at 9.30am on 3 February 2010 to discuss KRG's strateg c?%%n and the furg

implications of this. This report analyses the future op Z(iwiRah RG),
both in terms of its business scope and the implicationfo n fundi ﬁe eport
tives.

evaluates KRG's preferred business case, but als s@a plausib{«;}é\@
A%

Because of the Budget implications, the final decisi ill need{% en to Cabinet

16.

The primary choice

for approval. % %
The determinants of KRG's future @ ,&\@
C@

Essentially the key determina @t} 's future
decisions that the Crown m b%é tfundin‘
available to KRG. Thisis b&s (<} g
scenarlo) Is insufficient ver both operating

and upgrading its nefwofk, yofling stock id fern

W

ests outside KRG. The
ermine the scope of business
commercial revenue (under any
costs and the full costs of maintaining

its abili

y assets. It has no capacity to raise
commercial debt, eryice that d

Diagram %(g\f}:);e curr@i etwork, and its component rail lines/corridors.

17.
Further % d on KR t business Is given at Appendix 1.
18. The ision ab U@} ness scope is whether to: -
i

@in ana og\a etwork, or

: %:establi A .\r@i unconnected regional rail businesses.

on why this decision Is core Is because the national business is

depends o costly connecting elements:

° North Island Main Trunk (NIMT), and spegifically the streich of rail over the
@b ntral plateau between Te Kuiti and Marton. This link is a ke¥ enabler for two
siness unils (Kombi and TransScenic’s Overlander service)' but is of limited
importance to other trading units. The corridor does not eam sufficient revenue
to cover the current level of CAPEX on infrastructure (about $50 million pa), let
alone make the improvements to reliability and transit times needed to make the
- corridor competitive with road (in excess of $400 million).

° The two rall ferries. Rail ferries are primarily needed for inter-island Kombi freight
(and for the transportation of rolling stock between islands for service flexibility
and maintenancefreplacement). There are no longer any dedicated suppliers of

Kombi Is the point-to-polnt domestic freight forwarding business. It essentially competes with trucking (and provides an
overload capacity to truck operators). It Is a significant loss-maker (see table 2), though Its considerable contribution to
shared Infrastructure costs would need to be reallocated to other units if this business was discontinued. Overlander is
the Auckland to Wellington passenger service (essentially a lourist service). This service operates at, or close to break-
even, but represents In Insignificant contribution to group revenues.

T2010/98 : KiwiRall Group Ltd: Long term slrategy Page 6
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rail ferries, so replacement (Aruhura is due for replacement in 2016, though KRG
believes that this could be pushed out to around 2018) will be costly (estimated at
$180- $250 million per ship). The passenger/vehicle ferry traffic would continue
(as this Is profitable). :

20. Elimination of these two elements would conceivably improve the financial equation for
the remaining trading units. The degree of improvement would depend on:

- how much cost could be eliminated directly by remoyal of one or both elements;
- how much additional cost would be transferred on l\&mainln di nits

by the loss of Kombi and Overlander services;
gthrough Io:@é ‘national’

o

‘ Q
- any additional costs associated wi t};) ption toTol @ ock movement
between parts of the network on ered. %Q .

Secondary decisions @

21. There are a number of seconda aelsions th tﬁ\ﬁ‘e ; follow on from the core

decision above. These dec%s’l Q IVcontribu &5 overall financial picture, but to a
{

- any loss of other revenue in remaining busée%
connections; and

considerably lesser degree nation egional core decision. These

secondary decisions in r%ﬂa-
- retention or I@%&?]ec&a ranch lines?; and
. retention @ of sele@ t rail services (Tranz Scenic).

&

2 Theminor lines are located in Northland, Stratford to Okahukura, North Wairarapa, Napler to Gisbome, and Ohai.

T2010/08 : KiwiRail Group Ltd: Long term strategy Page 7
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The main options*

22. The main-stfafggic options fi are as follows™:

a estment t n%@he current natlonal network to maximise commercial
me (KRG'swprefefred plan).
t

b~ Improv | network minus minor lines (also considered as acceptable by
KRG; t breferred). '
c

ta-Rlorth and South Island rail operations (i.e. discontinuation of the rail
rvice, and closure of Picton to Christchurch line) — Short Lines Option 1.

@Z fes of separate regional rail lines (i.e. closure of rall ferry service and
verance of the North Island Main Trunk (NIMT) between Te Kuiti and Marton) —
Short Lines Option 2. . :

e. Provision of short-term 'survival’ funding on an ad hoc basis to maintain an
agreed scope of business (national or regional).

f. Closure of all rail services except Metro (passenger commuter services in
Auckland and Wellington).

g. Closure of all rail services.

There Is a further possibliity, but this is more a risk to be avoided. This risk Is that an underfunded, undisciplined or

3
*game-playing’ KRG continues o muddle through but periodically seeks emergency financial support from the Crown to
avert crises (e.g. catastraphic infrastruclural failure, unsafe equipment elc) that threaten closure of key services.
T2010/98 : KiwiRail Group Lid: Longterm strategy - Page 8
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23. Of these options, a and b are considered acceptable by KRG in its business plan. It
views all other options as value destroying and leading to the demise (sooner or later) -
of KRG.

24, Treasury's analysis below recognises the feasibility of options a and b. We also
consider options ¢ and d as plausible options. The closure options are not considered
in any depth, and option e would in some way be the worst of all worlds - requiring
investment to keep the network and services functroning but without the cerfajnty to
attract long term commitment from major customers. &

Comment on data

25. KRG has provided comprehensive descriptlonS@% jections for itstp rred
solution, but insubstantial information regard tﬁ er optlon‘;nl us officials
have repeatedly asked for more full information) but that provid s been selective
and late. w

26. Treasury has therefore done its ow nd es @ased on a variety of
documents (varlous KRG plans a ris, commi {é\ search etc). But some of
this information is inconsistent diﬁer Iﬁermg categorisation of
costs and revenues etc), and EK%J le counti Ission) is inevitable because

. of the complex inter-relatlo%h\l
data has been sufficient for

aw bro

27. In 2009, CCMAU, t and Mo issioned Deloitte’s to lnvestrgate and
. analyse avai!able G s bu: ﬂ ans and cost structures. Although
Deloitte’s work on old tlon than KRG's current proposal, we have
found its report nput to and analysis. Deloitte’s report helped to
establish th ponents OrK 's vanous product lines to Inform us about their
_ individual ns to % business, and in particular:
° the board r-pricing of services, and failure to recover their full
%@: potentia llity of bulk and IMEX services.
The chip I er—performance of Kombi (which KRG believes to be fixable).

o @g timisation of Interlslander performance brought about by the need to
'r\}n rail decks (which contribute less revenue than vehicle space).

chmarking in Deloitte’s report also corifirmed that KRG does not appear o
late’ its safety, maintenance or renewal projects compared other rail operators
around the world.

g@

20. Placed alongside KRG's line by line (geographic) approach to costing and revenue, this
has improved our understanding of the dynamics of the business, and informed our
views abouf available options.

Note about financial analysis using net present value methodology
30. The most conventional way for businesses and/or their shareholders to determine 1he

best financial option amongst several, is to compare the Net Present Values (NPVs)” of
each option, and generally the option with the hrghest NPV is selected.

The NPV is obtalned by taking all future cashflows and converting them into today's dollars, by using a an appropriate
discount rate to reflect the time value of money. An NPV above zero creates value and one below zero destroys it.

T2010/98 : KiwiRail Group Ltd: Long term slrategy ' Page 9
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31. However, in the case of KRG, we consider that all the eptions will have negative NPVs,
demonstrating that the Crown would not invest in KRG for solely commercial reasons.
The challenge is to minimise value loss, whilst achieving other objectives, such as:
° Using the capacity of rail to manage freight congestion, safety etc of roads.

o Ensuring modal flexibility to provide_ options re port re-alignment, fuel price

hocks etc
° Supporting export-earning industries wit'ﬁ a cost<€f c{@rans‘po %.
32. The difficulty for KRG s that Its NPV of options outits o flows, not

about the entire net position of the'Crown. For e, under the ¢ option, it is
almost inevitable that the Crown would need ore on o\ Ir?a\ infrastructure

due to the extra freight volumes that the S té}l ays would néedto bear. These
cash outflows for the Crown are not, and/Gan |noor to any KRG NPV

 analysis. @ @

KRG's preferred solution: Enhaiice atlonayq @er

33. KRG submitted a new bu és\plz)n toM ofF cials in December 2009. This
advocated retention of Ional rail ported by a capital investment plan
of $4.110 blllion ove to lmpr bl ity and transit times to a level needed
to boost competitlv e mves uld require $1.323 billion of Crown capital
injection® (front- ’@ the e | with the remainder funded internally by
KRG from the éﬁe uplift i ue (volume and price) from the improved
services ma e by thjs-In ent.

34. Table?2 funding s plit. .

35. Ws the | te%«?iming of Crown capital.

36. hows t Cg@pnonly areas for capital spending identified by KRG.

37. Th main f RG's plan are as follows:

a n of the national network (less any mothballed or closed minor lines
ld not prove their viabllity within a three year period).

e pronged set of steps:

o Improve Ihe network and rolling stock and boost productivity within the
business;

o Build volume on the foundation of a more competitive service; and

o Increase the yield from services via more realistic pricing and better
commercial contracting.

§ $420 million of this funding is included in a separate bld concerning Metro services that share the nalwork portion where
this investment would be made. Consequently, the net rail freight funding from the Crown would be $903 million. The
fallure of either bid would have consequences for the other.

T2010/08 : KiwiRall Group Ltd: Long {erm strategy Page 10
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° Apply the Crown's capital to upgrade sbeclfied areas of the rail network (i.e.
‘below rail'’) and employ KRG earnings from operations to fund network
maintenance and (most) renewals, and all new rolling stock investment.

o Aggressive investment to renew and upgrade the network to establish
competitive standards of reliability and transit times, particularly on the North -
Island Main Trunk ($637 million would be spent on the Auckland to Christchurch
corridor).

° The Crown's funding would be concentrated in th %ears of th kﬁ'b
create a network capable of competing for busin e key
particular, the NIMT is seen by KRG as key).

° Freight revenue would be expected to Ince/&%&v 111% over?%a\rs (see
table 4), based on a mix of volume a easury'’s ment on the

achievability of this sizeable uplift is :g%irdjn the co action below.

e  Overall, KRG would start to be Qwe fro ‘@N th the exception of

2018/19 when a $250 million vestme esult from the need to
replace the Arahura ferry. T urplus ot be sufficient to cover
the cost of capltal neede e usmess.
Table 2: KRG's business plan: ﬁ@ breakd
\5 '
A <Ob i
Totak CAPRXIdéntified In KRGS preférred Plan 4,110
Already App(/ tgcfé(o\wﬁ Fundmg{v@:d;g%ppmved metro funding) -55
CAPE e\ nded 4,055
Fun S's Earnl erest, Taxes, Depreclation and
<d ?})\\5 %&? (EBITDA) - _ “Lf82
@eis L}/CAPEX (Lonered %%eparata MoT paper and funding bid) =420
{/> \ Fre;ghke}/ CAPEX Funding Required 903
%Source MoT _
Note illion above refers to the tagged contingency that was created in
case revenue shortfall this year. Itis tagged in the between- Budget capital

cont ut would still require appropriation by Cabinet.

N % KRG also has $405 million of Crown debt, which it has not mentioned In its
plan. Of this debt, $170 million matures in the next twelve months and $80 million in
the following year. This debt either needs to be repaid (unlikely), rolled over (which will

_ require Cabinet approval) or conversion to equity (which would also require Cabinet
approval). This debt is at risk, irrespective of which future option is selected, but it is
nonetheless a financlal cost that needs to be accounted for in the Budget
considerations.

T2010/98 : KiwiRail Group Ltd: Long term strategy Page 11
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Graph 1: KRG’s business plan: Timing of Crown capital employment

i
: KiwiRail requested Government Annual Contribution to NetWork

: CAPEX ($m)

" cumulative CAPEXEe?l;r;e'\n:ﬂnt $903-.9m

sz i N 5 ] ‘éziv N
" N \Kl\t

-100 L <5 R
2011 2012 2013 2014 /10\45@96 2017 @m 2020
o /\%\>

I{/ation of CAPEX

: Lo
Project 255 Y g Cost $ millions
Improvements of the to Chri?{% horoute (including | $316
the ‘throats’ at Wellingten dpd Aucklan
Catch up for the né\%ghwrown'géofnfﬁﬁutién) $600

Minorlines ( ~C“ RSN $232
Metro Neggrk\ ss (i \et\qﬁé\n\\gap between what is| $310
contributed.f G‘e ewals by th ions, and what it costs)

Other (prﬂ@l{fﬂeﬂ) projects $150 approximately

S@( G's bu n.
Tab@@ojecte?d(t%% svenue increases

$000s {1 XVear 1 of plan Year 10 of plan % change
Bulk freight’ &~ | 125,201 221,896 77%
Kombi (Domestic) | 72,647 174,469 140%
IMEX_N\.Y{ 02778 213,130 130%
Tota{l \\Ni‘eight 290,526 612,849 111%
reve S€>

Source: Based on figures in KRG's business plan.

Note: The National Freight Demand Survey (NFDS) published in October 2008
predicted that the total tonnes of freight moved by all modes in New Zealand would
increase by about 2% pa, or by 75% over a 25 year period from 2006.

Comment

38. KRG is confident that this option represents the best plan. Its plan identifies the
. enhanced national network as delivering the best outcomes in terms of revenue
generation, operating profits and asset value retention. Its figures (see Table 5)
support that view, but not compellingly. Considering the additional investment (and its
_associated risks), the national network does not appear to deliver markedly superior
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returns. KRG's argument is that the cumulative build of profitable scale from the
national network option will enable it to become cash positive, whereas it does not
believe the other options will become cash positive.

Table 5: KRG's comparative fig_ures for alternative options (Year 5 figures).

Option Revenue ($|EBITDA ($|CAPEX ($|Net cash ($ | Asset wiite
millions) millions) millions) illions) 0 a%billions,
> 1
National 953.1 225.4 391.9 166,5)
network ' (S K/

A
Short lines | 726.4 215.1 309.2 (94.2) ~1.6"
Option 1 (NI | §>
network | ‘
unconnected ' .
to Sl lines
plus closure @

of minor ,
lines) (\<§

plus closure

of minor /&)
lines) :

N N
Source: KRG bn Q\)
Note: <\Dﬁ'n of redundant assets Is regarded by KRG as a significant
conside t easury's vie *

Short lines | 676.6 177. 269.3 /. ~[192.0) 2.2
opton 2 , X
(unconnected
regional lines
M

at these write-downs represent assets that are

unsellable brldge tunnelsylocomotives) except to someone buying the rall

bu i nseq l\th;a repres_ent sunk costs where the dollar value of the ‘loss’
t a

ing !nt
39. ets co % t the sizeable revenue projections (in excess of 100% over 10
in excess of general market growth) can be achieved. An
unspeci oPIJ jon will be contributed by price changes, but, presumably the
majorit o ilft is from volume.
40, Ik nd IMEX projections are based on known plans/projections of major

F\e > With Kombi, KRG feels that the business has considerably

5;;: rformed its potential, and that it can right that underperformance. KRG
beheves it will achieve this via a mix of business focus, service improvement (rehablllty
and transit times enabled by investment), more commercial pricing, and
collaboration/partnership with freight forwarding customers. KRG also sees rail and the
national network well placed to take advantage of any re-alignments of the nation’s

ports.

41, KRG places a high (but unquantified) national-interest value on the preservation of the
national rail network to retain future options for a national altemative mode of transport
to road (and one that is less vulnerable to fuel price volatility). With the transport sector
contributing significantly to both the domestic and the export sectors, it argues that rail
is lmportant to the national economy as well as to its own organisational fortunes.

T2010/98 : KiwiRail Group Lid:. Long term sirategy Page 13
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Comment

42. We believe KRG's projected volume uplift is very ambitious, and the downside risk is
significant. Recently, volumes have declined (due to the economic downtum and
eroding service performance). KRG and its Crown-owned predecessors do not have a
good track record of delivering to financial plans.

43. Similarly, we accept that yield uplifts are possible (based on current rates being 42%
below the equivalent depot to depot road rates), aided by the extra value of greater
reliability and speed, and the reduced costs associated with improved reli b’iqﬂy.
However, rail's primary advantage is lower price, so it ble that th 330\}/(,1 be

i ay be

significant customer resistance to price increases, a nefease in i
partly offset by reductions in volumes. &J
44, Table 6 represents Treasury's estimates of the consequences f KR.Q plan if
revenue does undershoot KRG's projections. KIB
@ved

Table 6: Consequences on KRG’s plan if K@@l plift i

fa
i N
yoars, 1

Revenue Total frejght NSBITDA Shortfall in funding
assumption revenue . \tg)r/ CAPEXY - | for CAPEX
' (years -49-P10 aggrey compared to plan
aggregate $ milli (years 1-10
$ million * § aggregate)
Pl : $ million
As per KRG plan 4,588,936) ) 2,183,598 -
Plan less 20% 3,874,348/ (11,728,705 458,893
Plan adjusted for ‘e@d 479,721 703,877
growth at NFDS % @
levels %

(\
R —-
Source: @ﬂalculatﬁ%&z on KRG figures

No ? sumed non-,f@%venues, costs and CAPEX are unchanged and therefore
excl e

om this ta
@ﬂ@ ssum %r\’a[ |8 cosls associated with revenue is the same as currently (i.e.
irgct costs a@ r Bulk and IMEX and 60% for Kombi; indirect costs average 5%)
45. From thg'l %Q]umn In Table 6, It Is evident that an undershoot by KRG on its revenue
projeoti % uld conceivably lead to funding shorifall for CAPEX of perhaps
$4-7 O\a ioh. Given that the Crown’s contribution to CAPEX is directed towards the
e@% of the plan (before any undershoot may be fully realised), this means that
th cial risk to the CAPEX programme falls primarily on the Crown. Itis likely that,

in
inetﬁe'g/ent of a revenue undershoot, KRG will approach the Crown for further funding
to complete Its programme. .

46. In passing, we note that KRG does not give a clear indication of the regional
breakdown of where the large uplift in revenue will come from. Based on current
patterns (refer Appendix 1: Tables), we may infer that a high proportion of this growth
will occur away from the NIMT (e.g. in areas such as the Golden Triangle®, particularly
for non-Kombi growth). Whereas this does not invalidate the value of the national
network, it suggests that, with.equivalent managerial attention, a similar uplift rate in
revenue could be achieved in the short line options, without need for capital investment
in NIMT and/or the Interislander. KRG's presentation of other options does not include
such optimistic uplifts in revenue. '

% The area between Auckland, Hamilton and Tauranga.
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Clifford Bay

47. KRG believes that the long-talked about Clifford Bay development (approximately
$180 million to implement) would further enhance KRG's profitability, by cutting
Waellington to Christchurch transit times and costs, and enabling more ferry crossings
with the current ferries. Clifford Bay has been left out of KRG's current proposal as a
potential distraction. But it believes the business case is compelling and could later
attract funding from the Crown or commercial sources.

48. Treasury's National Infrastructure Unit believes that the %@e d Bay propoék@‘s
significant strategic benefits for New Zealand as well agth »{ 6W

r 2@ throu Iﬁ ering of
“transit times and costs and the stimulation of inter-istap {%ﬂ erce. It@vng\ardefentail
construction of the Clifford Bay terminal and CAP %\17 road bet{ween Clifford Bay
and Christchurch. The question of who pays w uld\Gg fo be resz\gda\ut itis i
possible that the Interislander Line (either within KR g{b
justify the Investment Iin its own right. Qg@

ras a$ entity) could
Minor lines % @
e

49. KRG accepts that there is no good ﬁ@e cial sen? i ;\pding $20 million pa (the
current spend) on CAPEX to m [n{ﬂ eNew minQQﬁr‘: hich bring in only $10 million

of revenue and lose $37 millio Appendix 1, s ). KRG has until now
sought to preserve the futu t\ﬁlue of tk{\\;\@fﬁ and it sees untapped

I
potential in some of them. w

50. KRG proposes to cap %ﬁn nimal investht

it will work with loc ities to
3 years, those Ii@)@o not

Treaéury comme

minor lines for 3 years, during which
ablish a viable traffic base. At the end of
ay will be closed or mothballed.

]

appiece in % le, we do not have confidence that new volume will
ve

51. Althougr@tg

sudd Qgé npbéar. We believethese lines (unless there are compelling tactical reasons

to ke pen) should unto failure or mothballed now, without further investment.

T @e ent poaf inv ént opportunities and distract KRG's management and
o>

consid Qtso

eS0urc thie more core lines.

Budg

arou ion if necessary, provided the approval of projects could be broken Into
equiring commitments In the low hundreds of millions per Budget. Business

colld be approved in tranches, with Ministers retaining discretion on what to

¢ and when.

52. We ar%@? hat it would be plausible to accommodate a Crown Investment of '
|

53. KRG’s CAPEX plan could accommodate this staging of funding (see Graph 1) provided
its Board and customers felt sufficiently confident in the Crown’s ongoing commitment
to plan their Investment decisions. We also believe that the amounts of the CAPEX
outlay could be reduced by KRG, as described elsewhere in this report in discussion of
all the options.

' KRG cites past examples where the oplion value has later been rewarded (eg West Coast line when Solid Energy
signed up).
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Short lines option 1: North Island network separated from South Island
network '

54. This option would see closure of the rail ferry services, closure of the Picton to
Christchurch line (which becomes unviable once it loses the ‘Auckland to Christchurch
traffic that comprises 74% of its volume), closure of TranzCoastal tourist service (which
runs on the: Picton to Christchurch line) and-closure of minor lines. The ferries would
be converted to carry extra passenger/vehicle traffic, lifting their revenues. Arguably,

the ferry operation (which would be profitable in its own ri Jt would no lon é\zsneed to
be part of the rail business. Some rall land in Wellingto cton oould@a d.

p _

Table 7 Projections for Short line Option 1

by
All figures $ Year 1 of plan | Year 10 of plan V\%ﬁn” 10 of plan Ygar” 10 of plan
millions
Based on %@;Based o@ Based on
' F assum s i
¢ wth | as { é assumption of the
, te’as

ti
the same growth rate
gt as KRG's
2% | business plan

o ears +111% over 10
%‘% years) | ( o

. S years)
Freight 243.4 3&!6.9 ‘ 513.6
revenue . ) '
EBIT 93.4 & > 120.2 333.2
Net cash. after | -400.3 il 3 -202.5 10.5
CAPEX

flay)
N e
Source: Adapt KRG figu
%
Comment

65, This lgn till requires.substantial ($2.74 billion) CAPEX fo bring the services to a
itivé lavel, and itisikaly (though not stated) that KRG would seek about
| wn. :

66. the closed elements ($103 million) would not be significantly .

ssof v !Gge

by re MXpenses. KRG's projections suggest that the loss of scale

economi %;b at KRG would not achieve cash surpluses within the 10 year

efio

57. Ho we note that KRG has applied a more pessimistic forecast of growth than it
" applie ts preferred solution. If this more optimistic forecast is applied, then a

busihess results which can generate cash surpluses (though not enough to return its
cost of capital).

58. We believe this option Is as feasible as KRG's preferred solution. At the same time,
the removal of the rail ferry services (and conversion to the more profitable
passenger/vehicle services) would enhance the profitability of the Interlslander service
by $5-10 million per year. :

50. We note also that there are no longer any dedicated manufacturers of new rail ferries,
so this option would avoid an expensive eventual replacement (Arahura is due for
replacement in 2016-18). It is possible that if the national network plan was selected,
then the ferry replacement date could be used as a good point to review how well that
adopted strategy was working, and if necessary switch to a short line option at that
point.
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60. We note that this option could be positioned more positively than a simple closure of
the rail ferry services. The opportunity for the Interislander to become a stand-alone
profitable entity (which could potentially also be sold to help fund other projects) could

. be further enhanced by the Clifford bay proposal. Although we have insufficlent
information to quantify the benefits, we believe the case for this option may be
significantly stronger than KRG's figures suggest.

Short lines option 2: unconnected regional networks

i
61. This option would close NIMT between Te Kuiti and aizn/& rail fer@g%’i\ct\gn to
‘ Rl

Christchurch line, closure of TranzCoastal and Tra assenge es and

closure of the minor lines. &

62. Essentially, the two most costly bits of the ngli nal network (T L@i t; &arton link and
the Cook Strait rall ferries) would be severetl;jeaving four digtonnecied regional
operations (Golden Triangle, Central thyl sland;West oagi{é outh of
Christchurch). Data on these lines is sk imAppendix ({ {Tables 11 and 12.

lines areXu ly unable to fully fund capital

63. Superficially this option would be di Ss\m of the wdrst bits of the network and keeping
the best bits. According to KRG; Eﬁ‘l\ﬁ
Infrastructural renewals. How. Lﬁpﬁcin hagpéen an issue and all of these
lines have significant volum otential.§ g%in uld all be reasonably expected

aig

to improve profitability In futu erany o arios.

64, KRG's viewpoint Is t %o tion woul@tlo% of the potential freight revenue
that the national n Id achi @ Il necessitate 67% of the capital
investment ($3.13Dilli

e lost from the' land to Christchurch corridor (currently worth
?gﬂion from the Picton to Christchurch segment, plus
i
t

65. All income wi L%
$110 millien o ;{ ue plus$1
passen@/ ue of $8.§%1\b . There would be some benefits (eg from enhanced
: icle capacity)

Interigl% overall $137.9 million would be immediately lost from

view a\r@me direct loss of business from the closed bits, there would

66.

'

rogresi equential churn of up to 20% of all remaining freight business as

national cust ¢ch as Fonterra withdrew business from the sub-national KRG.

6rt

's owner is not confident to Invest in KRG, then KRG has no long term
{dre>Therefore companies would not tie their supply chain to rail.

2RG cannot service all of a company's business, then the company may

oose for it to service none of it.

e
The logic; is is:

3. If the NIMT is severed, then there is no option to transfer mid- lower North Island
freight to Ports of Auckland or Tauranga if other North Island ports were no
longer served by major shipping lines (in this regard, KRG feels particularly
vulnerable to Fonterra’s trade that currently moves from Taranaki to Napier).

67. Table 8 shows KRG's comparison of the projections for the short lines option 2 with the
enhanced natlonal nelwork.
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Table 8 Projections for Short line Option 2

Year 10 of plan

Al figures $| Year1ofplan | Year10ofplan |Year 10 of
millions plan _
Based on 82% Based on
cumulative Based on | assumption  of
growth (as | assumption of | the same growth
assumed in | the same | rate as KRG's
KRG's growép ate as | busine plan
calculations for | NF 22% (+11@%r 10
this option) ovéINtQ éats) | years)
Freight 208.5 391.9 2@& 4309 5
revenue . e
EBIT 63.6 261.7 88,5 1799
Net cash after | -402.9 -32.8 = -197.9 -105.1
CAPEX (O(: v
PSP N
Source: Adapted from KRG figures %Q
Comment @ &
68. As with Short Lines Option i as been more pessimistic than it

was for its preferred option.
option, improves the financi

cash positive in the 10
volume there are inst

69.

of a disconn

leading t
Hillside

proportion

r}%ﬁm

Hing sto
is Is likel

gment

iness i gﬁ)
s\of¢stale ecan -
s oot
toffro
&ad to a ‘slow decline’ for the rail business over time (we
t sible). What may emerge eventually is a situation where
portions of the business survive and the rest founder. For
ible that the Golden Triangle, which currently handles a high
leg olwork's freight (24% of NTK’s and over half of the network’s
hrive independently. Similarly the West Coast line could become a
ute (which already makes up 96% of its volume). But itis not

sts as for KRG's preferred
t not to the extent that it becomes
eems that without the foregone

to make the business viable.

s model will lead to loss of flexibility for
capaclty flow and maintenance. A further danger
tential for duplication, divergent interests, etc

d loss of cooperation/synergy. The viability of
why have a workshop in Dunedin if you have to

t). Coupled with the likely loss of confidence from

odel such outcomes, based on current information.

at a ‘sink or swim' approach to each discrete business unit has some merits
economic theory point of view, but pragmatically it leads to a slow erosion of

the one-company business. The disconnected business option also surrenders any
national benefits of port flexibility and fuel price hedging.

tonnage

dedic

possibl
70. V%(Q\gt

fromar
Governance
1

KRG's business plan has the support of the current board of KRG. It is worth noting

that the ‘crunch time’ when commercial Income needs to be significantly increased in
order for KRG to fund its share of the capital programme (rather than come back to the
Crown for additional funding) is likely be after the terms of current board members are
finished. This does not in any way invalidate their support for KRG's plan, but it does
raise the risk that new board members will not support the same course of action. It
also influences the skills set needed by future board appointees.
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73.
74.

75.

76.
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The current Board make up is as follows:

- preliminary view is

Name Position Start Current term end
Rt Hon Jim Bolger | Chair 1 Oct 2008 30 June 2010 .
Paula Rebstock Deputy Chair 1 July 2009 30 April 2012
Linda Constable Director 1 April 2003 30 June 2010
Bob Field Director -1 July 2009 30 April 2012
Mark Franklin Director 1 Oct 2008 30 April 2012
Bryan Jackson Director 10ct2008 />, | 30 April 2011
Mark Tume Director 1 July 2009 .8/ /1,30 April 20TH
The Board is limited by statute to a maximum ofzg xlbers. ' @
' A%
The terms of Rt Hon Jim Bolger as Chair, and Linda*Constabl s\?%r, expire at
~ the end of June 2010 and a process is undetway with the Minist SOEs to consider
any changes to the Board — this as part iderproces e@%? positions
across 11 boards. . Q
While no final declslons have bee ed by th % we are working on the
assumption that both Rt Hon My, d Ms C éiéb\g will retire, and therefore a
new Chair and director will be % ¢ A
At this stage, while Rt Hon er is awdr ocess is underway, we have not

yet engaged with him féaf“al on the skill§ 1 in any new directors or whether he
conslders any of theﬁlz %e t directo afe suilable Chair successors. Our
to come from outside of the current

ext Chajf is i
2 %l\ '\n a new director with specific rail

% ould be \Kag/
ar skills raging projects and upgrades of the magnitude
Comme business-to-business negotiation skills would

N

board, and that

ot Japie
77. Moption %[ for the future of KRG would require Crown capital. None of
ﬁ)\ ould g ﬁ% equate commercial retums to justify the investment. The

ho re‘f

78.

79.

80.

ice is the @ the best of a set of less than Ideal options.

Becau e@? apital would be required to execute any of the options, any decislon
S\q Cabinet approval. Consequently, we believe it would be inappropriate to

woul
givegz%o mitment to KRG in the meeting on 3 February 2010.

@hemnuy a high fixed-cost business, dependent on scale to improve its
econofmic performance. KRG’s preferred solution (the enhanced national network)
maximises that scale, but the economic performance of other short line options is not
appreciably inferior if similar growth assumptions are employed. .

All options depend heavily on achieving substantial growth and the consequence of not
achieving that growth Is that there will be a greater risk that the Crown will be called on
for capital, beyond the initial ‘planned’ amounts.
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Appendix 1: Background information on KRG's current business

Recent history

81.

82.

83.

84.

85.

Corporate Intent (SCI), its earnings in 20{097 e ins
-safety-critical maintenance work on th rk (a @

The previous Government bought Toll Holdings NZ’s rall and ferry operations and in
October 2008 merged these with ONTRACK to form a Crown-owned single rail entity,
now known as KiwiRail Group (KRG). Shareholding Ministers in this Government have
communicated to KRG's Board their expectations that KRG should maximise its
commerclal performance.

However, under its current business model, KRG is n b@?nthout C @sidy,

nor does It have the realistic prospect of becoming fin f If-sufficie the

foreseeable future. Presently, the Govemment:\? oomm t’me% nding
ingfor

beyond the 2009/10 year (apart from specific furd etro semvi

éven cover
shortfall) let alone

Consequently, if KRG continues on the pat des ed in its @tatement of

carry out work to maintain current se % 5\@
Furthermore, KRG's SCl is bas dﬁ\a sumptki) rrent service levels need to

be maintained to uphold its cu of co p{-}\lfive t\s/:— so both maintenance and
renewal work Is essential, | stand gt Il run annual deficits of $85-100
million per annum, assuming itinvests suffid(e\\n&%}v maintenance and renewal fo
maintaln safety standa }Ihold servi Rﬁg ds to current minimum levels). In

addition, KRG has Id 06 billi gﬁ nded’ capital expenditure that it

erthen xf%o ars to lift capability to achieve the
o its in e\ﬂecllons Allhough the business cases for
pparently ‘stack up’, KRG has no capacity to fund

revenue It has b
these items of

this expendit , nor the abllity to service Interest payments if it
could rarljzﬁ out-years; furthe capital needs would also arise (e.g. for ferry
replace ¢

-Ta s the finaﬁ\o@ojacﬁons for KRG based on its current scl.
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Table 9- KRG Current and Projected Financial Results and Cash Flows 2009 — 2016

;;;;l%;, .:;a:l:‘;gi; ey 0 SE A IR ‘ WIS £AIE -’ﬁ: S e }*f“%{i‘;,‘%ﬂ ,*a.é‘, s fé{}
P AGroupI(Siniltias o " 20, 0 20, 0 201 BRI %%9%9' 48
AV SRR R ElERER T A dE i T, A e e e S e
Extemnal revenue 6826 .| 655.1 7101 7604 780.5 8124 841.2 871.3
Intemal revenue 1722 | 1814 | 2164 2220 235 | 2372 | 2410 2449
Total revenue 854.8 836.6 926.2 9724 1,014.0 1,049.6 1,082.2 1,116.2
Direct operaling cosls 5183 | 5190 | 5563 5784 ssar /~l eoas | 62497 | 6390
Indirect operating costs 624 | es7 | 580 504 N, 627y 647

Other intemal charges 1874 | 1942 | 1966 2014 4ojsat2i8e | 0254 o\ | 2283

Total costs 7680° | 7789 | 8100 8389/ Oheeia™ | ssa1 fo1107/ | 9320
EBITDA beforerenewals | 86.8 51.7 115.3 1335 ~ pas2d | 1655\ 184.2
Network  renewals  safely ' § \),

critical 678' - .| 753 1307 ° @ 1173 ﬁ% 959 99.7
EBITDA after safety critical o w W

renawals 19.0 ure) | 5.4 < A Az 35.4 (C §9 754 84.5
Nelwork renewals senvicelevel | 334' | 372 a1 ad 434 “\%’: | 490 50.0
EBITDA after total renewals | (12.4) | (64.8) | A58:5)) | (26.4) (6.9) 75 264 33.6
Interest’ 254 . | 208 9 635 .~ V868> | 1050 | M47. | 1325
Eamings after network | - ' Qw , &P .

renewals, hefore \ {

depreclation (30.8) - | (843). > f08.4) B\ Wea7 | ors | (883) (98.9)
Total unfunded capital |- . : %\) :
expenditure 76.3 . ® 3333 &% 2202 . | 1193 1344 - 363.5

Net cash flow A NZ297) | (4307 ~h(336.8) | (313.9) | (2168) | (222.7) | (3725) .

'Renewals split based on éOj
debt funded. ;

jp@?er'est efpz’fs&@j

G buslness plan - assumes un-funded cgpitai expenditure is

&7
Source: %e from

Note;

" 86.

needs to
continu

quence

@%wc@i

fo%bﬁ'ew for Joint Ministries, November 2009

D%
se figures do naPinclude any Crown subsidies or capital grants.

Wta! plan that includes ‘unfunded’ projects is that KRG'’s
trip its sources of cash (even in the current year, in which

d to pay $90 million in operating subsidy, in addition to ‘funded’
argues that many projects have multi-year lead times, so it

some projects ahead of secured funding In order to safeguard

i&wness long-term. But, as a result of this approach, KRG will face a
icit by March/April 2010.

sh flow figures in Table 9 indicate the cash funding gap between KRG’s
inal)business plan and its available funding. Crudely, this row of figures represents
e Crown would need to fund, either as subsidy or as capital injection, if KRG

were to continue on its current course (i.e. as described in its SCI, rather than its
preferred business plan).

KRG's product/service mix

88.

diagram shows the dominance of freight within the rail business.

- 89.

Diagram 2 shows a breakdown of the sources of external revenue for KRG. 'This‘

Because numerous services share the same operating resources (track, some rolling

stock etc) it Is difficult to establish the profitability of each service type in isolation. The
work commissioned from Deloitte by CCMAU, The Treasury and MoT in 2009
attempted to establish the components of profitability, and Table Y summarises
Deloitte’s conclusions (KRG does not accept the validity of this approach)
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Diagram 2: KRG's sources of external revenue

Property PSG

Source: KRG-provided figures i N ditte repo@s are for 2008/09 year

Table 10: Contributions frome sihess lin n 2008/09 .

ber 2009

Source:  Deloitte repo c%bin Inlstujas\
Auckland o
\ﬁﬁ/ Tranz |y otro Tolal - of

SN
oo
2009 ° f:::m | e A&% ﬁ\sx Inte{s?;?@ Dsbani |60 | oo | O0oratng | Propory
> o

— . (Wgtn) Services Bu_sings:s :
f::::;f }3‘&%@ 1080 @ |2tz |em0 | 201 5722 | 158
:i'ge\ o7/ 48 |38 \% o7 |03 |- [da  [12
é{f‘? 1465 | 6 E 279 | 67 1 w8 - |
 Socerod ] 1405 9@\1\, 506 g 573 | 20. -5?'?'. | 168
AN
: _\?_Hng 5967? 628 | 1232 170 | 208 |228 a7io | 96
cosls \
Indrect, : o
operat % 60 3g |92 06 23 |- 276 .
costé / )
ack~.
G cess\ 206 |208 |158 |- 32 59 " 752 .
&;a ' i
Other ' : ) :
internal | 236 | 455 | 160 |14 24 8.9 04 8.1 12
charges _ )
Total - i
1276 | 1317 | 884 | 1337 23 |40 |22 5749 108
cosls :
EBITDA
before | 187 | (363) | 282 | 188 - 38 104 |69 434 6.1
renewals 3
Network [ .0 [ o052 |186 |- 44 | 144 |43 1011 ’
renewals ;
EBITDA
after (145) | (625) |46 | 168 - ©8) |@o) |18 (6.4) 6.1
renewals '
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Key: Bulk refers to specialised freight such as coal, milk, cement; IMEX is
import/export freight; Kombi is domestic, point to point.

Note: EBITDA stands for Earnings Before Interest Taxes Depreclation and
Amortisation. Depreciation and amortisation have been excluded from the calculation
because (as shown in the table) we have included the actual amounts allocated for
maintenance and renewal of the track infrastructure. There is a blurring, in practice,
hetween maintenance and renewal work, but collectively both are needed to ensure
safety standards and retain current service performance standards (i.e. spe ancl
weight-bearing capabllities) of the network. %

For obvious reasons, the Interislander line does not t to track

renewals. Instead we should add back deprema quwale eai/on of the
cost of asset wear and tear/renewal (approxlma llion pa). uld suggest
that Interislander operates profitably, but [e han e abové.ta I lles

Teble 10 suggests that, of the freight ca e@) e§ EX s rofitable, and
Kombi the least. The profitability of B é as be sed by un-commercial
(and long term) contracts with majo C%; s (inp r§3 ith Solid Energy). The
recent (subsequent to this Table) cent pe n e Kilometre (NTK) will
add $10 mlllion pa to Bulk's con r| Compayed-to-alternative modes of transport,
there Is scope for significant f @Fn{t if this-could her negotiated.

It is clear that Kombi has Iso een poorly P e past. The main Kombi
customers (Toll, Mainf| all s, Pet ansport) are all road-freight
operators, and they e KRG edd capacity and where they can
transport goods m y rail oad (eg when fuel prices are high).

KRG's geographicd @t on

93. Table 11 {B geogr r butlon of freight across the rall network.
Table 11: TK y section of etwork and frelght category
;_0 [MF SR IMEX %
Gotden Triangle 59% 2% 39%
@\C’mlral Noﬂhjsl\\\dé C s1% 17% 32%
Auckland
49
Chiislehurch 10% 76% 14%
Wesfboas{\) 96% 1% 3%
L) o 450
/m‘m 4% 3% o
Mirfor Liles 26% 21% 653%
g [ Totat 44% 25% 1%
Deloitte report
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Table 12 Key facts and figures about the main rail corridors.

Corridor Annual Annual Average Number of | Annual Annual Net
description revenue EBIT annual trains per | Volume Tonnes
$ million | $ million CAPEX year Millions of | Millions
$ million Net Tonne
' Kilometres
Auckland -] 110 -55 45 10,556 1,340.4 4.630
Christchurch '
(717.5 km) SO £4
Golden 81 -14 33 18,837 </,9,591.1 8.787
Triangle @)
(807.7 km) e, = :
West Coast | 65 -16 28 m@\’ - 819.9\7 | 2.524
(427.7 km) O
Central North | 33 .-16 17 Q114,175 @ 2.454
Island (493.6 X (
2 8 W~ |8,0 QE573 2 754
South Of | 62 -2 ! 2.75
Christchurch . @ @
(743.0 km) o o
Minor Lines | 10 -37 Q@” %37 108.9 0.516
(756.0 km in . _ : <
total) ' Q\>\
‘ Q
Source: data from v, ‘@ %;G sour @
Note: Some d nting ofA; @Iumes has resulted from cargoes transiting
multiple oorrl$ his is n asibly rectifiable in the time available.
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