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19 February 2019

Ref:

DOIA 1819-0887

Tim Frank
fyi-request-9185-df726966@requests.fyi.org.nz

Dear Tim

Thank you for your email of 4 December 2018 to the Ministry of Business, Innovation and
Employment requesting, under the Official Information Act 1982 (the Act), the following
information:

Recently, government ministers announced funding under the Provincial Growth Fund
for service upgrades of the TranzAlpine and the Coastal Pacific passenger train services.

Can you please provide information on what the funding for these service upgrades will
be applied to.

Can you please release documentation on the TranzAlpine and Coastal Pacific service
upgrades, including a detailed breakdown of costs.

Please find attached the joint Business Case for the TranzAlpine and Coastal Pacific service
upgrades. Some information has been withheld under the following section of the Act:

9(2)(a), to protect the privacy of natural persons, including that of deceased natural
persons;

9(2)(b)(ii), to protect information where the making available of the information would
be likely unreasonably to prejudice the commercial position of the person who supplied
or who is the subject of the information; and

9(2})(j) to enable a Minister of the Crown or any department or organisation holding the
information to carry on, without prejudice or disadvantage, negotiations (including
commercial and industrial negotiations).
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You have the right to seek an investigation and review by the Ombudsman of our decision to
extend the timeframe. Information about how to make a complaint is available at
www.ombudsman.parliament.nz or freephone 0800 802 602.

Yours sincerely

ter”

Mark Jacobs
" Director Regional Development
Provincial Development Unit
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This document contains commercially sensitive information and confidential advice. The document should be kept strictly
confidential and should not be distributed beyond the intended recipient.
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Executive Summary
This revised Provincial Rail Growth business case provides an alternative affordable investment
which supports regional economic development in the surge region of the West Coast.

The Ministry of Business, Innovation and Employment {MBIE) forecasts the number of people visiting
New Zealand to increase by approximately 38% over the next six years (increasing from 3.7 million in
2017 to 5.1 million in 2024).

The popularity of KiwiRail's Scenic rail journeys is continuing to increase but due to insuffigient

rolling stock and a lack of fleet resilience we are no longer able to reliably meet growi enger
demand or ensure the resilience of existing services. s /r-_\) \

)
KiwiRail requires investment in new rolling stock and its supporting infrastpuCtGre {i.€, platform
upgrades and IT reservation system) to take advantage of expected tourism gm\‘th pport
sustainable economic development in the regions in which we ope @ nlock olir current cag{:qzlty

constraints, attract higher yield tourists with premium servic rierate greater rev
regions. </)

The original Provincial Rall Growth Busmess Case ex;f ationale for ratlng
investment of9*(2)(5)’(“) "~ IThis revis rs an alternab b e proposal
o(21e). -

This revised business case enables
stock to generate regional rail gr

'Baﬁ;\dﬁf g scenic rgil b * 0 procure additional rolling
h velop Premium \‘s~ .FanzAlpme (West Coast) and
p)plles tounsts@@%pl e and unlock capacity

(

erse and high value — almost doubling employment

\ NINVESTMENT REQUIREMENTS ~ Proposed investment Option 2 COSTS |
Q_f@b}tarriages and support carriages i.e. café car, van etc ?(\Zﬂb"j
Premium:B(refurbished carriages 92)(b)

! http://www.mbie.govt.nz/info-services/sectors-industries/tourism/tourism-research-data/international-
tourism-forecasts/2018-2024-forecasts

i Original Business Case was submitted in August 2018
A capital investment range for rolling stock has been provided to reflect the differences of quotes received

from two suppliers; S2)B){IT " lin late 2016.
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5 SASD carriages refurbishment

6 Platform upgrades

New IT reservation system

Project Costs

Capital Subtotal

Opex - Increased marketing costs (FY21 / 22)

/\.:\O% . '-A (‘%
TOTAL L @\@ ssm@ \

' \%#
Investment requirements of Original Businesg@

xU“

AV

SR

<> IT resery, \l@s\%&f/’

-Proje d@

OO0 —

INVESTMENT REQUIREMENTS — Growtﬁ‘th\Q\ \) COSTS ]
Additional Rolling Stock: 24 ¢ pportc rria l('_))_m__ (i :
i.e. café car, van etc < )
Premium: 6 carriag ?P@)?ﬁed AK ¢ new ?.:(27@1)’(1?)'
carriages) (\ 5 '
Tiocambe \ S@)E)
QAN
upgrades

] total
2

 TOTAL

OO0 —

OO
ex - Increased marketing costs (Y217 22) PP .
S

“KiwiRail will also investigate the feasibility of manufacturing additional AK carriages, at KiwiRail’s facilities,

instead of refurbishing SASD carriages. Due to complexity of this feasibility assessment, work will be ongoing

after submission of this business case, considered only if it met the outlined budget request.
*A capital investment ran \e for roll_g stock has been provided to reflect the differences of quotes received

from two suppliers;¥ (in late 2016.
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Our rail journeys support the regions of:

e Auckland, Waikato, Ruapehu, Manawatu, Wellington (Northern Explorer)
e Marlborough, Kaikoura, Hurunui and Christchurch {Coastal Pacific)

e Christc

The original business case provided additional capacity and Premium services. By 2026 an additional

hurch, Selwyn and the West Coast (TranzAlpine)

279,000 passengers would have been able to experience our rail services, spending an additional
$273m in the regions. By 2026, the original business case would have doubled the number of

tourism jobs from 880 (in FY18) to more than 1,906 through increasing its tounsm servjegs across

the country.

The revised business case provides resilience, additional capacity and Premi \!pme and ;
"Coastal Pacific. By 2026 an additional 228,000 passengers will be able to expely \Qhr rail servncesi
spending an additional $191m in the regions. By 2026, the rewsed s casewill nearly d ble

the number of
services across

tourism jobs from 883 (in FY18) to more than creasmg |ts
the country.

All Regions - Increm @or Sp

\ 51‘.’:"“"“2@;5

se000 - Additional Passem&i bers - s
$5000 /\ “.lm ‘,\ ‘\‘\\ — o 300
$400.0 /)<<-\\ = \‘N“\ / - 250
Q L 200
150
> QA 100
. 50
Ny N | :
‘é’sfstszm:é esSyIesadresse
e bralif o T o crrrriiceEcRer
ase — = = Do Nothing Economic Contribution - Base

— = = Do Nothing Volume - Base

o)

s case provides a marginally negative NPV for KiwiRail 0f9(2)(’6)(|i) ! using a
and a WACC of 8%.

The%‘
% ness cases will help the core Scenic rail journeys to become self-sustainable thereby

\ﬂcmg our reliance on Crown funding.

This business case is for Tourism Provincial Rail Growth and Premium supporting the surge region of
the West Coast. KiwiRalil is also participating in a PGF feasibility study for a Hokitika to Westport

route.

Nov 2018

Oct 2018

KiwiRail to commence Feasibility Study for Hokitika to Westport route. Expressions of
interest have been received from vendors who will prepare the feasibility study.

KiwiRail to submit Business Case: Tourism Provincial Rail Growth and Premium rail service

)
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This business case follows the New Zealand Treasury’s Better Business Cases guidance and is
organised around the five-case model®.

Strategic Case | KiwiRail has a long and proud history of connecting visitors to places via our
Interislander ferry, TranzAlpine, Coastal Pacific and Northern Explorer rail
experiences’. KiwiRail's rail network is an integral part of New Zealand’s
integrated national tourism transport infrastructure and tourism is a key growth
area for KiwiRail. .

Investment in Provincial Rail Growth aligns with a number of natlo avand ¥
regional strategies relating to tourism. These include but are noﬂ

\/ (3 /%
- Tourism Industry Aotearoa’s strategic vision a %\g ‘Tourism | \_/)
hi :

2025 Growing Value Together, Whakatlpu Uara N wo Years On “>

Tourism Aotearoa’ >/
- Tourism New Zealand 2023 Plan Ig’re ral growth by 202
- MBIE Tourism Strategy: Enr/ﬁm land Throug
Tourism Growth August g} ework)
- Strategy for Nga Ha Zealand %yc(
- Department of Ccm |$|tor Strate
- Ruapehu Distg} eglonal V|S|tor t Plan
- Mariborough Distri ouncul Coasta \5 |I
We are w !y with Ioca ther regional stakeholders to
und ds and how \¥ able to help them achieve their
eir region
ﬂf&ﬂ ourism strit itionally been ‘point to point’; we are now

ifting to a str focused on ‘packages and partnerships’. The closer

e better we can collectively create regional

"\\ A We work withht §§_f’
\% economic growth.\Txansport shapes how our cities and regions develop. KiwiRail
/7
@ is an % of ¥egional development.

b Ss cases align with the Government’s system level priorities for
ism in New Zealand. These priorities® include regional interventions and

@;ﬁvestments that contribute to:
o%

- Attracting visitors from high value markets and market sectors
- Making New Zealand more attractive as an off peak visitor destination

N - .
Q N - Diversifying our visitor markets

- Aftracting visitors who want to go to less visited regions

N
SN
20

: KiwiRail’s scenic rail business currently only provides the following services:
Economic

Case ¢ TranzAlpine between Christchurch and Greymouth {a daily return

service from Christchurch)
* Coastal Pacific between Picton and Christchurch (offline since the 2016

& http //www .treasury.govt, nz/statesector/investmentmanagement/plan/bbc

https //www .greatjourneysofnz.co.nz/about/kiwirail/

® MBIE Tourism Strategy: Enriching New Zealand Through Sustainable Tourism Growth August 2018 (5 A’s
Framework}
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N

(O,

Kaikoura Earthquake, due to be back online in late 2018; previously only
ran six months of the year)

¢ Northern Explorer between Auckland and Wellington, alternate day
service (only departs from Auckland on Monday, Thursday and Saturday)

The attractiveness of KiwiRail's Scenic rail journeys is year round as its journeys
are suitable for peak, shoulder and off peak tourism experiences. KiwiRail
showcases New Zealand’s landscapes throughout the different seasons and
transports visitors to less visited regions.

Both passengers and the wholesale tourism market have a t the
inconsistency of our Coastal Pacific and Northern Explore se§ e it
difficult for visitors to plan itineraries or a connected /ghg those
routes. We cannot meet increasing passenger demand ranzAlpme
Delivering a full year Coastal Pacific service & ihcrease™ tourists o
TranzAlpine to the West Coast. @ \
We do not have any fleet resnllence ave enough rgllin \st\ch
create additional services on an o~ xe\q;t‘ g routes. Tps ke ivdi l’cult for
tourists and commercial t {;"mn\ r§ to leveragé/bq\ SZE}es Without
consistent services due smence, the are regomg revenue

and we are unable to pro tlsfactory K\
An mternal p at KIWIRaI| costed a range of service

options ortunltles o outes When reviewing the
optlo ‘ered a broa

aI success factors including:

it help deli rellablhty for customers?
» oesitre xuty and cost?
\ /27~ Doesi | economic growth?

i - Doesit stomer experience expectations?
- es it improve commercial performance?

Y\ [t Ip grow the business?
s it diversify visitor markets?
Does it improve safety?

- Willit reduce Carbon Emissions?

Our preference is for investment in additional rolling stock to address resilience
and enable additional and new premium services to be created on existing
routes in a relatively low risk way.

Commercial
Case

Our preference is to purchase new rolling stock.

9(2)0).

The market for second hand rolling stock is limited. A total of2(5ASD carriages

? alignment to Government Tourism Strategy, using levers to protect and enhance the quality of experience
that New Zealand'’s regions offer to visitors.
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revised business case). The quality of the refurbishment will be critical for
KiwiRail - our rail experiences have a high price point as they offer a high-quality
tourism experience.

if investment is secured, KiwiRail will finalise our new rolling stock requirements
and will then ~develop an open Request for Proposal (RFP)me

managed by KiwiRail and it will allgn with the Government's %ﬂcurement

policies. Specific project managers will be assigned and Ingdii Strategic
Procurement Plan(s) will be developed

L Refurbishment work WI e %n at Kiwi
Woburn facilities.
C\

KiwiRail will also investiga nty of ma nkr\i itional AK

carriages, at K|W|Ra|l' cilf ead of refurbiishi riages. Due to
complexity of this fe sment work ngnmg after submission

of this business cse,

donlyifitm 1 e d budget request.
ienced procure/ef I? assets i.e. 63 locomotives and
agons have b @r over the last 10 years. There are a

es and pa :l stones which KiwiRail will require from
r exam ep , design sign off, pre-shipping review,
ance testi <\/(=
onsideratn ’%lven to:

ntena

xin?e and warranty periods and provisions
to procure additional rolling stock

pares and inventory (consignment)

Obsolescence
- Interoperability

are available for purchase from Auckland Transport (KiwiRail requir@_‘“‘(’_z_",inder this |

91‘2"),(5\ Nﬂ | The procurement process will be

Our estimates in the revised business case suggest that an investment of S80m
will be required to unlock capacity constraints and enable growth for the regions
by way of new services on our existing routes.

Unlocking regional growth with additional services delivers a marginal financial
return, however when combined with regional benefits it is compelling.

The investment costs of additional rolling stock are likely to be staggered, with
part payment required to start manufacturing. The remainder of the payments
will be on agreed milestones and on completion. This of course will be subject to
contractual agreement with a supplier. The procurement process will be
managed by KiwiRail and a Strategic Procurement Plan will be developed.

l KiwiRail's connected journeys are linked to New Zealand’s wider tourism goals,

10

N
s@em | 'Q\j\)
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The revised business case investment in TranzAlpine & Coastal Pacific routes
shows profitable growth for KiwiRail, with the Coastal Pacific moving into a
positive contribution by 2027. It is expected that there will be immediate impact
on regional economic development as a result of increased passenger numbers.
The revised business case does not address Northern Explorer which will
continue to make a loss.

We estimate that scenic rail passengers spend $715 per person, per day in the
regions. Ruapehu District Council has calculated visitor spend of $500 per
person, per day which correlates to our estimated spend of (S¢epic rail
passengers. Every additional passenger on Scenic’s rail services
valuable to the economic growth of the regions that we 52

Management
Case

A specific Project Manager will be assigned to eac the ke o;?fts related to b @
this business case i.e. purchasing new rolli pIatform upgrade§ T
reservation system and refurbishment of car%

The timeline for the carriage and new. @to be
manufactured and commissi mately 2 } ding is
secured for this new roIImg mber 201 ' i II prepare an
open Request for Propo it global s

d commissioning\g hi stock proceeds as

d expect tha ﬁ X 1) in

new SeI’VIC S i) o W|th Premium followmg

i n d a ine, thls additional rolling stock will be
s Rolling Stock Asset Services team.

11
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KiwiRail’s Provincial Rail Growth Business Case meets the three investment tiers of the PGF°:

* Regional projects and capability

Investment in additional rolling stock for KiwiRail's scenic business will unlock capacity. This
additional capacity will enable KiwiRail to carry a greater number of passengers which in turn will
drive regional economic development and build skills, capability and capacity in the regions that we
operate.

® Sector investment <)
<J
KiwiRail’s scenic business is a key stakeholder in New Zealand’s high value tourism s u

services and connected journeys are a key part of New Zealand'’s tourism tran e.
The regions have come to rely on our rail services. % /
not limite the

The revised business case is aligned with and supporting initiative u ing, b
Coastal Cycle Trail in Mariborough (PGF application), Punaka e\ t PGF), Wlldef‘es

Trail {(West Coast PGF} and DOC’s Great Walks. (’_\\3

¢ Enabling infrastructure projects @

/
By increasing the frequency of our services, sugk more certai tﬁ hv=\ \@mns allowing
new tourism ventures and supporting senf 8 food and agco |o usinesses, to be
established. k @
Transport shapes how our citi :(})ns develop. nabler of regional development.

With secured investmgn
will: /)

“ﬁCrown s P|<1a dv‘;.ﬂ-n Fund, within the three years of the
bui

commission and introduce new carriages into
s to be manufactured and commissioned is approximately

{M}estmg time cannot be reduced as safety cannot be compromised
€d for this new rolling stock by November 2018; sufficient time is

Request for Proposal to be developed and issued; and construction and

ning of the new rolling stock proceeds as planned we expect core services

\] be online by9’(27(5)‘('|) with premium following in.'g.(z‘_)'(b)v(_i'i);
\g Fron9@)B)(ii)l with refurbished rolling stock™ we would expect to introduce:
@ =  Avyear-round, daily service on the Coastal Pacific
= Additional carriages / capacity on the TranzAlpine and the Coastal Pacific
o From_-ng'-)(B)-rﬁ)’: -with refurbished AK carriages we would expect to introduce:

* A premium service on the Coastal Pacific
= A premium service on the TranzAlpine

w0 http://www.mbie.govt.nz/info-services/sectors-industries/regions-cities/regional-economic-

development/pdf-image-library/provincial-growth-fund.pdf
* Our preference is to purchase new rolling stock. Refurbishing or building the carriages locally may create
jobs but would increase the risk profile of the revised business case.

13
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- Inlate 2018 we will start recruiting up tcg}%)‘j.ocomotive Engineers:
o Without Locomotive Engineers a rail service cannot operate
o Recruitment for these roles will need to commence in late 2018 as we must aIIow?‘g%)
P@){Eﬁﬂ)‘ _for LE’s to be trained prior to the introduction of the new rolling stock and
commencement of the additional services

- In?v(\z.?Q we will launch “packages” enabling tourists to plan and book experiences /activities and
accommodation connecting them into regions.

r
- In?}%j\we intend to begin marketing our new rail services: a year-round C s@\ 95: service, /\
and Premium services on the TranzAlpine and Coastal Pacific. This w1 rsxf'n advance
of the carriages being introduced so we can build our internati an estlc mar _0
International marketing will be essential to drive passenger gr ‘r{:e\% regions.
- Emjmbur reservation system will have been -r creasing COCQ‘ \) and
incorporating Premium services. Bookings for ne<<§"’r‘ I open - D

Prior to the rolling stock being online i
allow us to create a number of new jo

9’(213@)'(“

. Gﬁlmvestment |&@I~ml ing stock will

le the number of tourism related jE)bs in
(in FY18) to more than 1626 - through
Cross the country™.

a greater num of ices and longer trains, we have identified that we also need to
lengthen pla tf mmodate longer trains, enabling safety and accessibility of our

c{/@

regionalp
oﬁ iwi Scenic rail journeys are regarded internationally as some of the best in the
g % . However, due to lack of investment, the regional platforms our passengers
9 D disembark onto do not reflect the high quality of service delivered on board.
%7 Q o We have an opportunity to improve safety standards as well as create a welcoming
gateway to the region.
o Essential platform upgrades at 6 regional platforms™ on our core routes:
* TranzAlpine - Greymouth, Arthurs Pass, Christchurch
* (Coastal Pacific — Blenheim, Kaikoura, Picton

2 (Total tourism spend in New Zealand ($26.7b as at March 2017) / Total Tourism employment (231,000 as at
March 2017} = For every $116,000 of tourism spend creates one job in the tourism industry - source of data
MBIE’s Monthly Tourism Estimates

2 platform cost estimatemmn Estimates and does not include the construction of any new platforms.
Upgrades of existing platforms only.

14
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The Provincial Growth Fund will be able to measure the following post investment success:

‘we will have developed customisable itineraries connecting tourists to the regions
~ with t tourlsm experiences and accommodation.
‘1("] ‘the reservation system will have been upgraded, increasing conversion,
) |ncorporatmg Premium and will be open for bookings
L ?WBWT we will have upgraded 6 regional platforms™ to allow for longer trains and to
lmprove safety and accessibility
' AL lelRaH will have engaged and partnered where possible with loc ]lwl in each of
the reglons that we service to develop tourism related ventur rtnershnp
opportunities which will meet the Iwi’s social and economic goals

supporting the Marlborough and Kaikoura regions™

e After five years, an addltlonagl@_@.passengers wil"l@ travelled on the TranzAlpi

e After five years, an addltlonal?(mwrypassengers will have tr; \ oastal pawlg

supporting the West Coast™ region %1

* Incremental natural growth of the existin orer serv e an

addltuonalp@)my passengers in five year ort Waikato, anawatu
regions®’
e After five year, KiwiRail estimates R(g}loter Scores®® for t eve ions that we deliver

services across will have improtgey 5- C>o hts. \

After five years with thls 1 ing stock Ki /& er:
e An additj assengers tote rw\'@
e Almgst regional touris e
u ber of to ris rom 883 to 1626

@% own by regi e?! in the Appendix.

" Upgrade estlmatesg(zjwﬂnj : =

'3 This does not include the passenger |mpact for Christchurch

Th|s does not include the passenger impact for Christchurch

ThIS does not include the passenger impact for Auckland or Wellington

' Net Promoter Score — whether a customer would recommend a service or not.
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KiwiRail will double the number of
tourism jobs in the regions from
883 to 1626 hy 2027

COMMERCIAL IN CONFIDENCE

touris
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COMMERCIAL IN CONFIDENCE

1. Introduction

This revised business case explains the rationale for capital plus operational investment of $80m for
KiwiRail’s Scenic rail business to procure additional rolling stock, extend and improve platforms,
reservation system upgrade to facilitate Premium and marketing. The investment is required to
enable growth, create resilience, deliver a Premium product for TranzAlpine and Coastal Pacific,
maximise revenue for the regions as well as KiwiRail and unlock current capacity constraints.

This investment aligns with our Connected Journeys strategy, which includes mvestment in new
regional tourist routes such as Hokitika to Westport. This will be addressed n.a separate 27
business case once the feasibility study has been undertaken. \

1.1.  Background

Tourism in New Zealand
Tourism is a vital contributor to New Zealand'’s economu(@bs

and supporting jobs in communities around the co :\ Ui

industry in terms of foreign exchange earnings. It [y s 14.5 pea; ( :{\\ffd ew Zealand
workforce and it has the potential to lmprove of comm mi-the countryl9.
International visitors are delivering $ forelgn exchan B\be hew Zealand economy
each day of the year — one in five exp . Domestic t 'ﬂbutes another $59 million
in economic activity every da Ism a d its contw\ QE S\ t national, regional and local

traveling inter h year. McKijrse! y estimates that India and China alone will

levels throughout the Ne @ nomy.
Visa, the credit car ro;ects th @ re than 280 million households will be

create moye th non new e global middle and upper classes between 2015
and 2025 ) K
D
@ 5 a popular d | n WIth international tourists but one of the key barriers for
t :\:? e the Ilmlta s of Zealand’s current transport infrastructure22. This constraint is
a sngnlfl

mﬁ@e‘r\ on New Zealand’s ranking on the Travel & Tourism Global
<xCompetmven ch relates to New Zealand as an attractive destination23. There is so

much to in New Zealand, but we don’t make it easy for visitors to get around our
co/g@
ﬁ:ﬁi nsport provider to the regions, KiwiRail has a responsibility to unlock its infrastructure

ply constraints. With investment in additional rolling stock KiwiRail can help alleviate this
issue and get more visitors to the regions.

With additional rolling stock we will be able to provide sustainable economic development to the
regions, increase our fleet resilience, meet the needs of a growing passenger base and truly provide
connected rail journeys throughout New Zealand which are reliable and offer a high quality tourism
experience.

https //tia.org.nz/about-the-industry/quick-facts-and-figures/

https //tia.org.nz/about-the-industry/quick-facts-and-figures

McKmsey & Company December 2017 report ‘Coping With Success — Managing Overcrowding In Tourism
Destmatlons

* Deloitte National Tourism Infrastructure Assessment Tourism Industry Aotearoa March 2017

https //www.weforum.org/reports/the-travel-tourism- -competitiveness-report-2017
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Tourism at KiwiRail

KiwiRail has a long and proud history of connecting people to places via our Interislander ferry and
our TranzAlpine, Coastal Pacific and Northern Explorer rail experiences®. KiwiRail's Scenic rail
journeys have grown “from humble beginnings”® to one of New Zealand’s most popular attractions
with a firm following both nationally and internationally. Our rail journeys have become a must-do
for many Kiwis as well as overseas visitors.

Our tourism business has experienced double digit growth in recent years (Appendix) and despite
only marketing our rail journeys domestically, we've seen growth across both domestic and
international markets, and our peak seasons have spread into our shoulder season”. {i§ifor arrivals
to New Zealand are expected to grow 4.6 per cent a year, reaching 5.1 millio -@1’ i

from 3.7 million in 2017.

Based on current passenger numbers, KiwiRail has forecasted the fo mg p E\:owth ona \>
of its Scenic rail services™”: %\

- FY19 250,000 passengers Q

- FY20 261,000 passengers <\ &/

- FY21 271,000 passengers

Tourism New Zealand have confirmed t tﬁg\ a big play the w?ealand tourism

market. By way of comparison - 232,000 pgo i§ited Hobbito n\Z\O

The popularity of our rail jour tinuing to incre ’\b:& no longer able to reliably
meet growing passenger is will co {ii]l ilability to support economic
development in the re 3 O

# https://www.greatjourneysofnz.co.nz/about/kiwirail/
 https://www.christchurchnz.com/media/newsroom/tranzalpine-scenic-journey-celebrates-30-years/
26

http://www.kiwirail.co.nz/index.php?mact=News,cntnt01,detail, 0&cntnt0larticleid=524&cntnt01returnid=10
1
%7 Not including Capital Connection passenger numbers

19
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2. Strategic Context

The strategic context provides an overview of KiwiRail. In this section we also provide an overview of
other organisations which would benefit from investment in the scenic business.

2.1.1. Organisational Overview
KiwiRail owns, operates and optimises rail and ferry transport and supply chain networks to facilitate
the efficient movement of freight and passengers within New Zealand®. In relation to Tourism, the
KiwiRail group:

O
® Supports New Zealand’s export growth ‘& ;5"‘;/ '\
* Provides resilience to the national transport system ?< NN A K
® Reduces New Zealand’s carbon footprint /f\: < \ N
“-x
* Extends SH1 across the Cook Strait % - b
* Reduces congestion and makes roads safer
e Offers world-class tourism experiences ® %
The key strategies that KiwiRail uses to deliver the a phfy, Sta da est.
KiwiRail also strives to achieve a number of n ng b lmperatlvg;( in its Statement
of Corporate Intent, including: Safety outc Ero»\i-larm) Cus o ement and Operating
Performance Standards®. \)
In late 2017 KiwiRail Iaunche a’S‘tra egic C/stomer in me named Project W3 Heke.
This is an internal proje whl ablmg Klwp?l the future of the New Zealand
transport and touris € t ugh the t:fa—e y players and influencers.
Inherent in thvs er tomer feed i iwiRail needs to play a more central role in the
modern t ;Qp of New Z and's regional economy. KiwiRail is seeking to redefine its
busmess tional bounda QghaviOurs This shift in focus will enable the business to

-focussed.

ales drlven%
\rﬁer insights f\ri@ Project Wa Heke are forming part of KiwiRail's future Tourism Growth
t y. KiwiRail B\oalﬂao increase the tourism revenue from $100m tog(zm( jﬁy 2025 of
ich rail to , 3:) would increase from $23m® in FY18 tog(z)(ﬁ) oy 2025%. See Tourism
Horizons ggﬁAppendlx

ia\l revenue goal of 2025 is expected to be achieved through additional services,

a d Premium. This business case does not include packages and therefore the revenue
eL are lower. We anticipate that 40,000 passengers per year will enjoy our premium service,
wing to 50,000 per year by 2035.

/Whllst KiwiRail's currently operates in a low competitor market, interest is growing from
international investors. Through partnership or IV these entities could mitigate a competitive threat
and/or provide investment.

KlWlRal|'S Statement of Corporate Intent 2018-2020 Reshaping and Delivering’

®EY 2016 Report ‘The Value of Rail in New Zealand’ prepared for the New Zealand Transport Agency

$23m revenue for FY18 does not include the estimated $6m that would have been generated in FY18 if the
Coastal Pacific were online. EBITDA for FY18 does not include Coastal Pacific as it has been offline.

*! The balance of growth is generated via the passenger market on the Interislander

20



THE GREAT
JOURNEYS OF
41 NEW ZEALAND
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Picluuk
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%
Grey moulh

e e

h"’-‘z, Christehurciy

COMMERCIAL IN CONFIDENCE

a

£ Wellington

CONNECTED
JOURREYS

Fuur igcaaic journeys

KiwiRail’s Scenic rail business currently prov,gdes Pml experlences in ‘the feﬂawi‘ng reglons

TranzAIpme daily return ser\ute from Chrlstchurch to G(eymadth servicing embryonic tourism
regions® s

o Christchg rr:h =

o West Coasf AL

o SetiT{ R D\ Jo e

VP -

N\

Coasta,l Paclflc - dally return Chrlstchurch to Picton usually only runs 6-8 months of the year®,
\ sennq\ng emergmg tounsm (egions

.

o Marlbo*rohgh

R Kankou(a

\, ijluruntn

2N\ 6 ‘Canterbury

MBIE - Enriching New Zealand through sustainable tourism growth: Governments tourism strategy
33

Currently offline due to the 2016 Kaikoura earthquake
34

MBIE - Enriching New Zealand through sustainable tourism growth: Governments tourism strategy

given the right conditions and investment”.

“Emerging tourism regions have existing tourism offers but have capacity to host greater numbers of visitors,
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Northern Explorer — is an alternate day service, only departing from Auckland to Wéllington on
Monday, Thursday and Saturday, servicing embryonic tourism regions®.

Auckland
Waikato
Ruapehu
Manawatu
Wellington

O 0 0 0O ¢

KiwiRail's tourism strategy to date has just been about providing ‘point to potnt Journey*:r Eurfuture _
Tourism strategy will focus on partnerships, packages, consistency of semce and pruly prowdmg \ |
connected journeys throughout New Zealand. N
Our Connected Journeys strategy aims to encourage tourists 1q E)tploi'e out-of the way destmatlo\ns_
boosting regional towns and cities. For KiwiRail to be abled. prpwde. a‘fruly connected jpumey, we
require investment in the rail network as well as’ rolﬂ‘ng Stock to enable /same, ‘da{ or daily

bidirectional services and year-round services to acto‘mmodate 1nternatnonaf tra\&eiler ﬁ;nerarles

Partnering with local tourism operators a‘nq{ qmprovmg our connac’nwty and servu:e options will
enable KiwiRail to bring additional vi§itors {6, tha regions. More, msmu;s “will provide sustainable
employment and career development opporﬁlmtles in the re?glnns »thrcugh businesses delivering
food and accommodation senﬂees as \nfell as cultural and tQ.l.INSI'ﬂ experlences

N\ '-\

Passengers and the whg‘resaie tourrSm market ha\/e aﬂ{used K|w1Ra|l that the inconsistency of our
Coastal Pacific and l\iorthern E@(piorer services, make 1t @fﬁcult to plan a trip using those routes. OQur
ability to add mo§e‘servlc.és and thereby prohllie greater support to the regions is constrained by our
current cﬁlpac:tv @ﬁd Ta\hge of servucefs\

Kl\MlRall is aware Df the sngnlf(cant ‘role?t plays in developing economic growth in the regions. We are
fWOrkmg e!osely with local authohties and tourism partners to understand their needs and how we
mtgm be” able to help %hem achieve their aspirations for their regions. We intend to develop
pa;kages and expeuences ‘that encourage our passengers to experience the regions they visit*
’more depth. !:or e)@np!e, on the TranzAlpine we are seeking to promote and partner with exnstmg
and potent|al new tburlsm operators on the West Coast including Iwi.

Caprf:al Ln\(estment will enable us to unlock our capacity constraints and increase tourists into the

reglons vhtich will result in greater economic growth. This investment will achieve a neutral NPV for

KlWlRa\I and it will help the core Scenic rail journeys to become self-sustainable thereby reducing our
"l ‘reliance on Crown funding.

* MBIE — Enriching New Zealand through sustainable tourism growth: Governments tourism strategy
“Embryonic tourism regions will require considerable investment and support in order to offer quality
experience sufficient to visitors in order to provide a return on investment. Such regions often face economic
challenges, when compared to national averages for income, employment and investment”.

% http://www kiwirail.co.nz/news/524/78/Record-season-for-KiwiRail-tourism-services/d,news.html
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2.1.2. Alignment to existing strategies
A wide range of New Zealanders share in the benefits brought by tourism. Tourism provides
opportunities for development in New Zealand’s regions, jobs for those wnth limited or no
gualifications and enables Maori to gain direct value from leveraging their assets>’

The industry-led and government endorsed tourism growth framework, Tourism 2025% has
identified the unrealised potential of tourism to drive regional economic growth.

MBIE’s Tourism Strategy™ is consistent with Tourism 2025 and has an overall vision to increase the
net economic contribution made by tourism at a national and regional level. The Governpbént acts in
three main ways to ensure the Tourism system is able to deliver productive and sus'r.am\able growth
1. Shaping visitor demand L ! '\' - i
2. Ensuring market can respond effectively to that demand MO

\ ) i o

3. Ensuring the system as a whole, delivers optimal outcomes ferwbntors and New Zealan’ders “-,.' A

The strategy outlines the attributes of a successful tourism 5ector ' ~
- Strong international transport links and worldtiass bojder Services
- High value visitors throughout the year € .= NN
- Robust tourism related mfrastruct(ure D e
- Sustainable and productive resour‘ce use ' _
- Askilled and committed workforce ; _ "\ {

{ »

- Agreatvisitor expene(nee _ r ) PR ol B
- Authentic cultural fxpermnces and support for Madn ecenomlc aspirations
- Dispersal of vusltbrs'af:ms,; fegions /[ /\ \\ \ ™

- Seasonal dlsgers@k i

- Emgfq?me}qtgppdrtumtles and oaree‘rdeveIOpment pathways in tourism

Y

A fratio'nal tourrsm strategy reqq‘rrea B natlonal transportation strategy. Providing connected
g jqume-fs at;rdss New Zealapd and exvpen’lences beyond transportation and commutmg is a core part
M t.t!e K!WlRall futu r& ge:thhstra.tegy

7 http://www.mbie.govt.nz/publications-research/pub|ications/mbie-corporate/bim--tourism—2016.pdf
3 www.tourism2025.0rg.nz
% MBIE — Enriching New Zealand through sustainable tourism growth: Governments tourism strategy
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The following table explains the relevance of KiwiRail's strategies to the Provincial Rail Growth

business case.

Table 1: KiwiRail Strategic Alignment to Provincial Growth

COMMERCIAL IN CONFIDENCE

Organisation
& Strategy
Identified

Description

Relevance to Provincial Rail Growth

KiwiRail Group

Over the next three years our focus will
be on delivering a reliable and

KiwiRail's network is an integral part
of New Zealand’s integrated tourism

Wé Heke

\\_

| KiwiRail needs to play a more central

the eyes of key players and influencers.

KiwiRail’s customers clearly stated the
need and desire for a deeper
relationship. Real partnerships are
more than just a transaction. Inherent
in this universal feedback is that

role in the modern transformation of
New Zealand’s regional economy.

KiwiRail is seeking to redefine its
business from traditional boundaries

and behaviours. This shift in focus will

Statement of sustainable business for our customers, | transport infrast;ué;dr,e New
Corporate meeting our shareholders’ Zealand is p‘apq}aF “fouring
Intent 2018 - expectations, empowering our people destination for’ x‘:lsitors hdwever most
2020 and ensuring KiwiRail plays its role in an tounng is dane hy ragland not road. ( ™
integrated transport system fit for New 3y '
Zealand's future needs. Jush, asf wg are encouragmg \:Qore\
l'l'ftelght Yto~be carried py raul “rather
KiwiRail will continue to drive our ,'_tban f;ocid there arfé {mad safeiy and
strategy of simplifying our busin_e\slé;\'\ ) {*arison emlssaun beheflts to
standardising our assets, ang M\géstiﬁg" ‘Iencou rage mo{e ws\tors to'get off the
in our people to support Gur qusteme.rs road apd expe(lance New Zealand via
growth while deliverigig fmqnz;laland rail.  \ NN M
operational results. \\._/, NN
KiwiRail Group | KiwiRailis c’urrently defmmg its Io,ng &i\fvjha‘il is focused on increasing
termStra’ceguc Growth Plan, Iookmg to J'Tourism growth.
Strategic tran%fom‘awqu;busmess by with" Qhree ®
Growth Plan ﬁtrateénes to deliver our 203{1 goals ~ | The rail network solves barriers to
e travel in New Zealand, things to see
\ I\K1WIR8I| have |dentifkéd ‘th\?, Tounsm and do, and how to get around.
¥ Business as@ kéﬁ;bntrﬂ)utor to KiwiRail's rail network is uniquely
< \ growth, with ‘th\e\bb]ectlve of becommg positioned to drive regional tourist
“! N\~ a leade“r in tourism transport services. growth.
\ :'«;\ e \x\'-.'
N KiwiRail Grouﬁ" Y ofect W3 Heke is an internal project KiwiRail will be encouraging a series
(" N W ich is enabling KiwiRail to consider of strategic partnerships and
Pro;gct ' the future of the New Zealand packages which will aim to lift service
transport and tourism markets through | levels and will connect passengers

with world class experiences across
the regions.
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enable the business to move from
being sales-driven to customer-
focussed.

The project has highlighted a range of
insights and opportunities. Now
KiwiRail needs to convert these into
imaginative and actionable commercial
opportunities. Innovation doesn’t
happen on its own - it needs to become
an embedded and dedicated process.

KiwiRail’s Provincial Rail Growth business case also aligns with a number\of natlonal and reglonql

strategies relating to tourism.

Table 2: KiwiRail Strategic Alignment to New Zealand TourismStratvegv al ( \ "-1

\ )

At

To“lu‘lsm

, Ny

g TIA also recognizes and emphasizes the

importance of investment in capacity
development and infrastructure to
achieve their Tourism 2025 goals. “As a
nation we are limited in the peak
season by capacity in such areas as our
roads, port facilities, accommodation,
water and sewerage, and public
amenities. It is clear that investment in
many areas of tourism infrastructure is
lagging behind demand, so we need to
speed up our planning, decision-making
and investment cycles. To achieve this,
it is essential that the owners of the
infrastructure, whether public or

Organisation Description ; \ R‘fe”l'evance to Prqvm\:ral Ra'il Growth
& Strategy W\ \
Identified 5 W \ "-:“\
N\ ) | L. '\ ‘_ -
Tourism The tourism |ndqﬁmled by tﬁe peak Asqkev transport provider, KiwiRail
Industry industry bﬁd‘f. TQGrls,rnalndustry N ha§a responSIblhty to unlock
Aotearoa (TIA) Aotea,rc‘a TIA’§ has an aspnrahonaf go:alJ {rgnsport infrastructure, supply
of $4‘1 bﬂiiﬁg 1n ‘total annual totlr‘sr,n constraints throughout the country
Tourism 2025 ‘rew\nuebv 025. Among the. Key ) ) | and sustainability.
Growing Value’ st}ategws to achleve‘tl]ls reVenUe
Togethgr, A\ ;'ta\(get is to focusoh- mnrea\snh,g tourist KiwiRail’s intention to add additional
Whalmttpu \_[rfumbers in the\sh \]de:: season and to | carriages to the TranzAlpine and offer
_Uara. N,gairahl, achieve greater reg\ nal dispersal. a year-round Coastal Pacific service
¢ 'T\‘@f& Years On | TIA launched the Sustainability aims to meet the growing demand in
A\ -\-__TQurlsm _cotn;n‘ﬂmen‘t’;rr 2017, its vision is the shoulder season. By the nature of
“Abtearoa -_; leaﬂing‘t«he World in Sustainable train travel, will have benefits of

reducing carbon emissions and
congestion, whilst improving road
safety.

Additional rolling stock for our Scenic
business will enable KiwiRail to
provide consistent services, address
resilience issues and ensure a reliable
and connected journey, and assist TIA
to achieve its goals.

“The big advantage of having a daily
service each way is the certainty it
provides for travellers — they know
that there will be a train no matter
what day they want to travel, orin
what direction. It means the
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private, are familiar with and aligned to
the tourism industry and its Tourism
2025 growth aspiration®®”,

Northern Explorer can easily be fitted
into their travel plans. Similarly, a full
year Coastal Pacific service removes
the need to check whether its
operating or not. It’s the same
principle that sees airlines strive to
reach daily services to any
destination they serve.” — Chris
Roberts, CEO Tourism lndpstry
Aotearoa

N T, T, ¥

Tourism New

The government’s international

As a key partner bf ﬂ'om;sm New

Zealand is recognised as a key national
partner of Nga Haerenga™.

Zealand marketing agency, Tourism New Zealand, thmugl} m\aestment in &
Zealand has confirmed that “growing addltmna\l rollmg stock, KiwiRail can | \)
2019 Strategy | New Zealand’s shoulder seasons has hglﬂ Touﬁism New Zealand acha\eve its \ .
become a top priority for Tourism New :'goplot fncreasmg reglonal eqqnomfc
Zealand"™". P _f*growth by increasing the. umberof
A\ N passengers to tl\e [eg‘!pns ) [kt
Tourism New Zealand has three key \ \|/ 4
parts to its 2019 StrategicRlanz~_" | The mtroductqon of aPremlum
o ) Serwcq gu,pnortsJ‘ounsm New
1.. People and Place.—~ 100% Pure Zéaland'§ strategy of increasing value
New. Zeala\nd ' ' ‘-andtsqnportlng long term stability for
2. Katiakitangg - Destlnatlon 'F‘me mdustry
o~ Baaﬂmess / ~'-.. D
(86— lndlzsnfe Growth — Grow '*1 ’KiwiRail have the support of the
' reglons by $1b b&/ 023 ) 1 * | Tourism New Zealand CEO Stephen
> LS - England-Hall. He is challenging the
\\WD | \The focus is on mcreaslng value country to develop more products to
e encouragmgtouﬁsdts‘totpend more and | highlight nature - without spoiling it.
stay longer. \ \ N\
) ) .\ ) Mr England-Hall would like to see
- { v “man-made products that integrate
\ _ \ VoA into our natural environment and
!r" ‘ 3 give visitors greater access to nature
: with a low footprint, and national
~ itineraries so visitors can explore New
Zealand by train”*%,
’-ljga Haerenga, | More than a million people per year KiwiRail's Scenic rail journeys provide
/i the New use the 22 Great Rides of Nga visitors an alternative mode to access
Zealand Cycle | Haerenga, the New Zealand Cycle New Zealand’s cycle trails and are an
Trail (NZCT) Trail®®. KiwiRail's Great Journeys of New experience that appeals to the group,

family and leisure riding markets.

http //tourism2025.0rg.nz/assets/Documents/TIA-T2025-Doc.pdf {(p18)

http //tourism2025. org nz/assets/Documents/TIA-T2025-Doc.pdf (p9)

*2 |nside Tourism May 24™ 2018 (Issue 1,166). inside Tourism is the only independent weekly source of New
Zealand visitor/hospitality industry news and views.

http //www.mbie.govt.nz/info-services/sectors-industries/tourism/nga-haerenga-new-zealand-cycle-trail

https ://www.nzcycletrail.com/partners/
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\, |~

L < /

Nga Haerenga (NZCT) is a national
initiative to develop a connected
network of cycle trails throughout New
Zealand. The network consists of Great
Rides, Heartland Rides and Urban Cycle
Trails.

The NZCT was one of a number of
initiatives established to stimulate jobs
to cushion the effects of the global
financial crisis in 2009, and to create
conditions for businesses to prosper.

The intention of NZCT was that the
predominantly off-road trails, referred
to as the Great Rides, would showcase

and culture of New Zealand, whnle
generating economic, social and A\
environmental benefits for C\ )
communities. AT DR

the environment, landscape, heritage -~ -;Canterbury with Picton Jig the
¢ Marlborough reglon‘ ( (

- ”NZCT beheves*th‘at combmed

) *-shr\ung upSmce the project began in
] ZEOQ\Offenng visitors more easy
~connections between * green’ modes

Offering combined train and cycle
journeys provides a credible
alternative to car transport.

There are a number Great Rides that
align with the scenic rail routes
including The Timber Trail and
Mountains to Sea in the North Island
plus Queen Charlotte Track and the
West Coast Wilderness Trqﬂ'm the
South Island. 5.

Potential futuré cfcle (r‘éjlé’n%ay also
align well with the\sr;enfc routes such
as thefpro‘pqsed ‘Cogstal Cycle Trm{’
whu:h wllff!mk Kaikoura in norfhern

P

| ]

/ .l

|t|nerane5 qffermg cychng plus train
expenencqé .2 hatural extension to
the CWE ang stay packages that have

of travel such as trains and bikes will
also appeal to more environmentally
aware travelers.” - Janet Purdey, GM
of Nga Haerenga

1 Dt-,\parfmen\! of
I ¢gpserVatlon

Visitor

Strategy™\ \ l‘-‘
7\ N

|

Unprecedented gmwth in tourism is
changmg‘thefundmg needs and

{ gxpeci’an”oﬁs of Department of

\;ervatlon (DOC). It is putting
pressure on facilities but creating

f-Opportunltles to increase investment in

conservation.

DOC intends to develop and implement
a visitor strategy with partners (such as
KiwiRail), to manage DOC’s biodiversity,
heritage and recreation facilities to
achieve a high level of visitor
satisfaction®.

DOC is exploring opportunities to
expand their network of Great Walks
in places where there is local support
and where they can showcase other
beautiful but lesser-visited parts of
the country®. Through a public
process, many new walk suggestions
have been submitted to DOC. A
number of the proposed and current
walks align with our existing rail
journeys.

KiwiRail is a key tourism partner for
DOC and we have a close working
relationship with DOC particularly on
the West Coast of the South Island.

N https://www.doc.govt.nz/Documents/about-doc/role/publications/bim-2017/bim-2017-strategy.pdf
N https://www.doc.govt.nz/news/media-releases/2018/new-great-walks-initial-submissions/
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MBIE Tourism | Commissioned by MBIE and developed | KiwiRail's Scenic business aligns with
Strategy (5 A’s | by Business and Economic Research the component of MBIE’s 5 A’s
fFramework) Limited (BERL), this framework states Framework.
that established tourism regions will*’:
¢ be able to be readily accessed Our strategic shift from ‘point to
by a range of transport modes | point’ to package and partnerships

and gateways will encourage the regions to develop
¢ have a range of attractions that | integrated regional accommodation
encourage visitation and activities with K1w1Ra|lScen|c rail
* have adequate amenities, services. X
including accommodation and ) "y P
public infrastructure, to ensure | Our network a“ﬂ raul,ex@enences 4
visitors have quality deliver accéss tg tht{ regions. Our "k \°
experiences online. mgrketm ‘qnd passenger ‘-\" o
e enjoy a level of awareness in maga'(nmncreases visitor awéreness \§
the market that ensures they | oftour\rsm OPPOI’tU nities BDG{ chmces
attract visitors o=y Ky the (33'0”5 /7 y \ o, il
* Host communities’ atutude; ) L) ]
towards tourism to enable K|W|Rall’s Scern& nai! servi;e’s have a
success 1 long hns,goryof regmq;;l economic

R % Contl’lbl.tt!bﬂ and are viewed
N\ \
KiwiRail is aware that MBIE has POS'tlveﬁ' By-the communities we
classified Nevii Zeaﬁépd regionsinto (7 -su DQ"Q Wany regions rely on the
three brﬁad groy pfngs in terms of. theu \:?e\_:,ces we provide.
dev.elrapmé;ﬁ asdestinations™; "\ :
fstabhshed touris rgglo‘ns \ " KiwiRail is uniquely positioned to
¢ : Energlng tot{ﬂ.fﬂnTe‘glonﬁ i grow the embryonic tourism regions
Embr‘yonlctouﬁgm regions of West Coast and Ruapehu.

D

-

o http://www.mbie.govt.nz/about/who-we-arefour-publications/briefings-to-incoming-ministers/2017-
blms/tounsm pdf
*® MBIE - Enriching New Zealand through sustainable tourism growth: Governments tourism strategy
http :/fwww.ournewzealand.co.nz/page/read-our-emag/
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REGIONAL STRATEGIES
At a regional level, our intention to invest in Provincial Rail Growth aligns with Regional Economic
Development plans in each of the regions and districts that we currently provide rail journeys in:

- Christchurch, Selwyn and the West Coast (TranzAlpine)

COMMERCIAL IN CONFIDENCE

- Marlborough, Kaikoura, Hurunui and Christchurch (Coastal Pacific)
- Auckland, Waikato, Ruapehu, Manawatu, Wellington (Northern Explorer)

Table 3: KiwiRail’s Relevance to Provincial Growth

Organisation
& Strategy
Identified

Description

Relevance to Proviqua‘l ﬁaﬂ'G§9\yth

N
\

Tourism West
Coast
Marketing
Plan 2017 -
2021

K\

Marlborough
District Council
Coastal Cycle
Trail

Tourism West Coast is focused on
attracting both Independent
Professionals, people aged 25-54 years
old and Active Boomers, people aged‘
55-74 years old to their regiong” .\ \
KiwiRail’s TranzAlpine attracts 83, 000

tourists to the West Coask,‘ 10% »91’ West

Coast visitor arnvals

Tourism West’Coast (3 objectlves are; -

- Icreasgﬂmsﬁ"or\:olumes i ".\'
- Inc[réas dyunsm expendlfure\

\ Increa sed visitor nightsby \_ ) )

Jm:teasmg average, jen\gfh of‘stav

oy
1- A\ Mincreased GDP, r:antrtbutipn
\ <" Increased touhs\'u employment

DOC is u(uderpmhlhg the enablement of
this p\rog(ér_nnj_e At

O

> M

__.\.\.-\I
1)

\\. \ \v

Klwmallf's TrangAlplne service j§ a key
té\unm "eraqsport enabler to“ge(;\

[ Vightdrs from Ca nterburvzto thq \(\)‘est

Cpasb Any reductjemn, servug;e.‘would

\ "‘s,eVerer lmpaet the Wes\t»o:ast local

economy,~

\."\\

As tthektanst beglns to develop

“and, de!ive{‘:ts cycleways and

,'wa keways, those experiences are
/_egMectively creating a very attractive
| offering for visitors to enjoy whilst

they are on the West Coast.

“West Coast Tourism would welcome
investment by KiwiRail to increase
capacity on the TranzAlpine service
thereby enabling more passengers
each year to visit and enjoy our
region. We also support the
introduction of a premium service on
the TranzAlpine route as we consider
it will attract more high vyield visitors
to the region and appeal to a wider
market.” — Jim Little, CEO Tourism
West Coast

The Marlborough District Council are

keen to establish a cycle trail between
Blenheim and Kaikoura. They consider
that the ‘Coastal Trail’ will be unique
cycle trail in New Zealand as it will be
supported by an internationally

KiwiRail is recognised by the
Marlborough District Council and the
Coastal Trail Working Group as a key
partner in trail construction,
marketing and transportation. The
prospect of a hop-on hop-off train
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renowned train journey along its entire
450km™.

T s

'\ N\ '\

-~ {helr a&e)rall jou rneyzwm be ttle icing

\% Coastal Trail thrkmg GIoup

service for potential cyclists on
KiwiRail's existing Coastal Pacific rail
service has been raised with KiwiRail
and would provide a niche market
opportunity as well as itinerary
flexibility™.

The Mariborough Coastal Trail will be
reliant on KiwiRail’s Coasts) Pacific
rail service running yeat—ft;.und.

“For the manyﬁmusands of people
trail bet»;feen Pi&on & Kaikoura;

h/a\ﬂqu the, ablllty to mcorpora‘*tel the "'\, S D
“Coastalk Pacific rail expenéncewhhm '

‘bivthe cake” - DrJ,ohn Forfest,”

spokes per§on.

\ N\ "\ )

Marlborough
District Council

Marlborough’s Smart }anﬂ CBnnected
Visitor Econpmy y-Growth Plan outlines

A algng With our existing Interislander

yéar-}aﬁﬁd@oastal Pacific service

Courﬂcﬂ X

Qeglonal
Visitor
Development
Plan

the vision’ ,an‘el dlrett]on for AN\ ‘-.‘\Serv\ces will be able to help
Marlborough Marlbdrongh s\q'm’or economy éQH ) L Marlborough build its supply and
Smart and logks whs \3 héeded for t &r neh t& ’ demand for shoulder and winter
Connected ‘g@; eammgs from v:srrprksgend}tb season visitation in the Marlborough
Visitor > \\$44Barby 2025. The plan-alsa Sounds.
Economy, < o \dnderpms the mar \tr\ng\&ctlvntles of
Grqwt}\Plan\ Pthe region Qtouﬁsm ag‘ancy,
IQIS ZQZS Destination Mar\\lorough to position
NN\ G A and pr‘emote Matlborough as a
Y% d' “'sargble wisitor destination.
\ 1S <
Ruapehu/, = »,"Thé Ruapehu s Reglonal Visitor KiwiRail has a close working
District, |\ \ ' "Development Pian®® has been funded relationship with the Ruapehu
N by MBIE and the Ruapehu District District Council.

Council. This plan recognises KiwiRail as
a key partner to deliver the objectives
of the plan. KiwiRail's Northern
Explorer service is deemed a key
enabler in the Ruapehu region for

tourism and economic growth.

Ruapehu District Council are
currently working with KiwiRail and
other local visitor sector operators to
further explore the feasibility of
establishing end-to-end rail-tourism

*° Coastal Cycle Trail Feasibility Study — Final Report 19" September 2017
https://www.marlborough.govt.nz/repository/libraries/id; 1wlmps0ir17q9sgxanf9/hierarchy/Documents/Abo
ut%20Martborough/Coastal%?20Pacifi 1c%20Trail%20feasibility%20assessment%20Final%20Report%20190917. p

df

5! Coastal Cycle Trail Feasibility Study - Final Report 19" September 2017

Although PGF funding will not be directly invested into the growth of the Northern Explorer services,
K|W|R3|I expect through its regional partnerships that some organic growth will occur.

32017 Ruapehu’s Regional Visitor Development Plan
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Ruapehu District Council are a big
advocate of KiwiRail, They are
encouraging the establishment and
expansion of the marketing of raitas a
reliable means of transport for the
Wellington and Auckland domestic and
international markets to access the
region, its skifields and other tourist
attractions.

Ruapehu District Council have assumed
that if just ten rail passengers stopped
every day at Ruapehu for two nights
with the cost of the rail component of
this journey at $125.00,

accommodation at $300.00 and other >

services at $100.00 then the
contribution to the Ruapehu economy
would be close to $2 million. per

annum. A AN

'.\"

. Vislt‘Ruapehu CEO Claire: M\:Enlght

experiences centred on the Ruapehu
region including connections to
appropriate transport hubs,
accommodation and Ruapehu
experiences.

“KiwiRail’s Northern Explorer service
is a key enabler for the objectives of
the Ruapehu Regional Visitor
Development Plan to be au;hjéved.
We are keen to encourage \ "¢

the expansion of tha‘marketmgmf “rail
as a means reliablé transpo?t for the
Wellington and Auckfand’domestic
and mternatlonal markets to access
thafarea and [I's skifields” - 7\

( VA |
)\ (L))

\\

Ruapehu
Alpine Lifts
Limited (RAL)
Strategy

"‘sta\m}ia'ncis

In 2016 Ruapehth!p‘Ine Llﬁssecured a
60-year Ilcen;xe {oc Whakapa pa sk|
field™, .\ 7

(€ 2

: .\ o
.\

Toremain cpmpetltlve and, resbond ﬁ)

Js‘tnmér Expectatiops, RALmust~

\ uk{grade the sknng an boaa‘dmg
|V experience an\chn part uiarémbark on
| a programme rhpla\cmg aged lift

lnfrastrqctu re with’modern lifts
mee'ang mew safety and comfort
“Part of the development
plansiincludes a 1.8km, eight-seater
gondola, estimated to cost around
$37m™,

RAL expects the gondola to enhance
the recreational values of Whakapapa
Ski Area®’.

]

. |\destination for passengers travelling
S .' ,._c}nthe Northern Explorer.

Tongar;ra NAtlonal Park is a popular

RAL is reliant tourism transport
providers like KiwiRail to enable
tourists to visit the Ruapehu region.

It is proposed to utilise the gondola
all year round which aligns with
KiwiRail’s long term intention to
introduce a daily bidirectional service
between Auckland and Wellington.

RAL has clear aims and aspirations for
their ski-fields. A high-quality tourism
product that enhances Tongariro
National Park and bring strong value
to our communities>?. This aligns with
KiwiRail's tourism strategy of quality
partnerships in the regions.

** https://www.stuff.co.nz/travel/snow/84420399/gondola-part-of-100m-mt-ruapehu-plan
55 https://www.doc.govt.nz/pagefiles/176586/executive-summary-of-gondola-proposal.pdf
%8 https://www.stuff.co.nz/travel/snow/84420399/gondola-part-of-100m-mt-ruapehu-plan
7 http://www.ruapehudc.govt.nz/our-services/district-plan-and-resource-
consents/resourceconsents/Documents/Statement%200f%20Evidence%20-
%20Ella%20Tennent, %20Cheal%20Consultants.pdf
% https://www.stuff.co.nz/travel/snow/84420399/gondola-part-of-100m-mt-ruapehu-plan
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2.2 Investment Objectives, Existing Arrangements and Business Needs
2.2.1 Investment Objectives

The key investment objectives for this proposal are:

® Increased tourism patronage including high net worth customers
e Increased regional economic benefits

¢ Increased resilience of New Zealand’s rail network

e Offer world class tourism experiences

e Improve national tourism transportation

* Increased seasonal dispersal — peak, shoulder and off peak
e Increased environmental sustainability

¢ Improve financial sustainability for KiwiRail

* Improve safety for tourists and KiwiRail employees

2.2.2 Existing Arrangements angd- Busmess Needs N\ -
This investment request has four mterllnkea components - roljing, stotk platform upgrades, IT
reservation system and increased mar‘ke{mg, I}Ii of them are reqml‘ed as_a‘Package to enable and
support greater capacity which wilkig turh, driveé revenue _g[ow;h.far {thh the regions and KiwiRail.
ROLLING STOCK A2 \\ _,'.-‘,-‘ { b o
The TranzAlpine is oprr rnost popular route in ,terms bf passehger demand and due to its popularity, it
is financially sqh“sustﬁmmg “The service %as beceme a New Zealand icon that has been named
among the Wzorlb’s‘tnp frain j journeys b\t pubjltairons including the National Geographic™.

lnternatlonal eprSure and the ‘consgfeqcy ‘of the TranzAlpine services has enabled the wholesale
,marke‘t o promote this train JQUrnev as'a key part of any South Island travel itinerary. Daily services
.alga aIlewTndependenttravellerst}me flexibility to experience the TranzAlpine when they wish to.

The TranzAIplrLe nbw carrles around 80,000 passengers a year to and from Greymouth. During the
““peak seaspit, We arg at capacity on our TranzAlpine services. With greater capacity, KiwiRail will be
able to, transporl mUre passengers to the West Coast which will provide greater opportunities for
busfnessesand tourism ventures.

& The Coastal Pacific has been offline since the Kaikoura Earthquake in 2016 and is due to back online

\ in lat&2018. Due to inconsistency of the timetable, the Northern Explorer has been running at a loss.
‘Fhe reason we continue to deliver and wish to further develop Coastal Pacific and Northern Explorer
services is that we recognise how important they are for economic growth and social inclusion in the
regions. We also recognise KiwiRail’s role in providing an integrated tourism transport solution
across New Zealand.

Passengers and the wholesale market have advised KiwiRail that the inconsistency of our Coastal
Pacific and Northern Explorer services make it difficult to plan a trip using those routes. For example:

- the Coastal Pacific currently only operates six months of the year
- wedo not offer a bidirectional daily service on the Northern Explorer

N http://www.kiwirail.co.nz/news/502/78/KiwiRail-celebrates-30-years-of—the-TranzAIpine.htmI
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This constraint is having a significant impact on New Zealand’s ranking on the Travel & Tourism
Global Competitiveness Index which relates to New Zealand as an attractive destination®. There is
so much to see and do in New Zealand, but as a country, we don’t make it easy for visitors to get
around our country.

Our future financial modelling shows that investment in additional rolling stock on the TranzAlpine
and Coastal Pacific will create immediate returns for KiwiRail.

By increasing the capacity and resilience of the TranzAlpine and Coastal Pacific, we will be able to
attract a greater number of passengers. With more certainty of visitor numbers, thls wlil open up
opportunities for new businesses and tourism ventures in those regions. \ \-__ \¥

Lack of capacity is also affecting our ability to be resilient. Resilience is a key 'ﬁs‘ue fogm}r Business
and is putting regional revenue at risk. To run all three services at peak, wé- reqmré 100% avallabllltl,r
of all carriages and vans. Whilst the Coastal Pacific has been offline. our capaclty and resnllence_

4

constraints have been hidden® Pl

Any critical service failure poses unacceptable operational; flanmI ,and reputatlonﬁl nsk tq KlWlRall
and will detrimentally impact regional economies asarqs:ult Of\few,erwsxtors A l‘ \ , |

An example of a critical service failure would be If au:aie ca‘mn one of oursa(w,ces ‘|s unavallable due
to either scheduled or reactive malntenpoce the entu"e train will be _taken' offlme as the service
cannot run without a café car. Therefore, we' do not Have any resdlencq in pqr‘fleet

Without sufficient resilience, }hlﬁ fmpac’r.s adversely on the\ quaim‘l of\the experiences that KiwiRail
can offer and on New Zealanc{’ S reputamon asa destlnatior‘a Wa estimate up toB'(2) 'of revenue for
KiwiRail may be lost du\eeto latk\qusnhence This 1055 ‘aguatesto approximately] (2)(]9)(“)

years. This lack of resilterice ;iecreases poIentlél réglbna\l economic earnings. For example, if the
TranzAlplne caano‘t !'un ower400 passengérs wﬁ} not visit the West Coast.

\
% ‘ 1) (

¥ ‘
p e\

® hitps://www.weforum.org/reports/the-travel-tourism-competitiveness-report-2017
®! Coastal Pacific is due to be back online in late 2018
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PREMIUM

KiwiRail does not currently offer a Premium service of any kind across the TranzAlpine, Coastal
Pacific and Northern Explorer services. KiwiRail's tourism strategy to date has just been about
providing ‘point to point’ journeys. Our future tourism strategy will focus on partnerships, packages,
consistency of service and truly providing connected journeys throughout New Zealand — this include
the introduction of a Premium service.

Interest is growing from international investors and our customers are requesting a Premium rail
services in New Zealand. If competitors like the Antipodean Explorer successfully entEr the market,
KiwiRail are at risk of losing some of our existing passenger base to CometltOTS?Ez Mithout a ¢
Premium offering, KiwiRail will forgo the opportunity to transport high yle,ld passengqrs and connect [

them with our partners in the regions to enjoy high quality packages and. eiper:qnqe ' .\--"“-.

According to Tourism New Zealand’s November 2017 Insxghtg B.epbrl the quury travel marke\ ‘i;

projected to be the fastest growing segment of the trave1 industry worldw:de ’(b captu(e the
growing international Premium market, Tourism New Zeala(:d a’re ‘Eoi:usmg thelr aftghtioMbcally on
activities and investments which will increase thes num‘b i af ngh value Y;Qltor.s to) New Zealand.
KiwiRail works closely with Tourism New Zealand and we have made a copteded &ffort to align our
tourism objectives. AN '-;-.- \_‘" \ \ '

If KiwiRail are to meet the need of the’ grqwmg quury travel m‘arke\t ‘we. need to develop a Premium
offering. We expect that our Preffitum offefing will mmaJl\z\be fp thq form of a hybrid service with a
mixture of standard and Pr,emium canjlages However,.i tn t‘Fme bqsed on demand, we would consider
developing a fully ded;cated Prem}Um service. Any Pfem{b{n service that KiwiRail offers will be
staggered across exngtmgmu\:es based on demanﬂ and {e‘turn on investment.

EN Y ~ |\ i
We estlmatﬁth ba totai capltal mve_stmento ?,;‘will be required to deliver a Premium service on

the Tra nzAYpme qn;j Coastal Pac(af g Th]s es’tw.mate includes:

. Pfoject\ ﬁaanagement costs will be shared with the additional rolling stock, platform
\ ‘-ungradés and IT reservation system projects

Albelt the extent of any loss will be dependent on the level of Premium offering available.
Luxury Tourism, Tourism New Zealand, Insights Report First Edition, November 2017
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PLATFORM UPGRADES

As we seek to increase our rolling stock for Scenic and lengthen our trains, capital investment in
platform upgrades will also be essential. KiwiRail's Scenic rail journeys are regarded internationally
as some of the best in the world, but our platforms do not reflect the high quality of service
delivered on board.

Passengers are currently alighting onto regional platforms which are damaged and have pot holes.
Starting or finishing a journey on a regional platform which is damaged or has inadequate shelter
and/or lighting diminishes the customer experience which is at the heart of our scenic railbusiness.

On the TranzAlpine we are running our trains at full carriage and van capacity tb fhee'\f,demand
however the extended length of the train means that it can no longer fit alongslde 1t|a platform®.

Passengers on board are required to travel through other carriages o 5‘afel? ajlght the trair.
Platform quality and heights across the regions can vary so much on out exlstmg;routes that KlWlRaH

even makes it passengers aware of it in the Scenic booking tenns qnd conditions: ”Platfon'n hquhts"'.__-7
can vary between stations; this may make boarding the traln dlfﬂcultﬁs g P

Wheelchair access is provided via a hoist on each slde df th qa‘fe €ar to assist naksengers td board
and disembark. However, if café car is off the piatfprin then Ave cannot safe'iy access this hoist for
passengers with wheelchairs. This is a regulamssue dunng peak 5€ason. on the TranzAlpme We have
attempted to reconfigure the carriages of the s serw:e but passenger febd\back regarding to the noise
of the generator van has |mpacted on the current conflguratluﬁ of f.ht% carrlages and vans on the

TranzAlpine. AN\ ) \

To allow for longer tra;ns a‘nd 1;0 nmprove safety an& accessd\)dity we need to invest in high-quality
and safe platforms wh:cjjare of an adequate Ieﬁgfh with suFFcnent facilities.

We can work Wlth ‘ib"e ca‘mmumtles to. create A wefcbmmg gateway to each of the towns that we
service, These fﬂaﬁorms and statjon. upgrades could potentially be decorated by local artists and
carvers ahd e\ougi Be a tourism« ﬁttfqéimn in its own right — such as the Hunterwasser bathrooms in
_KéWak‘;awa W.hEre modern art mee’cs\ bdern convenience®. Platform extensions and upgrades are
“eSsenhaIfo allow for/longertrams and i improve quality, safety and accessibility.

?

N o
A\ Inmal estnmate&\ndnté,té upgrades will cost betweel @7(5)0'1 per platform depending on the
level ofwo[k reqd!re \

N
9. /

&4 https://www.odt.co.nz/regions/west-coast/how-tourism-icon-was-set-train
 https://booking.kiwirailscenic.co.nz/Documents/TC-Default.pdf
® https://www.atlasobscura.com/places/hundertwasser-toilets
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I'T RESERVATION SYSTEM

Technology is having a significant impact on the tourism industry. Travel companies, such as Air New
Zealand, are lifting the expectation of what an ‘experience’ with a travel company should be, with
technology being an enabler for a customer-centric seamless experience.

Achieving provincial rail growth is also dependent on the rollout of a new IT reservation system. Qur
current IT platform consists of three legacy booking systems which inhibit growth and customer
experience. Problems encountered include but are not limited to:

A seamless experience from the moment of booking to post travel
Disjointed communication to customers and lack of connectvon betwee‘n ﬁur product ,

journeys N TN N

Paper bookings

Inadequate vendors and technical debt impede routme ia.s“ks such ¥ loadmg fms, whlcﬁ'

are resource intensive and costly 2D NYEOS OO\
Unable to effectively manage pricing initiatives to |mprmey[eld NS
Losing customers due to complexity of bookrng’ onlir e ' - -

Our systems are unable to facmtate totms' expénences in the megltansstl We have had to

outsource this limiting revenue opeort\umtles VRN
Limited ability to easily plug-rn to tqur‘Sm wholesaler lestmology ‘and creates customer

frustration. \ (h\ g
Unable to nmplementproductmty initiatives P "\‘ V
A decentralised set’ ﬁf customgr data and the- Inabr,llw to ;ecord and extract data successfully
prevents the, busme,ss' Fr\takmg smart data drsvén busmess decisions to optimise revenue,

marketlng and prcducf.{can t plug mifO“CRM}\ -
) )

To meet the, needs of Eurrent/futuge \QUSJmneri: 2hd actualise our Tourism Horizons we require a
new resen?atfon%\?stem and appruphate piugms to enable a longer term digital roadmap. The core
are@& Whlch reqxﬁre full scopmg are\

VK Se‘amless Dlgltahsed Self-Ma?naged Customer Booking Experience

L

=Tﬁe goal is to lmprﬁve tha bcokmg flow, self-management and check-in experience for customers,
'\ ‘using dlgltai {e\chniogy ds the enabler. This would improve customer interactions with KiwiRail -
from bouk[ng omth ‘website and self-managing their bookings online (and therefore reducing the
need Tor s:caff«handlmg) remote check-in, paperless boarding passes, real-time travel updates,
cbmm.lxmc‘atlons before/during/post journey, through to socialising their travel experience.

X v If‘nbrove Yield {Revenue) Through Product Offerings

/
I\
A

) ' An evaluation of the current reservation system is required to assess the ability to deliver some key

product offerings, to drive the delivery of passenger and revenue targets.

This includes:

© The ability to include packages within our own reservation system that enables
customers to create itinerary planners, quotes, hold availability and book.

o The ability to optimise revenue opportunities as set out in the pricing project which
would align us to industry best practice.

© The ability for new product development, such as premium, seat selection, upgrades,
priority boarding and new routes to increase our yield.
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o Improve wholesale partnerships through standardised plugins to our reservation system
for partner technology

- Improve Conversion Rate For Online Bookings

BTZ)(b)GiT (58%) of our tourism business is done through online bookings (run through our reservation

systems) and is where the journey begins. The reservation system was out of scope for the new GINZ
website and currently, any required changes to the booking flow are costly, labour intensive and
slow to be realised.

Recent studies show the average abandonment rate for e-commerce sites is 714M ‘ours are
currently 83.9% for Interislander and 90% for Scenic Trains (FY18 peak} ReHthio‘ﬁ in our

g(?)(%%)qgnment rate by just 1% for both booking engines would result in an: lmmqveﬁ. revenue of
I \ '. o

: for scenic 8«9‘(27(5) for interislander.

<\ D) \'_‘

- Customer Service Experience (
(

Over 70% of consumers now use social media netWorks fdr, customer serwces qoene;s and this
continues to increase. There is an expectatiop that responses ‘will be avai’fabLe 24)’7 in  real-time and
in a customer’s language. KiwiRail currently hn!y prov:des a phong nhmber (NZ business hours),

email (not instant) or Facebook messenger whic‘h is manned by the maH(etmg team during business
hours. _ N\ A~

\ ) ) Sl %
We need the ability for customers 1;0 '(aik to us 24/'7 ln Ihen Ignguage and have the option to pay

N\ kg

with thelrlocalcurrency_ \ 7~

N

. Data\-Dr?\fenCustomers In5|ghts

The bus;nebs T,equwes the abl|lty‘f0’€ thh reservatlon system to accurately record customer data and

7 -4p§|ghf§ wh\rch can then eXtrapoIated‘for financial reporting, customer insights and journey mapping,
cust‘omer communw@tg\onandseche management, as well as future customer acquisition.

Al this neec}s’te be ﬁone Wlth certainty that customer data is managed and stored securely.

- '.-I f
” ) /

e ;Si.'[\fr"tp'iifi\é:a"tion and Speed to Market

- 'ihez,reservation system does not currently provide the business the opportunity to test, learn and
_bpt'imise with new products and routes quickly and reiteratively to enable us to get initiatives to

“ market at speed. There is an over reliance on vendors to complete BAU tasks, which slows down go-

to-market processes.

Without a new reservation system in FY20 we will not be able to deliver a premium service and will
struggle to deliver growth on existing services i.e. packages.

Cost: The estimated project cost for this initiative i9(2)] Refer to Appendix for cost breakdown
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MARKETING COSTS

We estimate that in the two years prior to these new services being available we will require an
addltnonalg(a) for marketing. We know from previous experience that it can take some time for
new services to be widely promoted and for a ground swell of interest to build. The international
wholesale market will be critical for our growth success and therefore we need to market to them.

To support the first year of operations an additiona?f%?m_ is required to capture tourists booking
direct through digital channels.

KiwiRail does not currently invest in any international marketing campaigns, ' ou.té}de selected
wholesale brochures and Tourism New Zealand Trade Trips. Internatnonal growtb Outside our P
wholesale partners has been achieved by advertising in the domestic rr}arket Dorhelftlc advertlsmg \
has limited reach as tourists often plan their itineraries prior to travel \ \, ‘_\
Further international exposure is leveraged from travel edltor{aﬂ mjhfernatlonal publicatlons Ilke ’thé
National Geographic or digital channels, websﬂe&socual medla : R NN

To establish our services as a “must do” travéi expgmen;ef, connectmg tqurlsts te regional
experiences we must deliver: e

- L y \ \_ v /
-.\\‘. \ Y 7 < N\ \"~

® Increased international brand rgach ahgﬂ‘a&‘te’?ounsm New\Zealandmarkets
* Increased brand awareness andg!oba} reputatlon of an axem;i’lary tourist rail experience
facilitating travel throughout, New-Zealand ~ -\ \

e Showcase iconic regboneﬂ activptles e.g. West Coast: ?qﬁalctah, Oparara Arches
e Target marke;s w:fh propgngfty to travel off pgai
e lInvestin Chmese ar\(gt"ng capability,~
) Contmuedmvesrment in d|g|ta);adv¢o\tls & ﬁocual media
) lncreased*feprésentatlon at{nte(naﬁonai frade events
"\ Cb(ltl\h ue\d ‘domestic adﬁem\ ng

."~.\_i‘Dwe¥9|ﬁ/ visitor marke(s =

x_,

\

\ sTu échjéve our growth targets aﬂd provide sustainable economic development for the regions we
*n.ered to ensure we\' qanfﬂll the available seats (as a result of increased capacity) and generate a
sustamable BT}:{élme of tourists. To do this we require funding to deliver targeted international
marketmg samp‘a\g{\sj for our scenic business as well as attend the relevant tourism trade shows to
ensure bra(sd reach and conversion.

\
P \ N\ )’
\, ¢ \.
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Detailed below is a summary of the existing arrangements and business need for each of the
investment objectives for this business case.

Table 4: Summary of existing arrangements and business needs

Investment Objective 1 Increased tourism patronage

Existing Arrangements KiwiRail currently delivers significant value to the regions through
our existing services circa $100m. Due to a lack of capacity our
passenger numbers are capped, which means our ablhty to provide
revenue growth to the regions is capped. .

Prior to the Coastal Pacific being offline, our Scepil; Raﬂ Preedom
Pass” generatedB(2)Isales in 2016. This mdlcqte\s that“although
KiwiRail’s Scenic services only offer a partlally cunnected journey
throughout New Zealand, there are (nq_rwﬂt_ounsts who are keéri.to
experience New Zealand by _raik ~where our (netwark
allows. Inconsistency of segvices t;ause;i oy a lack of caipacuty is afse‘
impacting our passenger humbers 4 A\ ))
\ / , ZOIN N N’
Wholesale tourisg Q\aer:}tor\s 3nd travel agefntsxare not wﬂlmg to
book their qustome{s onto our services dl{e to the nconsistencies in
our services [ not ll are daily or pldrret:ﬂonal
1A \
--We da, nqt;have enough r«oﬂmg .stci:k tti prowde a daily service on
A~ I:‘the Nbffhern Explorer from both Auckland and Wellington. We do
{ - x_not héve enough r’ollmg st,ock & offer the Coastal Pacific service 12

R e, jmonths of t!}eﬁ,raar W]tﬁou consistent services, we are foregoing
2 \\V ._\:7}‘.' | revenue and \‘maare unable to provide a truly connected journey.
Passe‘ng@r ?éedbac|< on our rail journeys confirms that we have an
oppoi‘tum;y to maximise revenue and better meet the needs of
Y\ 2 N\ tourists’and commercial tourism operators by reviewing our core
. -':“-«~.""‘1;rgytes and providing other service options within our existing
b \ "~} Foutes.

According to Tourism New Zealand's November 2017 Insights
Report the luxury travel market is projected to be the fastest
growing segment of the travel industry worldwide®. To capture the
growing international premium market, Tourism New Zealand is
N\ focusing their attention locally on activities and investments which
will increase the number of high-value visitors to New Zealand. Our
services offer no differentiation of class, we are foregoing revenue
and unable to accommodate the luxury market.

While it is difficult to quantify the impact of social media, in a world
where holidays are now researched and booked digitally we know
that negative comments can have significant effects on our

% Scenic Rail Freedom Pass is a flexible ‘Book As You Go’ travel pass that allows you to travel on New Zealand's
Scenic rail services as well as the Interislander. Passes can be booked up to 12 months in advance and are valid
for 12 months from date of first travel.

B Luxury Tourism, Tourism New Zealand, Insights Report First Edition, November 2017
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customer service, brand reputation and yield that we are able to
charge.

Business needs

- j* se?f su§t?mable AN\

\ [ K1w1Ral| are tcrmeb{‘the neéd of the growing luxury travel market,

17 To build passenger numbers we need to work with regional

KiwiRail's Connected Journeys strategy relies on KiwiRail
committing to develop new services such as same day or daily
bidirectional services to accommodate international traveller
itineraries and thus increasing revenue. We require additional
rolling stock to meet our strategic goals.

Investment will enable us to strengthen and exten'd' bi.ir network
and provide economic growth along existing reglanal (outes With
investment described in the revised busme‘ss tase We “Would be
seeking to introduce: \ N
- ayear-round daily service on the.f.‘.oastal Pat:lflc \
- extra rolling stock to our TramAﬁS)r[e service * A\
- aPremium service on Coast‘al Pacit'cand TranzAIpmb. '

In the future KiwiRail w1l| s‘tlli Seek to delivep-a hidlrectlonal da:ly
service on the Na?*thgrn 'Explorer suppo’mng the “embryonic
Ruapehu reg{an TFhe" thsis‘tency of a daﬂ? bldlrectnonal service will
achieve an mc?easte in passenger numtzers _This is in turn will
increase Teg:ona} economic grqwth ]obs relating to tourism. A
bzdlrect:onal -daily service ern tht. Nartbern Explore would become

‘e need to prémlum offéﬂng The premium offering may initially be
in the fé{m of\a-tybrid service with a mixture of standard and
premlﬁm carnages however in time, based on demand, we would
cp\lsidé? developlng a fully dedicated premium service. Any
premu)m service that KiwiRail offers will likely be staggered across
exi’stxng routes based on demand and return on investment.

partners to create and deliver packages which will improve regional
revenues and yield opportunities for KiwiRail. We will also need to
work with our channel partners to communicate with an
international audience. Developing packages and partnerships
within the regions and prioritising the international market will be a
critical part of KiwiRail's future tourism growth strategy.

To meet the needs of current/future customers and actualise our
Tourism Horizons we require a new reservation system to enable
Premium, improve our digital conversion rate and customer
experience.

We require funding to deliver targeted international marketing
campaigns to generate a sustainable pipeline of tourists
experiencing New Zealand and our regions by train.
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Investment Objective 2

Increased economic benefits to the regions

Existing Arrangements

Scenic currently only offers a limited range of services:

- Northern Explorer service runs an alternate day service

- TranzAlpine services offers a daily return jouraey from

- Coastal Pacific runs daily between Chris‘t_(:h'u\'rc”h-.,éﬁd' Picton but

The number of passengers that WE gan currently traﬁsport tb *the
the regions.
Also, the reglo\a\s nejed to create apd deh\r,era Y:ange of experiences

worth StORplng for, pamcularly glven tad{‘sts on a premium service
‘ h’a\}ea hlgher disposable Im:omiﬂo Epend

It leaves Auckland on
It leaves Wellington on

between Auckland and Wellington.
Monday, Thursday and Saturday.
Tuesday, Friday and Sunday.

Christchurch to Greymouth NN

has traditionally only for 6 months of the, year-'The Coastal [\
Pacific is currently offline due toctﬁe 2D16 Kaikoura Earthqqake ]
due to be online late 2018. - '_ o \

regions is capped, WhIQ}'l limats};he economlc ber{ef'tﬁ a\raﬁable to

b LS ,':'_7 NN\

Business needs (C
N
D \\‘ DN
. | W p "o
L - '\II (
\ e
) ) -
\\N

1(Mzsfment in addrtianal rolimgstock will ‘enable us to unlock our
> tapacnty constramts W\nth ‘more carriages, we will be able to
‘transport_. & g(eat‘er nmhber of visitors to the regions. Without
addlttana\l m}lmg stock, we will forego revenue as the revenue will

Wlthout sufﬁment resilience, this impacts adversely on the quality
"of the experiences that KiwiRail can offer and on New Zealand’s
\réputation as a destination. We estimate up tcI2)(B)bf revenue for

approximately Q‘.’@T(,b)'_(ﬁj
decreases potential regional economic earnings. For example, if the
TranzAlpine cannot run over 400 passengers will not visit the West
Coast.

will increase tourist numbers to the West Coast via the TranzAlpine.

to many parts of the region. KiwiRail's Scenic services are

bqnahbad.

KiwiRail may be lost due to lack of resilience. This loss equates to
over 10 years. This lack of resilience

Consistent services will provide regions with more certainty as to
passenger numbers across a year. A regular Coastal Pacific service

KiwiRail will continue to work with our tourism partners to develop
experiences and packages for visitors who choose who visit the
regions which we support.

More visitors in regional areas will be spending money on food,
accommodation and activities. This has a positive knock-on impact
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referenced in many local and regional council documents and are
recognised as being a key transport enabler for their region.
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investment Objective 3

Increased resilience of scenic rail services

Existing Arrangements

redacted S9(2)(ii)

) \\
\.'.”DH““% pﬂ’ak if the TraniAlbme |s ofﬂlne, there is a significant
2 __f--(.nan:gual impact. Fmexamp:ev ~

While the Coastal Pacific has been offline the capacity and resilience
constraints have been hidden. To run all three services at peak, we
require 100% availability of all carriages and vans. Any critical
service failure poses unacceptable operational, financial and
reputational risk to the Tourism business.

We will not be able to run a year-round Coastal Pacific servnce until
we have sufficient fleet resilience.

VO

An example of a critical service failure would be jfa. c;ﬂ’e car ors one

of our services is unavailable due to eithep- sc’qeduled WP reactive

maintenance, the entire train will be taken ofﬁine a8 the service |
cannot run without a generator van ercafﬁ car.

"y
“

In the last 10 months we havg ﬁ‘ad thl*ee service fanJures, (Wo off.‘
peak and one in the shpuldler Qea\s’pn The two oh pea semce
failures resulted in a 10ss of9§21(b)(") The shxau}dec: ‘sea.sm: fallure
resulted in a loss, o@(%}(-hﬁil‘)hyer two days.: Durmg the same period,

on three occasions, we went ‘right to the wite'. Semlces were almost
cancelled wthst clanty was soughf on v\ghé‘ther minimum operating

stagdards had hepr’ reached \_ N

/. outford day xmzicb)(u)

- omf‘amweek_g(z)zbvjc)
- Outrommamh = g2)b)()

\ \ \

We k;lon’t have sufficient carriages in our fleet to have any
. \J\redundancy. As our carriages age, their risk profile increases. Our
> “J\carriages are maintained to manufacturer standards however to

ensure that we can deliver a full suite of peak season, carriage
maintenance is scheduled for off peak.

The current offering is a standard carriage and service and does not
cater for the growing luxury travel market.

Business needs

Investment in additional rolling stock and premium carriages will
enable us to unlock our capacity constraints, increasing revenue.
With more carriages, we will be able to reliably provide rail journeys
and cater for the luxury market. More carriages and consistent
services will also provide visitors with a definitive modal choice
when travelling in New Zealand.

Resilience in our fleet is critical for KiwiRail to practically meet its
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CE

disruption management strategies. Due to the age of our rolling
stock, KiwiRail has implemented a number of operational
constraints in order to mitigate any safety concerns with ageing
assets. This impacts our ability to consistently deliver services which
impacts our revenue and regional economic growth.

KiwiRail's Scenic rail services are dependent on delivering a quality
customer experience. Lack of resilience leading to cancelled services
or refurbished carriages which don’t meet the same high standard
as existing carriages have the potential to adverseTr{ impact the
quality of KiwiRail's experience and on New Zealah?ig regutatlon as
a destination. ON\VAN W
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CE

Investment Objective 4

Offer world class tourism experiences

Existing Arrangements

For KiwiRail’s Scenic rail services to truly be considered as a world
class tourism experience we need to think beyond just the quality of
the carriages.

We need to consider the whole journey; from ease of booking,
onboard comfort, frequency of services, high quality regional
tourism activities and packages, and even the platforms where
passengers start and end their journeys.

Our platforms do not reffect the high quality of s&r\ucg de\l‘lverﬂﬂ on
board. Passengers are currently alighting onfq reglcmal platforms

which are damaged and have pot holes. Startlﬂg ‘of finishing a |

journey on a regional platform whicl A5- damaged‘voi' has inadequate
shelter and/or lighting diminishes’ fhe customer experience whjcQ {5
at the heart of our scenic ra|I bu‘smcfss ~\ N
.’.' .".. -\'\.‘.‘
( \ ¢
The current offering is' gstan@a;q carrlage and semqe and does not

cater for the growi’ni‘fux\gw’t{avel market, 8 N\

\ \ N ‘\ N \.

Business needs

With addnt:onal roilmg stock we wilh be atg)e to,deliver regular daily
services—qon the Coastal Pacific aqd a\dcﬁtlonal capacity on the
_TraozAIpre and ensure resgllal‘tce across our fleet. This consistency

«a;ld rqs;éce will enab‘le bcal\authurltles and tourism partners to
( :'WQFECWIth us to develsp Qad@ges for our passengers to be able to
- 'pkpenence r 1 \ )

|
/)

[ 4 A
Investment. \i'rt ap imp'{roved digital booking system is essential for
the s(cemc ‘business, particularly |f we are to introduce a Premium
sehut;e 0\1 our scenic rail journeys™. A Premium product will unlock
new m\arkets and segments. We anticipate thatg(z)w'hstomers

\ \pes year will enjoy our Premium service, growing t09(2)(b)("7,t 2035.

We also need to invest in high-quality and safe platforms of an
adequate length, with sufficient facilities. These platforms and
stations would create a welcoming gateway to each of the towns
that we service.

They could potentially be decorated by local artists and carvers and
could be a tourism attraction in its own right — such as the
Hunterwasser bathrooms in Kawakawa where modern art meets
modern convenience’.

Platform upgrades are essential to allow for longer trains and
improve quality, safety and accessibility.

7 Both the reservation system and Premium carriages will be dealt with under a separate business case
n https://www.atlasobscura.com/piaces/hundertwasser-toilets
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Investment Objective 5

Improve national tourism transportation

Existing Arrangements

New Zealand is a popular destination with international tourists but
one of the key barriers for tourists are the limitations of New
Zealand’s current transport infrastructure’>. This constraint is
having a significant impact on New Zealand’s ranking on the Travel
& Tourism Global Competitiveness Index which relates to New
Zealand as an attractive destination’. There is so much to see and
do in New Zealand, but we don’t make .jt easy for’_x{_is_'it_ors to get
around our country. A\ Y/

<N
N\

X
tourism transport infrastructure. New Zealand. is &’popular tourin A
destination for visitors however ¢fost jtouring'is done by rgad an J
not rail. Just as we are encptyég\ing':mdq-e freight to becgrr@d by*
road rather than rail, there\arg road> safety and, carbon ‘emission
benefits to encourage: “Mare \isitors to get off the ) rodd and
experience New Ze@land \ja fail. 22NN\ £y

“En T Y 0

\ )

We canngt c\a\'ﬁij_-i}‘mére passengq"f%fwlt_h6u\‘t--ad.d'itionaI carriages.
We cannot, cater Yor the growing \luxurytravel market without

agditiqnal eartiages. o W\ §

) \
\ NS ™)

Business needs

-Constraints,.

" -base and truly provide connected rail journeys throughout New

=% )

\ _ N

A3, 'a” Key transpogt provider to the regions, KiwiRail has a

. responsibility o “-u\}zié(n;k-fi.'téurism infrastructure and supply
y : "\

]

\
\

o\ VNS
With “investfient in additional rolling stock KiwiRail can help
,afléviﬁg@-f’h,?i‘%sue and get more visitors to the regions. We will be
"ab@ut\q_'blﬁvide sustainable economic development to the regions,
in}sf‘ga‘s’e our fleet resilience, meet the needs of a growing passenger

Zealand which are affordable and reliable.
In areas that we don’t provide rail services, we can partner to

ensure KiwiRail passengers can enjoy a high quality onward journey.
Certainty of increased passenger numbers will enable this.

” Deloitte National Tourism Infrastructure Assessment Tourism Industry Aotearoa March 2017
3 https://www.weforum.org/reports/the-travel-tourism-competitiveness-report—2017
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2.3 Main Benefits
( Sector Impact Eﬁect\
~

The economic importance of tourism to a r sabanstion Production
destination is commonly underappreciated Entertainment

and extends well beyond core hospitality ; Direct | sobs

and transportation sectors. Visitor Recerion indivect

Visitor spending in a region across any S e induced Wages

sector can have adirect, indirect and Food & Beverage 1_‘/.37._‘

induced impact on tourism economics by L \"l’;}c;‘"---"“

way of increased production, jobs, wages L Acommodation | S N\ AL\ N\

and taxes™.

Travel & Tourism (T&T) is an important economic activity in most countries around the world,As
well as its direct economic impact, the industry has significant jndiréct and induced impacts™.\\

N O\ W

ALV O
2 NG N Ay
72 N\ \ \». "“"_ /
Figuré 1+ Defining the Economic Contribution of Travel and Tourism”®

)] “The direct contribution of Travel & Tourism to GDP reflects the ‘internal’ spending on Travel &

“ Tourism (total spending within a particular country on Travel & Tourism by residents and non-
residents for business and leisure purposes) as well as government ‘individual' spending -
spending by government on Travel & Tourism services directly linked to visitors, such as cultural
(e.g. museums) or recreational {e.g. national parks).

™ http://www.tourismeconomics.com/economic-impact/tourism-economic-impact
™ World Travel and Tourism Council: Travel and Tourism Economic Impact 2017 World p6
7 World Travel and Tourism Council: Travel and Tourism Economic Impact 2017 World p6
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Indirect:

- The total contribution of Travel & Tourism includes its ‘wider impacts’ {i.e. the indirect and
induced impacts) on the economy. The ‘indirect’ contribution includes the GDP and jobs
supported by: Travel & Tourism investment spending — an important aspect of both current and
future activity that includes investment activity such as the purchase of new aircraft and
construction of new hotels

- Government 'collective’ spending, which helps Travel & Tourism activity in many different ways
as it is made on behalf of the ‘community at large’ — e.g. tourism marketing and premotion,
aviation, administration, security services, resort area security services, resorL a(eas;mtatlon
services etc

- Domestic purchases of goods and services by the sectors dealing dlreet]y \th ’touns‘ts -
including, for example, purchases of food and cleaning services by hotlelé of‘fuel and catenng
services by airlines, and IT services by travel agents. ) \ A \

The beneficiaries of investing in Provincial Rail Growthmcludes, \ O

- Regional tourism operators and supporting semﬁces {f od, atcommodatlon, traqspo& etc) -a
greater number of visitors to the reglon wilh mcrea.se)economlc growjah m ‘the community and
will create a positive knock on effect . Y '

- Tourists — safe, reliable transport m dAN\\ e o
KiwiRail — increased capacity will en‘a\bie growth and resul{ ;na mbres.ustamable service offering

- Iwi — consistent servuces Wikl provude iwi opportumtles \eatabhsh and invest in eco-cultural
tourism and the prow{;‘ion ‘of hu:he tounsm foermgs e g iwi focused accommodation and
activities . A .\

- Environment - r{rs-a {qw.earbon transpolrt‘o;ﬂ:\br@ v.;om pared with alternative modes

- Reglons - K{wgﬂm\’s SQEI’IIC rail journeys can bg experienced year round as they are suitable for
peak,sﬁéulderand off peak tour“sr% eipErlenL'es

- By 20‘26, K:mé«bll will doublé \he\m}mber of tourism jobs from 880 (in FY18) to more than 1,906

'through :nf:reasmg its tou\'lsm xs‘emt:es across the country.

N "-,'An amriyé’s of the poténttal detalléd benefits of the investment proposal is provided detailed in the
'_ tatﬂes below. TN

\'\.

: "-'l"TabIe 5: Pﬁtantlal beqeflfs that can be expressed in monetary terms

Maln Beneﬁts Descqppon Who Benefits? .
Reg:oqal More visitors in regional areas Regions
7 ecnnqmlc spending money on food,
glévelapment accommodation and activities. Regional spend per passenger i.e. our
estimates for Ruapehu indicate that
Increased capacity will allow a passengers who stop in that region

greater number of passengers to | spend on average $715 per person.
visit the regions.

| Potential to Additional services to the scenic | Regions & KiwiRail
provide a range core routes such as year-round
of services which | daily Coastal Pacific service and Greater economic growth for the regions
will meet tourist | daily bidirectional services on the | through greater passenger numbers

and wholesale Northern Explorer will meet the | visiting their regions.
market needs needs of the tourist and
wholesale market. Additiona! Additional revenue and additional
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let alone provide any mechanical
resilience for the TranzAlpine in
peak.

E§(27(5)*(") @

capacity will allow un-met EBITDA for KiwiRail.

demand to be captured by

KiwiRail.
Main Benefits Description Who Benefits?
Improved Currently 100% of rolling stock is | Regions & KiwiRail
resilience as a used and this does not allow for a
result of daily bidirectional service on the | KiwiRail's lack of fleet resilience
increased Northern Explorer or allow 12- negatively impacts the regions, if we are
capacity month Coastal Pacific operation — | unable to transport a maxnmum r]umber

of passengers to them. \_ <,

Without additional rol(f:@g;to \( m;!
sufficient resilienge, up tog( })f
revenue for KlWIRall mav befost. 9(2)(6)

Table 6: Potential benefits thatcanhot bg rehably expresseg lnmon\:etary terms

Main Benefits

WhokBei‘lef t/? P
A-Dir lecl,g indifect? il

m—c Qeicﬂlﬁhon and Possible Measures.
N\ 'Quantitative or Qualitative?

NN WS,

Improved ¢
envuronmentql
su ?mahlhty

| outcotnes.

. assqétgj.ed from
' redu?ed carbon
vehicle I 'l
mste\éd o‘fh;ams |

R\ €

A"

N\ \)
) )

&missions fr;mt \ I\

movgﬁ’aents "

b;re‘cf Reglons, lﬁvr & 'WlRali"
We have commltted"f&’meet
sustamablllty oQi;g‘é\tlons asa
iartnég\&f Taurism Industry
@‘tear

: -\Contribution towards achieving
New Zealand’s emission
reduction targets.

Quantitative
Rail is a low carbon transport option.

Rail offers improved environmental
sustainability outcomes associated from
reduced carbon emissions from vehicle
movements instead of cars.

We will report on our carbon savings in
the Tourism business, as we currently do
in the Freight business”.

“Year round
experience to
embryonic
regions

Direct — Regions & KiwiRail

The attractiveness of KiwiRail’s Scenic
rail journeys is year round as its journeys
are suitable for peak, shoulder and off
peak tourism experiences.

KiwiRail showcases New Zealand’s
landscapes throughout the different
seasons and transports visitors to less
visited regions

7 http://www.kiwirailfreight.co.nz/media/21144/steel_wheels_report.pdf

49



COMMERCIAL IN CONFIDENCE

|

STEEL WHEELS FY2018 (AS AT APRIL 2018)

Your partner in sustainable freight

LTTINITE i
3,301m

o
914,963 +

Figure 2 Steel Wheels is the monthly sustainability report for our Freight business

8 D
542m + 147,378

\a

including emergency works, will
increase 7.5% from $2.98bn n;i
2012-15t0 $3.15bn in 2015 1&

\_ ~

\ ~
The annual cost ofmqlntehance
and renewals-for a sbaledjload in
Aucklandﬂsmppﬁorlmately
$18,5 5 pe\: /and for an
fisealed roa}i épproxlmateiy
’éa,SDG,fper'km i ( (

nasseﬁge into the reg;qns Any\\ e
re}:iuctlon in road)qﬁrqﬁ\?am jguour of

tﬁ'a n journeys, wnlfelg c\antly reduce

)| road malntenance cgsts for regional local

)

authogities ™S M
l\‘\ \. ___,\_?

| Road safe Y

ablllwo{p vnde

a reliable ’

%ﬁs\ac\m ‘mode

;. (\f‘lfi:ltlve for
g 'tQBI’ISt than a
\ self-dnve/hggi/day

NN
\

A

7™

R

W, ) J
Bl?éct Reglons & Passengeré
;\‘_\ \ \ b
Mmlstryhfﬁansport data shows
that in 2016,37% of vehicle
_crashes on the West Coast
“invalved-an overseas driver. The
‘data-also shows 20% of crashes in
kalkoura, 15% of crashes in
Hurunui, 11% of crashes in
Waitomo and 10% of crashes in
Marlborough involved an
overseas driver®,

. _aaﬁt_ative

Encouraging tourists to travel by train
will improve road safety statistics by
reducing accidents with fewer overseas
drivers on the road. Communities will
benefit from safer roads.

The value of rail

Direct — KiwiRail

KiwiRail estimates the annual
value of rail at $1.47b - $1.54b.
This doesn’t currently include
tourism. Once included, it will

Quantitative

EY 2016 Report ‘The Value of Rail in New
Zealand’ prepared for the New Zealand
Transport Agency confirms that the “net
benefits of rail can be measured by net

| significantly and positively impact

congestion benefit of time delay, net

Net Tonne Reduced heavy vehicle Fucl savings (L) €0, emisgidh
Kilometres (NTK's) road impact savmg's (Tf .
NN
2NN
.> N\ BN \._‘ -
N eat o A\ N\ T,
Road Direct — Local Authorities Quantative * ".\\ {
maintenance o D \V.
costs Local government investmentin | With- ‘addltlohal rolling stock we w:l Qe \
road maintenance programmes, ab{e to;any a {reater numbgj’ df

7 https://www.nzta.govt.nz/planning-and-investment/national-land-transport-programme/nltp-2015-
18/2015-18-nitp-investment/national-land-transport-programme-at-a-glance/road-maintenance/

™ https://at.govt.nz/about-us/asset-maintenance/road-sealing/

e https://www.transport.govt.nz/assets/Uploads/Research/Documents/Overseas-drivers2016.pdf
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the value of rail in New Zealand.

safety benefit, net maintenance benefit,
net emissions benefit”.

Social Inclusion

Direct — Regions & iwi

Ruapehu District Council has
spoken with local kaumatua who
noted the over-representation of
Maori in a wide array of sub-
optimal indicators of social and
economic performance. There is
a desire by local iwi to bring
home whanau by creating real
employment opportunities®.

Qualitative

Improvement of iwi social and economic
performance indicators.

@@

Johs and
economic
development

w
&\

Direct - Regions & iwi,
Communities

Ruapehu District Council’s
conversations with iwi le
kaumatua indicated
particular interest ing

\4
in

Wsitor un eéﬂ 1% '- j
W stories, his ritage.
b \>

MBIE reseas\%tglearly
indicgted interiational visitors
ipular interest in
% th to their travel
riences by sharing in iwi
rspectlves Additional training

and capacity building assistance
may be required to assist with
this.

Quar\

i regional a Q
I~ Qfon food acc
e ities.
i‘(}

The vnsnp’r‘ﬁe t a reach' into many
othe economy. The
\ fied by Statistics NZ

\h;wsutor sector will contribute
jabs in the following sub-sectors:
xa:ommodatlon, food services;
passenger transport; scenic and
sightseeing transport; travel agency
services; vehicle rental; museum
operation; gardens, parks and reserves,
sport venues and facilities; retailing,
education and visitor sector-related
products®.

As the use of highways has increased, we
have seen the relative decline of many
small towns which were located next to
railways, Rail had previously been the
source of market opportunitiessa.

Maorl
development

Direct — Regions & iwi

Our tourism partners, such as the
Ruapehu District Council through
their Regional Visitor
Development Plan, are working

Qualitative

Success for Maori enterprise
encompasses the integration of social,
cultural, economic, environmental and
spiritual wellbeing. Iwi consider that

#2017 Ruapehu’s Regional Visitor Development Plan
#2 9017 Ruapehu’s Regional Visitor Development Plan
® hitps://www.transport.govt.nz/assets/Uploads/Our-Work/Documents/Strategic-Policy-Programme-
Brochure.pdf (Page 4)

-
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with local iwi, as investors in visitor opportunities exist in the overlap
tourism, on new ventures in their | between two intersecting circles — the
region. first representing manaakitanga

{hospitality) and the second reflecting
Kaumatua that Ruapehu District kaitiakitanga (guardianship).

Council spoke with noted the
importance of building the lwi also saw opportunities at a local level
capacity, skills and talents of iwi - for eco-cultural tourism and the

to comfortably allow them to play | provision of niche tourism o
an appropriate role in the visitor | iwi focused accommodati
sector. They told us iwi have high | activities, such as guidi
development aspirations. The training. These a 1 i i (
visitor sector is a vehicle to opportunity f ri Who want to be .

achieve these aspirations involved ip.touris ay not have th \;l>
resouré@est in larger scale
Te Pai Tawhiti, the Maori Q
economic development strategy @
for Manawatii Whanganui®, <{> Q

\ @

recorded iwi wﬂlmgness to.
involved in the touris
and noted wholesgi
could staircase iwi i _jism at

scaleﬂ( Ih@

Improved Di W Regions @@?}ﬁtive

t

resilience
because of ila d the regi Cer‘tainty of service irrespective of
increased > from im mechanical outages.
capacity Y’/
Due to t of our No critical service failures due to
servaces week or month | sufficient resilience in the fieet. An
_ ut serv‘[@s can have a example of a critical service failure would
5 “94 ni WConomlc impact. be if a café car on one of our services is

unavailable due to either scheduled or
reactive maintenance, the entire train
will be taken offline as the service cannot
% run without a café car.
-2 E‘g ¥ .

~

“resulted in a loss of BB ’&_'.Jg@iu two
days. During the same perlod on three
occasions we went ‘right to the wire’.

#2017 Ruapehu’s Regional Visitor Development Plan
% Te Pae Tawhiti, a strategy for Maori economic development across the Manawati-Whanganui Region, was
launched by Minister Te Ururoa Flavell at Te Pae Tata in Ohakune on Thursday 3 November 2016.

%2017 Ruapehu’s Regional Visitor Development Plan
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Ability to
provide a range
of services which
will meet tourist
and wholesale
market needs
(including
connected
journeys)

Direct — Regions, Passengers,
KiwiRail & Wholesale market

We do not have the capacity to
provide a daily service on the
Northern Explorer from both
Auckland and Wellington.

We do not have the capacity to
offer the Coastal Pacific service 12
months of the year.

This makes it difficult for tourists
and commercial tourist operators
to leverage our services. Without
consistent services, we are
foregoing revenue and we are
unable to provide a

trlg
connected journey.

(’\

N \\\\

Quantitative and Qualitative -

We are not sure how much the regions
are incurring in lost revenue due to our
lack of consistent services.

Also, while it is difficult to quantify the
impact of social media, in a world where

holidays are now researched ang booked
digitally we know tha atlve
comments can have sngmf

our customer rand
reputation and vi ha e able to |
charge.

}y \Q%

Ability to create
an integrated
hub for other
tourism
providers in the
regions

B

Direct - KiwiRail and jons
Arailhub co

eﬁea ea
and attr. \) in the
com \;
,\<€/> O

AN

\
Quantltatlv \\\5

ke approach would
neased services, capacity and
Mt would establish community
ence in the development of new
amenities and attractions.

/fl\

)

2
Safer platfo ) \@rect Reglo Qualitative
/
\ Scenic rail jO’S% re regarded | Platform upgrades will ensure that the
interl some of the customer experience at all of the

‘\glal
i Mrld, but our regional

do not reflect the high
ity of service delivered on
ard,

Passengers are starting or
finishing a journey on a regional
platform which have pot holes
and inadequate shelter and/or
lighting.

We are running our trains at full
carriage and van capacity to meet
demand. However, this means
that extended length of our trains
can no longer fit alongside the

regional platforms®’.

regional platforms will equal the high
standard of customer experience on
board.

We could also work with local
communities to create a welcoming
gateway to the town and develop
amenities and attractions which will
meet the needs and interest of our
passengers.

# https://www.odt.co.nz/regions/west-coast/how-tourism-icon-was-set-train
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Table 7: Provincial Tourism Rail Eco
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L Za) Regions

Investment Waikato mumsc‘lﬁ.\_\% . Marlborough, Kaikoura, Hurunui West Coast

Tier ~ Nerthern Explo N\ Coastal Pacific TranzAlpine

Revised Organic Investment Q 410 additional jobs created +136%: 290 additional jobs created +72%

Business C

mw.m“o”.w 3¢ 1 a2 m%_aozmm? \2\%_ +24% “A Tourist spend $82.5m p.a. +142% Tourist spend $80.3m p.a. +74%

Projects & Tourist spend $28; .a. +37% « \\d.w ists 84,600 p.a. +103% Tourists 118,900 p.a. +45%

Capability . \

2027 Impact Tourists 19,500 p.a. NNM@;%\) \ b

Original 296 additional jobs Qm%ﬂm@wﬁ 0 additlonal jobs created +143%: 297 additional jobs created +74% -

Business C .

Regional ase Tourist spend $55m p.a. + To 84.7m p.a. +143% Tourist spend $81m p.a. +74%

Projects & Tourists 37,000 p.a. +131% Q Touris 000/p.a. +102% Tourists 120,000 p.a. +45%

Capability \

2027 Impact \\&Vx, 7\ )

Sector Enables international itineraries m.\\v\ fhables m:ﬁquv@ﬂ ineraries Enables Tourism West Coast objectives
Supports RAL PGF initiative & q Su S v«ono%% il & seasonality | Supports PGF initiatives Punakaiki, Old
seasonality Ghost Road, Wilderness Cycle Trail

Supp VM osed D alk
Key enabler for Ruapehu Visitor x Supports DOC dispersal
Development plan Target Hig| orth Indiiddals with
premium Target High Net Worth Individuals with
Target High Net Worth Individuals with premium
. premium \w hw\.v —
Infrastructure yrtation m<m$..=‘d\. cting surge regions

Reduction of carbon emissions — envi

Development of a resilient national mmvwo i
Tourist Rail provides o:W.V

Creates sustainabl

N\
n

Improve
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2.4 Main Risks
Risks result from uncertain events that either improve or undermine the achievement of benefits.
The main risks that might create, enhance, prevent, degrade, accelerate or delay the achievement of
the investment objectives are identified and analysed below.

COMMERCIAL IN CONFIDENCE

Main Risks

Consequence Likelihood

Comments and Risk Management
Strategies

-

Refurbishment of
carriages rather than
purchasing new

2 D

Za\
A

SReSes
b
)
DQ

Risk of carriage refurbish P\r(}j's a poor
quality output and/or livery
| of service. k

| delivered by KiwiRail or a third party.

</
aﬁa es%re refurbished |
lity, KiwiRail itself orathird
i aﬁ‘&xe
oLioer \i\mc. ;

critical. I{\Ral\l Id undertake this
wor it{k?sidb or Woburn facilities.
sign knowledge and skills will

everaged across the refurbished
riages regardless of whether it is

=
xﬂé\y

oy

G

.' The number of refurbished carriages is

known to KiwiRail. There is no exchange
rate risk. Based on KiwiRail's experience,
the estimated costs are in line with
known costs to deliver projects of this
magnitude.

(®.

impacted by
r key projects

Procurement Risk

KiwiRail has finite maintenance facility
capacity. If other rolling stock projects
e.g. Auckland to Hamilton run over time
and schedule, this will impact the
delivery of the Scenic carriage’s
refurbishment.

A programme manager will be assigned
by KiwiRail to coordinate the entire
build and refurbishment projects. The
KiwiRail Executive will provide overall
governance on delivery and
prioritisation.

The procurement process for new and

refurbished rolling stock will be
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managed by KiwiRail and it will align
with the Government’s procurement
policies.

KiwiRail will manage the procurement
process and Individual Strategic
Procurement Plan(s) will be developed.

KiwiRail has recent erience in
procuring  rolling C

" isting services%

ie. 65
locomotives and m%)% @DOO new
wagons over %&\5 :

The rbﬁ of carriages wiIl(Kf\e)
u n me\& i
I

i ew Zealand eltnEﬂ
by a third pa hwiRai
/g iously buil ‘ or its

Project management
risk

KiwiRa‘i,l “h \\Befined project

manag \/ rocesses. Project
\ i tracked, including:

Budget
* Programme
e Quality
o Stakeholders
e Risks

e Health & Safety and
Environmental

e Governance — Executive and
Board

hinsufficient
engagen@u
regioha e

?? i 1%iRail's

omote packages

KiwiRail has been proactively engaging
and communicating with a wide range
of stakeholders including the wholesale
market, regional tourist operators, DOC,
Air New Zealand, and economic
development agencies (in Local
Authorities) regarding our short and
long-term plans for additional rofling
stock.

To build passenger demand on new
services on existing routes and new
services on new routes, working with
channel partners to communicate with a
wider audience and increase our
international marketing channels will be
particularly important.
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Governance risk

“Forepast financial
antribution
regions co e
overs

&
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KiwiRail has defined project governance
processes.

A Project Control Group is established
and is responsible for producing a single
report for the KiwiRail Chief Executive
and Board. Membership of the PCG will
typically include:

o KiwiRall.—\Projext Sponsor (e.g

. o\ _-Project Dirgetc
e KiwiRaj Technical

repre ion(JBC)

B

Prajeck perfarmance tracking includes:

Budget
N o Programme
e Quality
e Stakeholders
¢ Risks

e Health & Safety and
Environmental

EY has been engaged by KiwiRail to peer
review our regional passenger spend
per night calculations. Regional
calculations have been verified during
engagement with regions during the

development of this business case.

ng stock
erformance does not

meet required
standard

KiwiRail is an experienced procurer of

rolling stock assets. There are a number

of stages and payment milestones which
KiwiRai! will require from suppliers. For
example - deposits, design sign off, pre-

| shipping review as well as performance
|| testing.

| Consideration will also be given to:

¢ Maintenance
e Guarantee and warranty periods
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and provisions

e Options to procure additional
rolling stock

e Spares and
{consignment)

e Obsolescence

« Interoperability

inventory

™

Supplier Agreements &(@épgreed.

v
The rolling stk a‘t\\}e'%quire is

aiready ; t  bespoke
mai&%gplw are already in pla b
1@) h@) eliver track a@%ok
e N
}o mitigate % it refurbished
carriag 5’3& ificapt amount of time
will n?\q%be spent designing the
cdrgl %‘l t they are as alike as the
X nic carriages as possible. The
E} nic ~ business is renowned for
livering exemplary customer service.

The quality of the refurbished carriages
needs to be of a very high standard.

A new reservation system is a critical
path element.

The new reservation system needs to be
ready at least twelve months prior to
the introduction of new and
refurbishment carriages so that booking
customer experience is improved and a
greater number of enquiries will be
converted to sales.

creased tunnel
management at Otira
Tunnel required if
adding additional
carriages on the
TranzAlpine

Scenic are working closely with
KiwiRail's Rolling Stock Asset Service
(RSAS) and Zero Harm teams to
determine what additional tunnel
management will be required.

Some regional
platforms are damaged
and are of varying
heights compared with

| the train

| Passengers are starting or finishing a

journey on regional platforms which
have pot holes and inadequate shelter
and/or lighting. Personal injury risk to

| passengers is high.
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Due to the longer length of the trains
versus the platform, we only allow
passengers to alight the train where
there is platform access. This is
communicated to passengers prior to
arriving at the station.

Where the platform doesn’t. align with
| the length of the trai causes
| delays and negatively a the
| customer experie

Risk of investment delays

The timing of this investment is critical. Any delays
new rolling stock will raise the risk of existing r
rolling stock will also affect regional econo
capacity in its passenger fleet, then fewe

be if a generator van on one of our services is
tive maintenance, the entire train will be taken offline

service

y 1;. (b)) i
Sover

er season failure resulted in a loss of|

bV

sk register will be developed and will be progressively updated as more detailed analysis is
rtaken. A list of high level risks is available in the Appendix.

2.4.1 Optimism Bias
A list of the financial assumptions that we have used to reduce the effects of optimism bias can be
found in section 3.1.1.
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2.5 Key Constraints and
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Dependencies

The proposal is subject to the following constraints and dependencies. These will be carefully

monitored during the project.

Table 8: Key constraints

Constraints

Notes

Finance availability and
dependence on Government
{Shareholder)

KiwiRail does not have sufficient capital to invest in provincial rail
growth. This investment will achieve a neutral NPV for KiwiRail
and it will help the core scenic rail journeys to bécome self-
sustainable, thereby reducing our reliance on (-‘& i

10

Critical service failures

1Y

\
! (@\%%

rvices
s’ and vans.
Any criti ervige, faill table” operational,
financjal it

Xa j e would be if a café car on
@ i i i due to either scheduled or
ive mainten ire train will be taken offline as the

rvice cannetT café car.

ice failures, ;
Tl Iy
don peak service

sulted in a loss of !
in a loss of P& over two days. During the same
od, on three occasions we went ‘right to the wire’.

Services were almost cancelled while clarity was sought on
whether minimum operating standards had been reached.

Py
t

;@%mmisswning
S

The commissioning and testing time is approximately 2 % years.
New class of carriage must pass a series of paper and physical
test prior to be introduced to the network.

This testing is undertaken by KiwiRail's network access and
control team. The time cannot be reduced due to safety
considerations.

Interoperability

Our current fleet are AK carriages. Assessment is required to
determine the feasibility of manufacturing AK carriages in New
Zealand.

Our preference and recommendation is to invest in new
passenger carriages as refurbished or New Zealand built
carriages are likely to increase risk and delay.
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Additionally, compatibility between new passenger carriages and
our existing AK rolling stock may be an issue. Our Rolling Stock
Asset Management team needs to assess the risk.

Inconsistency of service

inconsistency of services is another issue caused by a lack of
capacity. A daily service on the Northern Explorer is not available
from either Auckland or Wellington. The Coastal Pacific does not
run for 12 months of the year.

This makes it difficult for tourists and commerti rlst
operatars to leverage our services. A lack of consi not
provide the regions with certainty of cash f| si ermg
the establishment of a new food, acc r tourism ¢
venture.

Without consistent service
gnnected jo

sare foregom(@i

and we are unable to %uavwe\ q)g

Table 9 Key dependencies

p\\/“\y,

Dependencies /;3‘\\”

Finance availability an

dependence on G
(Sharehold%

E‘h additional rolling stock and platform
be able to provide further support to

y of increased passenger numbers, new

isting routes or partnerships for tourism ventures.

upgrad
the

|t|onal i
<< k access and
h %

E&:ork access and control services are delivered in house by
KiwiRail, it is possible that further delays to the commission and
>testing timeframe may be incurred due to their very high work
load.
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3. Economic Case

The critical success factors for this investment proposal have been identified and are described in
the table below. This set of factors is used to determine the final preferred option of the shortlisted
options.

3.1 Critical Success Factors
A wide range of options for achieving the investment objectives were generated. TheSe are available
in the Appendix. ;

Our investment criteria were: /2NN

- Making money go / no go . \O O
- Drive tourism growth particularly in the regions OL ’ n \ (
- long term sustainable profitable revenue for K|W|Ra’land NZ“ > e Y
- Diversity of revenue for KiwiRail LA

- Reduced reliance on Crown funding ~\ ; )\ '
- Enable delivery of customer value propostt\oh\{nbf volume buthlgh vaiuel
- Public safety and environment ""-."\ \\ ") A\ \
< N\ \ DN
\ ] '\ . :\
Table 10: Critical Success Factb(é | ) = x “ ‘
Generic Critical Success, \ V.’ _Brﬂad Descrlptlon \ _" QO Proposal Specific Critical
Factors (C\\F NS Success Factors
Strategic fit and’ husm\ess How weﬂtf\e optlop meets the | Does it help deliver consistent
needs 0 |\ VA agr\ee‘&?hv,esi“ment objectives, | reliability for customers?
\\V ?\f -- ?‘ela\:e‘eﬂm;mess needs and
! 7 'géwsce requirements, and Does it reduce complexity and
1< \ ’m‘begrates with other cost?
~ ) \ D sl’rategles programmes and
N { \‘ projects. Does it deliver regional
. 8 .IK- A economic growth?
7~ \
{{ '
\\_") . Does it meet customer
N— experience expectations?
\M2 D Does it improve commercial
D performance?
Will it help grow the business?
Does it diversify visitor
markets?
Does it improve safety?
Will it reduce Carbon
Emissions?
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Will it attract high value
tourists?

Will it drive shoulder and off
peak travel?

Potential value for money

How well the option optimises
value for money (i.e. the
optimal mix of potential
benefits, costs and risks).

Refer to Section 5 Financial
Case

-~ N .,'
¢

N\ \\ ‘.\ ( P
Supplier capacity and How well the option matches | Is the sugoher}nowh fo.-
capability the ability of potential KiwiRaifg~ N\

suppliers to deliver the
required services and is likely
to result in a sustainable
arrangement that optlm;ses\ N

value for money. ‘ }i
\ ‘ /

3 c[—lavxa\;ve procured from the i
,premou?lv? How did tha\g\ \

: Are theya stratqg(c suppller’-’

Potential affordability

How well th obﬂQn c‘ah be
met fromnlikel \q\?q\ilab e

Does t the fu\@ng ;cenano fit
wufhinxth\e\ current funding

funding a B\maﬁhes other .{"\ p{o\;eggl >
fimdmg constraints. ¢ \\1"5 R\\
NN ) ) ~\\NJ Y Y
Potential achievability | \ -'; How,»tFell the optlonk?hkeiy‘t@ Does KiwiRail have the internal
1 C= N ng delivered giv ¢ e expertise within its resources
_ { 8 N (f), ‘ organlsatjo’hs gﬂty;tb to successfully scope and
22 \\VO respond %ﬁk thanges manage the procurement
\\/ \‘ %’ ynatches the level | process?
AN\ \ g 0 X\QI"S required for
<& > ‘ su\: ssful delivery.
~ ;] \\ 2" AN N

N u_s:{o er Value Proﬁoﬁt\ron\

~1’What added value can we

Will the investment help

_ Qﬁm&irs\hlps
\ ;‘ )\ \,

D A~\N\ \ | deliver to our passengers? KiwiRail create world class
= \ l\ 6\ A\ \ experiences?
‘w,l“- WA N ”f
lr;te’gratedwegimfal How well KiwiRail develops Does the region have the

and promotes regional
amenities and attractions.

quality of amenities and
attraction to drive regional
growth and meet the needs
and interests of our
passengers?

Will the package itineraries
encourage regional dispersal?
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3.2 Long List Options and Initial Options Assessment
During an internal workshop, KiwiRail developed a long list of growth scenarios and other revenue
opportunities for our existing routes.

TranzAlpine

Current service - daily return (Christchurch - Greymouth -
Christchurch) — plus premium

Reduced service - daily return (Christchurch - Arthurs Pass -
Christchurch)

Split service with a long train - daily return ,f\L i o
i TRANZALPING |
- Christchurch - Arthurs Pass - Greymouth - < SR (kB \j
Christchurch (front half of the train) _ﬂ\ O \ O | 1 i

- Christchurch - Arthurs Pass - Chnstchu(ch‘il\‘rj;blgf;afof

the train) N\
= N\ B
Two train options - daily return ) %‘ \\

- Train One - Chrlstclxch\ﬁr,ebhouth Chrlstc\
: N

- TrainTwo-C h Arthurs Pass ~Chiri
Cancel the se u: a baseline <OW§\B
(W? @\\)
Coastal P

ific

\ /)

<\ u t"' rvice - danly&s‘e}\ )seak the service currently
\

Q pruns for 6-8 mont
(/' ) ~ >A year-round\Qlyxsgﬁlce plus premium

Northern Explorer

Current service - alternate days, alternate directions - one
train

Daily service - two trains

- Auckland to Wellington plus premium
- Wellington to Auckland plus premium

Cancel the service
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3.2.1 Options identification
Under the five dimensions a comprehensive long list of in-scope options has been identified in the
table below.

This table is based on KiwiRail delivering the service, funded by the Government via the PGF.

Table 11: Possible options classified by the five dimensions of choice

Dimension Description Options within each Dimension

Scale, scope and | In relation to the We currently provide rail journeys in:

location proposal, what levels of | - Christchurch, Selwyn and the West C’oas{
coverage are possible? (TranzAlpine)

- Marlborough, Kaikoura, Hurun‘w sfn&
Christchurch (Coastal Pzﬂ:if'fQ) )

- Auckland, Waikato, Ruapehu, Maﬁawatu g
Wellington (No(ﬂyem Exploref} \ \:

Addutnonal:olﬂhg \ cl( wi II ensure that- KlwlRall

can relnébi( provite ednnected Jog{r:jeys \ “I

throughout Nev«) Zealand and dehv&?an iricreased

. n\m\her o\f passengers to reglqi\nal areas

' ‘_ \ i, Vi, A N \ '\ .
Service solution How can services be \ Ahdltlonal rolling st&ck‘wl} be: manufactured by a
provided? >\
- ‘ I;" # '-./ [ " \ \ e

.r"/"" N\« o~

(N rr,et:ﬁ]“e}ne"\t' process will be managed by KiwiRail.
‘\._\‘- S —— | o =

1 7 /7 \ O\
> YV : 'I‘he“adéltlonal rolling stock will be managed and

\_malntamed by KiwiRail’s Rolling Stock Asset
1" Services (RSAS) team.

\ Warranty and guarantees will be provided by the
\ v\ rolling stock supplier, but this will depend on the
_Q\ \\ VO™ contractual agreement
[~ NN\
Service i{éllif.g‘ry /{'Who can deliver the Additional rolling stock will be manufactured by a
KL \ | services? known and proven manufacturer. it is a proven
A Y solution, not bespoke assets.
] N A supplier will be selected via an RFI and RFP
y process.
Procurement process will be managed by KiwiRail.
KiwiRail has mechanical, infrastructure and
operational staff that can deliver these services.
Implementation When can services be A timeline has been provided in the Appendix of
delivered? expected delivery times and introduction to the

network.
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Funding How can it be funded?

Provincial Growth Fund.

zinal Business case requested Bt
in order to deliver growth, resitience and
a Premium service across the Northern Explorer,
Coastal Pacific and TranzAlpine.

The ori
B ) o¥i(11]

The revised business case of $80m will not deliver
the same benefits as the Original business case
but provides an affordable option port surge

regions.
Q

KiwiRail's Scenic rail jou&:vss has the
potential for the sam recz&/' n and economic
'{j\n%ationally acclaim

atn:

p d

53 i By the nature of our
Wprk, these high value tourists would be
velling and spending in the regions.

D
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3.2.2 Options Development
The options developed through consideration of the ‘dimensions of choice’ that will be assessed in
this business case are described in the table below.

Table 12: Business Case Options Development

Option Title

Option Description

Do nothing

Do nothing is the status quo. A continuation of the current
services with no resilience and no ability to grow will result in
the revenue of the scenic business being capped by 20252In the
long run, without investing in our rolling stock, value\ﬁvﬁl e
destroyed due to reputational damage and perceptmn o‘f émg
overpriced. SENCND

v\ 'k\ \\

Yield is the only lever of growth avaﬂabie when aapaaty has -

been reached. However, we ayer}airqady”lrrydertakmg aggressme .

yield management, thereforegamk ﬁiay be mlmmal
N \ \/ _t{ N .\' \

Address resilience only
{Minimum option)

This option will only: éddr\ass ::drrent remhen;e"chai[enge?lt will
not aid in sngmﬁca\ﬁf rg\?enue or regional gro\wth
[4 .
RN > N

New camages aré r‘equlred to add(eSE \[e?liencé
N G\

Address resilience and enablg
new services to be creat_efq o
existing routes plus prg'@qm\

(Preferred o'p)ipni\\ S /
\ ¥

'(ﬁls o}:mon w1|l mvest in pia’(iq\rrﬁ bpgrades and additional rolling
ﬁt‘ackfﬁ address resﬂfé{nce conat‘i‘afhts and enable provincial rail
gmwth throug(b ew, se\lrmcqg On existing routes.

For exanfp{e,,b\r intrgn:lucmg daily year-round service on the

Coast%[ Paqlﬂc we will address the current service

,m\;;ogs@ten)u:tes this route which will encourage greater

patrqnage "The Coastal Pacific will also feed the TranzAlpine.
O

}ncreased capacity will enable more passengers to experience

~{ one of our rail journeys and it will provide growth for KiwiRail. By

providing a daily service, wholesale operators will be able to
reliably offer a rail journey to their customers as an alternative
to flying and independent travellers will have the option to travel
through New Zealand by train rather than driving.

Platform upgrades will improve safety for passengers when
boarding and alighting our trains.

Cancel a service and
redistribute the carriages
amongst the other services

This may be an option to consider if investment in additional
rolling stock is not available.

It has been assumed that cancelling any of the services is not a
realistic option being considered by KiwiRail shareholders.

Joint venture and partnership

KiwiRail’s Scenic rail journeys busmess has the potential for the
same recognition and econ
internationally acclaimed [
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For KiwiRail to maximise it is
Zealand’s tourism brand, f U

regions.

m assets and promote New

By the nature of our network, these
high value tourists would be travelling and spending in the
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COMMERCIAL IN CONFIDENCE

Investment Objectives

Table 14: Long List options — Coastal Pacific

Coastal Pacific

A . “CurrentService fear rou
T - [(68mthgperyear) months)

dsemiee 12 cance the service

|Investment Bb}écii;egz

1. Making money Go / No Go

2.  Drive tourism growth particularly in the regions

3. Long term sustainable profitable revenue for KiwiRail
and NZ {Relevance of KiwiRail as an entity)

4.  Diversity of revenue for KiwiRail Q‘

/

15. Reduce reliance on Crzvn-ﬁj\\\i//\
i
16. Dellm aj?gh y Ekhﬂ tourism experiel \‘9

N \ﬂ ‘T\é\g\?

)
A \(@ 'Bc safety and envuron( \e\m
L‘\a\/ (\I\\:’/)
R DWW

_:\\ \\/ .
7~ \\\ {
(( \‘>\’
22N\ ,_/’?
CON\™
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Investment Objectives

Table 15: Long List options — Northern Explorer

Northern Explorer
e ————— _f‘i"'___:_—_ =T -
g?mﬂtﬁﬁvhe
ate days)
Investment objectives: ) / %
1. Making money Go / No Go _ / (:_'\\.,. \\:>
— K hY
2. Drive tourism growth 5= hout -\\ \\\ /)
particularly in the regions T
"

3. Long term sustainable
Jprofitable revenue for KiwiRail and
NZ (Relevance of KiwiRail as an

entity)

4. Diversity of revenue for
KiwiRail

5. Reduce reliance on Crown
funding

‘6. Deliver a high yield KiwiRail
tourism experience ~

7. Public safety and@ ment 8
N \
\'\ \';') Q&\_. ud

%,
B “’\'\? vy N
r 7y
QAN PN
\S™ \ N
P q

71



COMMERCIAL IN CONFIDENCE

3.3.  The recommended preferred way forward

On the basis of the above initial options assessment, the preferred way forward is to invest in
provincial rail growth by way of platform upgrades and additional rofling stock to address resilience
and create new services on existing routes.

KiwiRail does not have sufficient capital to invest in this rolling stock.

if the funding is not secured and without investment in additional rolling stock, we will not be able to
provide any additional economic growth to the regions we support. In time, if the-quality of our
scenic services was to decline and therefore impact its popularity, passenger numbers would
decline, impacting the economic welfare of the regions even further. \

The regions which we largely service are embryonic and therefore do not ha\re the wealth 10

contribute to this PGF submission. ¢ )
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COMMERCIAL IN CONFIDENCE

Within the next three years, with investment from the Provincial Growth Fund, KiwiRail's Scenic

business will deliver:

- Avyear round, daily service on the Coastal Pacific (and additional capacity)

- Additional carriages on the TranzAlpine and the Coastal Pacific
- Premium product on TranzAlpine and the Coastal Pacific

- Regional growth through enabling increased tourist spend and sustainable employment

To double tourist spend and employment in the regions, we require more capacity andr
within our fleet. This will require an investment of $80m refer below.

Table 16: KiwiRail Investment Requirements

INVEST MENT REQUIREMENTS — Proposed Investment Option 2§ <

“Larriages and support carriages i.e. café car, van etc (/(/

\)\

b=
,)
#_,/\
<

RO

\ﬁf
LN

Project Co% 3 @b&

New IT ti NS <
ew IT reservation sy€ & ‘f /}{\\
\J)

L

QAN
el

i&@( ased mark\\/)stslﬁ“'zl /22)

AN

TOTAL A\> N

$80m

ured for this new rolling stock by November 2018 and we allow sufficient time for a

Thex %% w carrlages to be manufactured and commissioned is approximately 2 % years. If

or Proposal to be developed and issued, we would expect that all of these services would

Q  Online by} i
In the five years following the commencement of services, we will have transported an additional
228,000 passengers to the regions in which we currently operate.

¥ A capital investment range for rolling stock has been provided to reflect the differences of quotes received

from two suppliers;BEENBI), in late 2016.

®KiwiRail will also investigate the feasibility of manufacturing additional AK carriages, at KiwiRail’s facilities,
instead of refurbishing SASD carriages. Due to complexity of this feasibility assessment, work will be ongoing
after submission of this business case, considered only if it met the outlined budget request.
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Within the next three years we also intend to undertake essential platform upgrades to safety and
customer experience at 6 regional platforms on our core routes:

o TranzAlpine - Greymouth, Arthurs Pass, Addington
o Coastal Pacific — Blenheim, Kaikoura, Picton

Scenic rail journeys are regarded internationally as some of the best in the world. However, due to
lack of investment in regional rail platforms, the regional platforms our passengers disembark onto
do not reflect the high quality of service delivered on board. We have an opportumty to improve
safety standards as well as create a welcoming gateway to the regions. ;
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4. Outlining the Commercial Case
The commercial case outlines the proposed deal in relation to the preferred way forward to invest in
additional rolling stock to address resilience and create new services on existing routes.

If we secure funding, we will finalise our requirem
Proposal (RFP) document to be distributed to,a8%
process will be managed by KiwiRail and.i
KiwiRail will manage the procurement pro

the key projects related to this b
reservation system and refurbis
developed for each projeck.

aRufacturing programme slips, there will be compounding
business and increase operational, financial and reputational

ugh capacit

ment Plan will be developed which will include business stakeholders. Particular
made to health and safety, and risk.

We have included a best-case scenario timeline in the Appendix.
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4.2  Required Services
KiwiRai's Scenic rail business require J@} ew carriages and support carriages i.e. café car, generator
e aPremium carriages (refurbished) anﬁamages {refurbished) for resilience.

Our recommended rolling stock deployment plan is available in the Appendix.

4.3  Contract Provisions
KiwiRail has learned a lot of lessons during our locomotive procurement process.

\ \

There are a number of stages and payment milestones which KiwiRail wiil reqmre froi‘n ‘suppllers For

example - deposits, design sign off, pre-shipping review, performance testmg 4% - i (

Consideration will also be given to: =1 Lo

- Maintenance

- Guarantee and warranty periods and provisions

- Options to procure additional rolling stock 4 :
- Spares and inventory (consignment) N\
- Obsolescence Al Y
- Interoperability A \\ TR ‘

4.4  Potential for rnsk&harl\ng, | NN -\“Q?- "
An initial assessment m; bow thb Ess‘ocnated risks® mJgh}. ba ‘9ppomoned between the organisation
and potential provuder&nsouﬂmgd in the rlsl?alloc‘atlan‘tab{e below.

(D ) e ))
. \ . r ¢ ¢ SV
P \ A ﬁ N\ V7 N
\ \ ‘ %
) \\ N\
\ L T ) )
’ \ -\
{ 4
.4 .
- N
b N %
LN\
"‘\\—" ‘1| N
s I'; \
’ — ‘\I h
 ~ \
[ \.
A\
= N\ /)
A\ NN
\ \
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Table 17: Risk Allocation table

COMMERCIAL IN CONFIDENCE

Potential Risk Allocation
Risk Category Organisation Supplier Shared
Design Risk KiwiRail for refurbished | Supplier for new
carriages carriages

Construction and development risk | KiwiRail for refurbished | Supplier for new
| carriages carriages

Transition and implementation risk KiwiRail

Availability and performance risks ¢ 'Tc'}be confirmed- |

\ A\ qmll depend on P « ,--\\‘-\
AN\ p,erjo“rmance critefia |\
Operating risk KiwiRail LSO\ s ‘_‘ /) ’
. \ NN
Variability of revenue risks KiwiRail <9 \_\ M N\ 1‘(}" =
N CoN\ ¥
Termination of risks KiwiRail _— . AR\ T )
~EX VA A ( b
Technology and obsolescence risks {ﬂ\T\\X\ : Supp!rar N\—/
AR AL
Control risks (“\\ k‘\\}iaﬂa\i} ﬂ-.. N
\N\_// W\ \Y A/
Residual value risks SN KiwiRail o]\ NN D
b } ‘: ) » \“_‘.-\‘-\; :‘_‘] \
Financing risks ~\V afi KlwiBa\il\ LD ™
2 (f'"‘ \ TN \\\\/
Legislative risks i\;\ /) ) ")Kw@qRall T
\ /'\. O\ < VDN
Warrar)t,g aﬁ’d gua raniee risks ‘Kﬁm?l%\ﬁor refurbished To be confirmed -
7, \ \ \S Q\.\‘\\'\ ..~ carriages will depend on
= \ \" \V "-\ \\,‘— performance criteria
N v
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5 Outlining the Financial Case
The purpose of this section is to set out the indicative financial implications of the preferred way

forward — investment in additional rolling stock and platforms to unlock capacity constraints and
enable growth in the regions.

5.1 Methodology

A detailed 40-year financial model has been developed to determine the long run, fﬂe‘t P?esent Value

(NPV) cash flow ranges of the shortlisted options, with assumption based capltal and’futu)‘é earnings - 2B\

\ L\

profiles. SENCN\D .
\\. D ’i. ™~
Future earnings profiles have been developed based on capacity’] mo\delhng d?iven off daily, capamly
on each service over a full season driven by yield and volumef grow!frassumptlons using FY{\budgEt
year as the base. Costings have been driven off the changesurf actwlty, mamly numh\e(\o‘fsemces

and the increases in physical capacity added to each mute 1 { \ 1 >

.

) _,'

_) A\

We have included the purchase, refurblshmentaad opératlng capltal Puréhasabnd refurblshment
capital are the upfront capital cost of carrlage‘s\ The operating capi ai {s the bngoung capital cost over
the assets lifetime to keep the asset flt fcr purbose The rollm§ s\toc?( assets are assumed to have a
40-year life. (' cN\\ CNN )

AN\ ] ); o~ \\ \
We have calculated an ovh(a‘ﬂ NR\L RN
\ € \‘ O\ O
The two routes r;:am\.I oastal Pacnflcand T‘ranzA[plne have been modelled separately to show the
mcremental m;p e proposed cha‘ngqs namely:
o ||1g ah ‘additional sténdér& passénger carriage to the Coastal Pacific plus an additional
I"--__hremw/m carriage and. rqnmqg it 12 months of the year from FY22 once the refurbished
3 _Caffiages are deployed

]L \e Adding twQ™~ dd(yqn"al standard carriages plus an additional premium carriage to the

TranzAipm\ﬁ\t@mcrease its passenger capacity.

\. \ . \
A furtﬁer calcu!ahdn has been performed to add additional fleet to the pool of carriages thus
eﬁqblmg resﬂlence in the fleet and protecting the overall earnings provided by the three Scenic

g % seM&es

N p \_ p
\ \

s
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5.1.1 Input Assumptions
The following assumptions have been made in determining these initial estimates:
Revenue:

e Volume and yield growth assumptions have been derived from a combination of historical
trend information, future Tourism demand estimates (source Tourism NZ).

e Additional revenue added to each service is calculated using daily historical ﬂ;mand data 5
matched against available daily capacity. <\\‘\\ ¢ (;\ <
y N\ ‘\.f) /:fr N\
//(\\ 7/ N\ ( \\
e Three revenue scenarios have been developed, depicting: & \ \\"'\ \/ ~ K\ \_/)
o Baseview on growth rates = ‘-\) it \:N —
/ A P
o Conservative view; and Ol \‘ QA ( el
- LY
o Optimistic view \G) \ O N \
o

Refer to Appendix for the yield and passen&e g@}y’c{\)\t)ates that h
against each scenario. )x " Ct
\X\\ r

rd

)\ el

\ \\.___,_/
\1

Costs c;“
* P&L costs as per SAP inputs —w with ]\e\congjlatlon back to fi % b‘udget

e Hook and Tow — a
locomotive an

o Co tadge

- hist 'ca { eturn servtc'

P

/

Qc{;ﬁona\gmty added i tg tt}e~\tag I hook and tow calculation for
e

({?eﬂmes o~
month servf@. ' \0 return services per year compared to the
d|a| carriages

,r

3} . Estlm}e’d‘i “ " for the standard carriages and i)y
refyr |Sh&& a\r;ages) have been included in our calculations — this is based on our recent

Y
éWIth i DL
/)ia{p\ negwith p ocuring DLs.

(/3 \Sccess Costs — additional actuwty added to the mternal access agreement charge applled to
( \ cenic services — based org =t . : i :
,.‘\ / ./

e Labour Costs
o On board crewing levels — added in the additional crew and operating staff required
to deliver the increased number and level of services
=  For the premium carriages %dditional FTE’s are added to each carriage as
the level of service is higher than a standard carriage
o Additional Scenic Corporate Support Costs — With the increase level of scenic
services and activity the Scenic Corporate team is assumed to increase in size with,
an additional data analyst, additional market team member to focus on the Asia
Pacific market, plus an additional revenue management analyst to drive optimal
revenue management practices
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Premium Service Costs

COMMERCIAL IN CONFIDENCE

“of the additional premium vyield has been assumed to be

consumed by the costs of delivering a premium customer service.

Marketing Costs

o Increased growth is reliant on increased international passengers — this will be
dependent on KiwiRail increasing its marketing budget to enable marketing
campaigns directed at foreign markets. All marketing is currently domestic only.

o Conservative Case marketing cost ofp2k _L}; o deliver the passenger volume
assumptions. SOy .

o Base Case marketing cost o j@} for FY21 and FY22 to deliver the é'gwth passenger
volume assumptions, plus an additionalias lin FY21 and FYZZ to dell\?ar the growth
on the premium volume assumptions. Za\ ._\ A~

o Optimistic Case $5m. . NN W \

(o) N \§
Rolling Stock '(l R \

o Increase servicing costs in line WthIaneaS?d acﬂ'vnty N\ '\ \. ))

o Additional rolling stock mamtenance \;\os}s as a result @f mcréhse ‘ﬂeet size and
overall kilometres run — coSt pe[ km of. M"A&M ':;:]‘Ae Cross the ficet.

o Itis assumed that the ﬁe\w fleet wa have the game\a\(erage cost per kilometre as the
existing AK fleet.-Note the" fma! costs will nolz be kl\own until a solution is selected
following a competlt*v*e tendering proceég o

o The procurer;nent afthe addltlona&ﬂ\e‘et for. resul;énce will allow for an uninterrupted

leve o'Vse nktes'bver the yeary mclqmng'the busy peak season.

o ;The ca l|| life cycle costs fdr thg péw carriages are assumed to be of the same

{.

N\ <

\ ¥

o der‘a$ fdr the current AK ﬂeektxfb the absence of information on the new fleet this

) .s c0n5|dered a conserve’c:vh assumption.

g _) N\ -\:‘_‘_5

AN
NN

N\

,A“ssét,ﬂeployment Fl)l;hl:e OpeFaflng Model

~ N

A\ L\

* The AIQﬂeet wnsasts of:

[ (o

O O

e}

K\\K‘* Gars

/) - Passenger carriages with 63 seats per carriage —
"=  Premium carriage%seats per carriage

Café Cars

Luggage Vans

Generator Vans

When the Coastal Pacific resumes to full service in peak season, all of the current AK
carriages will be fully deployed — i.e. there will be no carriages or support carriages (such as
luggage, café or generator vans) available if one fails and is removed from service.

Additional fleet resilience in both islands will also require additional carriages — a spare of
each carriage type in each island (assuming all new carriages are deployed in the North
Island and all existing carriages are deployed in the South Island — refer below).
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e New and old carriages are NOT able to operate together in a single consist — i.e. there is no
interoperability of the fleet.

¢ Therefore, it is assumed that the optimal deployment of the fleet is to have separate fleets
in each island namely:
o All new carriages operate on the Northern Explorer (this is the least capital intensive
option to unlock the growth in the South Island services)
o All existing AK fleet from the North Island will be redeployed on the South Island
services, with the South Island fleet being topped up with refurbished earriages to

enable the growth in capacity and the resilience needed to enah| month
operation of the Coastal Pacific to be achieved
o Note that under this scenario, allows for premium carri 1 eloped by

converting existing AK carriages to Premium.

Modelling Results

N .
d services and create fleet resilience of ($38.1m) based

For the Co ' and Northern Explorer services the additional carriages and being able to
of the year {in the case of Coastal Pacific} generates incremental revenues well in
marginal costs associated of generating that revenue. As such the NPV’s of these two
(v positively contributing to the overall increase in value of the Scenic services.

onsideration was given to closing the Northern Explorer and redistributing its rolling stock assets to
the other scenic services, however there are insufficient assets in the Northern Explorer fleet to
enable the resilience, growth and premium objectives to be achieved.

An option was considered of procuring additional capital to enable the operation of the Northern
Explorer as a bidirectional service. The Northern Explorer currently operates at a loss and converting
to a bidirectional service would ultimately address this issue. A bidirectional service would create an
initial EBITDA loss of gyt with the service moving to breakeven in 2Irherefore, by
adopting a growth strategy andadlng in additional capacity the Northern Explorer would become a
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positive contributor. However, this is not assumed to occur as the capital required to deliver on this
is considered too great, therefore status quo is assumed to remain.

An element that has not been included in the above analysis is the additional revenue KiwiRail
receives as a result of offering a connected journey offer. As an example of the value of this, prlor to
'rl &

* Scenic Rail Freedom Pass is a flexible ‘Book As You Go’ travel pass that allows you to travel on New Zealand’s
Scenic rail services as well as the Interisiander. Passes can be booked up to 12 months in advance and are valid
for 12 months from date of first travel.
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5.2 Impact on the financial statements
Based on current estimates, the anticipated cash flows for the investment proposal over its intended
lifespan are set out in the table below.

Table 20: Estimated cash flow requirements for Growth, Resilience and Premium

to the busi 3 ew rolling stock is in line with the AK carriage

ed capital pro
gs reserves are% d over time to enable the mid-life overhaul of the carriages
has Ao

Each ca e capital maintenance spend of approximately
rable to the okiginal purchase price) to keep the asset fit for purpose over its life.

5.3  Overall affordahi @
The capital outlay (excl al g A FY2
premium outcom%&n rder ol 855 This ers incremental revenue and earnings growth

ources
%that the funding for Provincial Rail Growth will be provided from the Provincial Growth

KiwiRail’s Scenic rail journeys business has the potential for the same recognition and economic

growth as Canada’s internationally acclaimed Rocky Mountaineer train. For KiwiRail to maximise its

s &) (D)

tourism assets and promote New Zealand’s tourism brand, B

Such a partnership would target high value tourists to New Zealand and would leverage the
international customer base of [ s 2 _ By the nature of our network, these
high value tourists would be travelling and spending in the regions.
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6 Outlining the Management Case

6.1  Project Management Strategy and Framework

6.1.1 Project Governance
KiwiRail's existing processes include oversight by an appointed Executive Owner and Project
Sponsor.

6.1.1.1 Project Control Group -
KiwiRail's existing governance processes include a Project Control Group (PCG) thabmeet monthly to

provide overall project governance and direction to the project tegm and Yeview project _
performance and assurance. A PCG specific to the manufacturing’ and commlssmnlng of fthrs.\\"x_'_
additional rolling stock and platform upgrades will be established.and will lnciude Executive Owner;s-___"\‘.'x_ '

and Sponsors. The Project Sponsors are ultimately accountafgle for the performan‘ce of the

programme as a whole. -\ AN i\ ,~_-f_“ :
Members of the PCG will be responsible for prodL{cmga sm,gie feport for the waRall Ghjef Executive
and Board. Membership of the PCG will typlcajfqu{uae ¢\ ’

e KiwiRail — Executive Owner (e. & Group General Manager) <

e KiwiRail — Project Sponsor {e g General Manager Pro;ggt Manpgem’ent

Office) O\ : \

e Project Director 7~ \\ ) J

e KiwiRail - Tech’mr:al ‘rg presentatlon (TBC)
6.1.1.2 Prqeo{r Steermg Comm|ttee
For larger (>$10m3 fng‘h risk pro;ecis, R\wtﬁall’s standard process is to establish a Project Steering
Com[mttee {pse)- ‘with represéqtatvaas fram key stakeholders and personnel. The PSC meets
f-on‘nlgh‘tlyﬂras requn'ed A

l.
\\

!]‘h\a P'st's role is to. nlonrtor and support the delivery of the Programme of works. A PSC will be
A\ S “ést‘abllshed for the N\
\J. manujsrt:tﬂnng ‘aqd’ commlssuomng of additional rolling stock (new and refurbished)
- Iee ei'vathhsystem
- piaﬁorm upgrades
'ﬂ;e PSC W|Il include membership from KiwiRail and key stakeholders including representation from
\ the contractor(s)
) _1
- Membership of the PSC typically includes:

* KiwiRail - Group General Manager

¢ KiwiRail - General Manager Project Management Office
e Project Director

¢ KiwiRail — Technical and Representation (TBC)
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6.1.1.3 Governance Reporting

As part of KiwiRail's project governance and management processes, a Project Status Report

(PSR) is prepared monthly by the Project Manager for submission to the PCG. The Programme
Director will provide an overarching commentary on progress against key programme milestones
focussing on exceptions, risks, impact on interdependent projects and plans to mitigate or manage
the impact(s). The PSR provides a dashboard of project performance highlighting areas of key
performance including:

e Budget _
Programme : :
Quality N
Stakeholders W\
Risks AN\
Health & Safety and Environmental AN #

The PSR provides an opportunity to raise key issues and opportun’tles K‘wfﬂanl's existing nroce&gés
determine that the PSC meets prior to the PCG and proytdes qs&ur;,{me to the PCG’f;hat ‘th‘Q issues
and opportunities identified in the PSR are being deall‘ w:th\appmprlately o rn\a*y\r seak\é‘uidance
should issues require other senior executive mpuLand/ol' gcud;mce The PSR- Ws{i be newewed during
the planning phase for the manufacturing an{gamrrﬂss;onmg of thlS addltmna] mllmg stock and
platform upgrades to ensure reporting ad@resseithg peeds of both or\g@msatlons,

% /

Figure 3: Project Governance strgz_l,urq_apd reportlng

= .l\_.'u N N\ J L " B

(:.{ KM{RadﬁEO and KlWlRatIﬁaarﬂ N o e —l

Monthly

Monthly - JERESE «f = ' I —
; . pa Project Status Report

K|WI .l’ m\‘:t C sl Group
Executive Ownef; Pm E sor, Project Director,
2 \Technlca] a_n'\ onal representation

|

(NN

Fortnightly
Project Status Report

. _KiwiRail Project Steering Group
Gtoup General Manager, General Manager Project i
M’anagement Office, Project Director, Technical and
Regional representation

.. ‘\ \‘ \ -\
N LZ Roles & Responsibilities
Ai 1.2.1 Owners and Sponsors
The Executive Owners act as vocal and visible champions to their respective Executive Teams and
Boards and are the ultimate decision-makers for the project. The Project Sponsors are ultimately

accountable for the success or failure of the whole programme. They ensure that the project is
focussed on achieving the business objectives and delivering on the forecast benefits.

Throughout the project they are responsible for the business case and need to be able to take a
balanced view of the project on behalf of KiwiRail's interests — that is, maintain a “best for the
network and programme” approach to Programme interactions and decision making.
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6.1.2.2 Project Director

The Project Director is ultimately accountable for the success or failure of the project and must
ensure that the project is focused on achieving its business objectives and delivering the forecast
benefits. The Project Director must ensure that the project gives value for money and adopts a cost-
effective approach which balances the demands of the business, users and suppliers. Throughout
the project the Project Director is responsible for the business case and needs to be able to take a
balanced view of the project on behalf of the wider organisation.

Role of Project Director

The Project Director acts as the representative of the organisation, and play,s a \rl’oql Ieade'rshlp role -~ 2

through:

organisation \\
* Providing business expertise and guidance to the Pro;ec’E\Ménaggr AN )
* Acting as the link between the project, the bu&méss community and pefhaps ymost
importantly, management decision making gmum ( \
e Acting as an arbitrator and making decnsrons th&t may be beyond tha au’ebmnv 9fthe Project
Manager
® Acting as chairperson of the Steermg C@mmittee

Responsibilities of Project Director,
Typically, the Project Director will be rbsponsnble for, . ;
¢ Ensuring that ;he b‘usme'ss heed is valid an‘d torre.ctiy pnontlsed
e Ensuring that éhe proje®is properly,}auﬁche\d
. Ensurlng that‘the p}OJect remains’ w&ble bdsmess proposition
Ensnrm qﬂhnges to the pro;e,ct aner pmperiy managed
Ensufing {lsks are managed._\ !
' -\_Estaﬁhsh’ ing the project, or.gam tlon, roles and reporting structure
"-Ehsurlng the project is ‘undéccontrol
“Approving key prq;ect deliverables
Imtlatmg pm;\éct re\flefms and supporting the process of review
Resgtwng l§SU€9 (iyplcally competition for resources and priority clashes) that are beyond
the cor?h:ol\b the Project Manager
R\‘e_s\niy;n,g Conflict and removing obstacles to progress
Querall quality of the project, both the methods used to develop it and the end product.

o & AN o0

@

N\
) \

A zl?uring the life of any project, business circumstances may change considerably, making it impossible

') for the Project Manager to carry out his/her job. Examples are such things as changes of policy,

adverse business conditions, etc. In such cases the Project Director is responsible for recognising and
reacting to any such circumstances.

6.1.2.3 Project Manager
The delivery function of the project will be managed by the KiwiRail Project Management Office, and
the Project Manager will report to General Manager of the Project Ma nagement Office.
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Role of Project Manager

The Project Manager is responsible for developing, in conjunction with the Project Director, a
definition of the project. The Project Manager then ensures that the project is delivered on time, to
budget and to the required quality standard (within agreed specifications). The PM ensures the
project is effectively resourced and manages relationships with a wide range of groups (including all
project contributors). The Project Manager is also responsible for managing the work of consultants,
allocating and utilising resources in an efficient manner and maintaining a co-operative, motivated
and successful team.

Responsibility of Project Manager
e Managing and leading the project team
e Recruiting project staff and consultants - NN
¢ Managing co-ordination of the partners and working groups engaged m prOJel:t works
¢ Detailed project planning and control including: ) ¢
o Developing and maintaining a detailed pro;ect pIah
o Managing project deliverables in line with the prqect plan
¢ Recording and managing project issues and escalag‘tlngu\ngher.e necessary (
¢ Resolving cross-functional issues at pro;ect Ie\tel S/ AN\
e Managing project scope and change wqtro[and escafatmg issues wherg neqessary
¢ Monitoring project progress and aeﬁormanqe i N
¢  Providing status reports to the proﬁact spo,nsor ( 1
¢ Managing project tralnmg wlth{n the defined budget .\ \
+ Lliaises with, and upcjates p(ogresk to project beard)’semcu management
e Managing prOJept ev\aduaﬂon and dlssemlna_tloa cﬁwt\les
¢ Managing consultaﬂcwn_pu’f within defi ‘bu\dge'tas
. Manage fmal apQrpyal of the de5|gn specaflcatiqn by technical lead(s)
e Woy r(g clasgjvwfth users to en‘su‘re'tﬁe projéct meets business needs
) :-Provadmg neﬁnlar status rer:fofts tDYf}R Broject Steering Committee

7-\ SQecifroPrOJect Mauagerv\)lll be assugned to each of the key projects related to this business case
ne\ﬁﬁ}rchasmg new roilmgﬁtnck platform upgrades, IT reservation system and refurbishment of
‘tarriages. Ind;wdual Sia’ategif Procurement Plan{s) will be developed for each project.

( ‘x.'\"
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6.2  Outline project plan
Below is a high-level timeline for this project. A detailed project timeline will be established should
funding for the project be approved.

Business Case and Rolling Stock Timeline (Best Case)

This is a best case timeline to achieve new

Agree prlghned rolting stock by F¥2
supplier.

Place order for
new rolling stock

Devel funding [ nrgetw X j #
evelop new e "
Strategic secured )'IE"& B\
Procurement Issue open ¢ ’” LA
Plan RFPfor
carciages Buildand commission of new rolling stock and
refurbishment of existing mmageﬂz Hﬂfnm) 1N
X< 780
” ’ N\ - .. -
\ €
A \_ b g, §
” b \ N # \\ ;
Business case < N
submitted to o~ \ 1 W
Shareholders Review \ /
market . v
response. A ﬁt_f ——
'l If prog; w\-h. p g
identify Hsue’hl‘gt wil impacf\ScenlC
\
f?@lﬂ
psuppt{er\ -‘-t n“c%ﬂnmhaveenoushcapamyfm
. N~/ A% hd resulting in revenue lost
> s ~. \\ Wunnyznddlmlmshedcustomr
\<‘ } ..__\v]fmqmﬁce

Note: If other rolling stock projects e.g. ankhmm I-hq\il!pﬂnljpmr time and schedul‘g(@- udll}m&;\hr de,lj)n!ry of the Scenic carriages refurbishment,

Note: A December rofiout has begfi ;hn\-n lh gﬂm’ghneis it is the earliest lha.lhnerﬂ.ti cmﬁcn“mqnll‘qce however a decision will need to be made as
to when the optimal time to ¢ mmtbq\ rvlee’ would be.

~ N\ N\ \D
" i, A ) ' o ( \ ‘l i ’
‘\\ S C 7 \\ W,
Y '.\\\.__‘ 3 ‘-\' \\ ‘-\_ P ~.\‘-
LA (’ - N G,
\ 7 \ o~ \ N

6.3, \\Risk managementr :LT‘_‘ :

'The Rrolect}.iponsor is responsﬂaie for ensuring that arrangements for the management of project
nsk \a{e in place, together w1th‘the appointment of a Risk Manager. The risk register is to be
ﬁﬁnﬂnuously u%iiétgd\ang revfewed throughout the course of the project. A Risk Manager has been
appomted fer ss\p\'pjecf and a risk register will be created as a part of the project management
framework \\V

™ N
200 '. . _7)
) I -
AN V2 N\
s\ P,

VG Project and business assurance arrangements

O\ ®

Y
Low risk on the basis of: existing routes, services we are already performing, within our own
network, experienced procurer of rolling stock, already at capacity, demand exceeds current supply,
international wholesale market is untapped due to lack of marketing, international rail operators are
seeking to invest in tourism rail services in New Zealand, poor customer service experience with
current booking reservation system

This proposal is also subject to independent quality assurance. EY has been appointed to review the
financial mode! and regional economic benefit calculations.
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7 Next Steps

The following table details the proposed next steps following approval of this business case. This

COMMERCIAL IN CONFIDENCE

best-case timeline assumes funding is secured in November 2018.

Action

Tmeframe

Develop a Strategic Procurement
Plan

)(b){E)

Issue an open RFP

Evaluate RFP responses and select
preferred supplier

Formally engage supplier with
commercial contract and place an
order for new rolling stock

Design; build, test, commission for
rolling stock (no locomotives)

)

Commence commercial o@

Q

Who

KiwiRail

v

KiwiRall,
/9 [
NV N\ DKiwiRail

Sup l% an&»@wiRail

e

'\V

KiwiRail

N
>

e

..........................................
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Appendix
1. Risk and Mmgatlon Table

COMMERCIAL IN CONFIDENCE

N TRl

_|MimeATION.

T — =

No lnvestment in additional rolhng stock wull
- impact our ability to increase revenue

- cap the number of passengers that
will experience the journeys / no
resilience in the fieet

- prevent us from providing a great
customer service

- - prevent us from fulfilling our -
obligation to grow tourism and
support regional economies

- impact our customer service
reputation if we must turn passengers
away.

Investment in addltlonal rolling stock.

By FY25, 2/3 of services will be full over the 6 \

summer months under current capacity(\ .]
) ]

scenarios during peak. . .,

. N ‘. \ ", \ )

Risk of cost, quahty and tlrpe,a’cqu"kmg ﬁew
rolling stock.

7N

\5'\

_.'J

Work[nglwlt}) pro,ven suppllers with known

; pmdhe S1~Q carriage design and agreed lead

k.:’ _H‘\I\\;.-: (‘ ﬁm\QS

) )

Gradual losof b ﬁesswalue and ree{ucﬁd/
NPS s hy’&i?u iF ail by not mveat‘pgm\
additiona) rolingstock across fbh T{aﬁzAip?ne,

d Go“astal P\a ‘/Jf{JC and Northem Exploreh
- “e N \

~Imrest in rolling stock and new services.

“Faurism numbers detéﬁhaﬁeprease in

Target domestic market. Will need to diversify

) :nternatlona ‘i‘s\tor Lgh‘ts due to a global our channel market strategy internationally by
recession D na’bu isaster impacting promoting our services in different countries.
tou rjsm\n Ne\u Zga?’and

I\ \'» 25\ \

_ Nathr‘é\l disaster physically impacts route.

)

\ "',

Diversification of services will mitigate reliance
on one route. Accommodate passengers on
other services or refund.

Lack of interoperability will impact service
delivery.

Compatibility between new passenger carriages
and our existing AK rolling stock may be an issue.
Our Rolling Stock Asset Management team
needs to assess the risk. Our preference is for
consistent, new rolling stock.

Lack of resilience in the current fleet. For
example - Café car off line, the whole train is
off line. Also, as we don’t have sufficient fleet
resilience we cannot commence a year-round

Procure additional carriages to allow fleet
resilience in each island that can be switch in to
ensure the full train consist can operate to plan.
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service on the Coastal Pacific without new
rolling stock.

We are at capacity on our existing services
over the peak season. In order to run all three
services at peak, we require 100% availability
of all carriages and vans. Any critical service
failure poses unacceptable operational,
financial and reputational risk to the Tourism
business.

Reduce scheduling to mitigate the risk of 100%
carriage availability

Invest in additional rolling stock in both islands
(carriages and vans) that can be switch in to
ensure the full train consist can operate to plan.

N

Impact of extreme weather events. For
example - during Cyclone Gita the TranzAlpine
service was cancelled for two days. As it was

as per cancellation policy and provide a bus
replacement.

Early warning system and dlsruptmﬁ p(otocdls

are in place. YA BN

\

\ \'\I ) f] i { I‘ l J

KiwiRail's tourism business is poorly resourced
to deliver growth.

L

team stretched. We don’t haves\qfﬂcueut{
capability in insight analysns‘ prpdu‘ct y
development, mternatronal b‘randipg,
customer experie ce, g hot'have
sufficient FTE of f ndmgw‘\a Ee able to deltver
the growthwdenan?is‘ \

Our bench strength is a weakness, Awith. our "

.'Fo(ecast'ihe type of roles. reqwred to meet
\_aema nd for Scenic Jqﬁ?neys ldata insight

' ;anahzsts, ca rnage host\q Etc)

Develop a Leam anél Development
programrﬁe\for\i( iRail tourism.

\__\ ..\ \\

' 1De\1e]pp a recruitment and retention strategy to
..support KiwiRail tourism.

KiwiRail needs to undertake an updated resource
capability matrix. Build bench strength. Attract
and develop core inhouse talent to engage with
a growing passenger base, data analytics of
passenger demand.

IT platform ls»lnsuﬁﬁieieht scenic business

growth 1) aepend'ent on the rollout of a
resenrdtfbn system,

q <

\ V2 -\‘3

Without this system in FY20 we will not be able
to deliver a premium service and will struggle to
deliver growth on existing services i.e. packages.

‘ Respurce constraints are limiting our current
nd future international sales and marketing
“reach.

Investment in advertising to promote Scenic
Journeys to international visitors. Increasing our
international marketing channels will be
particularly important to build passenger
demand on new services on existing routes and
new services on new routes. Work with channel
partners.

Timing of Carriage manufacturing and
commissioning may impact revenue
assumptions.

Align revenue assumption based on accurate
timings from manufacturer. Link payments to
timeline delivery milestones.
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Additional services on existing routes will add
congestion to the network particularly in the
metro areas.

KiwiRail needs to retain priority slots in key
metro areas and work with the timetable
committee to ensure new services are well
planned and that passenger services receive the
desired level of priority.

Need to signal planned additional servicesto
Timetable Committee as soon as possible, post a
decision to proceed.

Risk and no clear demand statistics for new

OPEX investment — advertlsmg, da?a ms:gkgts of

extensions (circal
safety upgrades.

routes and new products — this information new routes. AMVANNM
will take time to compile — likely to take up to A e R
two years to build demand on new routes. —p T \\>
) ) 4 A\
This capital investment estimate does not Investmeutm P‘I tfo rm“extensuons and u upgbaﬂes %
include any calculations for platform _ will npedtq bfz‘i u ded in addl}!qnal buémess
| or g:gs'g_sc‘ 'l- A0 Y) )
‘i\'\_ w‘-.\‘\"\..l-' g 'f.' {' A\

= = - 0N
Any additional services require passenger \
certified locomotive engineers.

I\. .-\

\(&;‘
J( ,m\\

capability m?fnx lQbﬁ’hiysexustmg locomotive

lrlgre,aslgd 1511 mbers required.

K{W‘Rall needs to ulggeQaRe an updated resource

engineers.or rq‘arwt anes (two-year training
progra\mme{\h\rea’dy signalled to HR expected

!

\r\\."b

Alot of our mvestmentl‘iav Y ‘long lead Umé ‘
The Provingial G\QW: ~E‘uﬂdlng supporfxl\sf oni

Ngéd o invest in financially sustainable
ﬂbt’clatlves ones which are commercially viable

m New Zealand

e.g. KIWI l ﬁa\s\eq eted mto an access
agre wnt!] n}Ipodean Explorer New
Zealan lw}utea‘ ‘for them to establish and

/ ibbeTaPe aluxury sleeper train service.

,/_}\'\‘

three yeé(a I~ \ _\ _ and can standalone post initial funding.
f\‘\ '\\r / O\ -I\"\".\\\' =
LR’efspuﬁcé aﬁﬁ Capablhty \\ \ ‘\_ Need sufficient OPEX to invest in additional FTEs.
r to ;‘9 seekmg to Engage with international rail operators to

understand their needs and intentions for
investing in the New Zealand market.

* Based on 2011 estimate
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2. Photos of the Greymouth Railway Station
Passengers are unable to safely use the wheelchair hoist on one of the TranzAlpine café cars as the
train is longer than the platform at Greymouth Railway Station.

/J
o\ )
-)(T\\.-’\j.-_\\.\\ -
LEAS Y
v \.\.\ \ /\ \ ~
\\_I)
‘;‘)h 7~ i\ \3
“\"\:) e 0
\ A~
) N
2,
P s N
TN
e, \x \\

Passengers are unable to directly .alight fro _)Te TranzAlpine hh'@ onto the platform at the
Greymouth Railway Station as tflz;i\\n) 'much longer tharithe

Any passengers in carriages which are not directly in front of the platform are required to walk down
the train to a carriage or café car which will enable to safely alight directly on the platform. Despite a
request from KiwiRail to all passengers to safely alight from assigned doors onto the platform
regularly there are several passengers who attempt and are successful in opening the carriage door
where they are and alight from the train regardless of there being a platform below or not. As this
photograph above shows, the drop from the train to the ground is significant and could cause a
serious injury.
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\\\/A/\)u
3. Provincial Growth Fund TouristOpportunities

Q Wmm‘mMM@::mS Provincial Rail mqoiﬁs

The concept:
Alignment to Tourism New Zealand's Strategy:

«  Solves barriers of travel to New Zealand, things to see
and do, along with how to get around

- Package develop ensures p 9
«  Accommodates Higher Net Wealth individuals (HNWI)
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4. Growth Rates, Yield and Passenger numbers by Scenario

Year | Passengers ' Yield
Base/Mid  Stretch Conservative Base/Mid Stretch Conservative
2017 4% 4% 4% 3% 3% 3%
2018 4% 4% 4% 3% 3% 3%
2019 4% 4% 4% 3% 3% 3% A0 P
2020 4% 6% 3% 3% 4% % L
2021 4% 6% 3% 3% 4%
2022 3% 6% 2% 3% 4%
2023 3% 6% 2% 3% 4% 2%
2024 3% 6% 2% 3% = {%u % RAN
2025 3% 6% 2% % < A% Y %\
2026 3% 6% 2% \ <4% 1% “\‘
2027 3% 6% 2% ; \ ~\\ V)
- \ A y \ D

2028 2% 6% 1% \t;-l:g%,\-;x" 4% ANIAN ™
2029 2% 6% 1% N\ A% \ig
2030 2% 6% 1%\, ')\} Vo can\D 1%
2031 2% 5% 7 \1% 2% ~_ ‘\ o\ 1%
2032 1% 5% \ \ ) p% FUANNN 0%
2033 1% 5&{:' ‘0% < i@; N 3% 0%
2034 1% L-Lf-'—'f' 5 0% \ N 3% 0%
2035 &1 »\;\é QZ)/{ ) A% 3% 0%
2036 A%\ Q 1% 3% 0%
20377\ A%, 5% Hn/o\ 1% 3% 0%
ng%s\ \ ~1¢ 5% \ \\. 0% 1% 3% 0%

2@'39/;\"” 1% 5% N\ 0% 1% 3% 0%

\\ 2020 1/, ( ;_\\ 0% 1% 3% 0%

2081 “A’V 0% 1% 2% 0%
2042 ( 4% 0% 1% 2% 0%
2043“\‘\ 9 159 4% 0% 1% 2% 0%
208\ 4% 0% 1% 2% 0%
<< 2945\ 1% 4% 0% 1% 2% 0%

s -
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7. Premium Business Case Overview

KiwiRail's Premium Business Case is connected to Provincial Rail Growth Business Case in that the
deployment of the new rolling stock.

The new Premium carriages requested for Provincial Rail Growth will be deployed to the South
Island only.

E IO

We estimate that a total capital investment of ﬁ will be required to deliver a Prgmlum service

across the TranzAlpine and Coastal Pacific. This estimate includes: <A

e Cost of 3 refurbished carriages to deliver a Premium service in the Squth Js!a‘ad

o 1 Premium carriage on TranzAlpine At N A\
o 1 Premium carriage on Coastal Pacific i NG A\
o 1Premium carriage spare in the South Island _ (<) | - R Y

¢ Cost to develop and roll out a new IT reservation svste;n fqr,Scemc .
* Project management costs for refurblshment Q‘F tzarriages new carrlages {huﬂd and
commissioning) and IT reservation system\ \\ ) ) ™ NN

| \ —

Our Premium service will be dependent on- the Qwaﬁahmw of a new IT resewaﬂon system to replace
the existing systems which are cumbgrsorhe ghd do not of'fer a h;gh l_evel bf customer service or
experience. \

*The existing systems are cumbersome and do not offer a high level of customer service or experience
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