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1. INTRODUCTION AND EXPERIENCE 

1.1 My name is Gordon Munro. 

1.2 I am the Manager of Property Revenue in KiwiRail's Property, 

Investment and Revenue team with responsibility for the Southern 

Region,1 and am authorised to present this evidence on behalf of 

KiwiRail Holdings Limited (“KiwiRail”). 

1.3 I have been employed by KiwiRail since October 2014. 

1.4 Prior to that, I have been employed in a number of property 

management roles across the private sector, including for 

internationally recognised property managers such as Colliers and 

CBRE. 

1.5 I am also a member of the Property Institute of New Zealand, a not-

for-profit organisation which acts as the industry body for valuers, and 

property managers and advisors throughout New Zealand, and which 

takes a leading role in the development of standards, qualifications, 

and ethics across all aspects of property professions within New 

Zealand. 

2. KIWIRAIL'S COMMITMENT TO SUSTAINABILITY AND 
EFFICIENCY 

2.1 As part of the Government's 2010 Budget announcements, KiwiRail 

(in co-ordination with central Government) announced the KiwiRail 

Turnaround Plan ("Turnaround Plan"), a ten year programme 

designed to transform KiwiRail into a sustainable rail business.2  The 

Turnaround Plan recognised, among other goals, that KiwiRail is a 

significant landholder and manager in New Zealand, and is 

responsible for managing over 18,000 ha of land held by the New 

Zealand Railways Corporation.  In addition to its core goals of 

increasing rail traffic volumes and revenue, the Turnaround Plan also 

1  A copy of KiwiRail's network area boundaries is attached as Appendix Ab. 
2  See Appendix B attached to this evidence. 
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sought to increase KiwiRail's productivity, modernise its asset base 

and separate out the commercial elements of the KiwiRail business.  

2.2 The Turnaround Plan represents a one billion dollar investment to 

date from the Government, focused on assisting KiwiRail to become 

self-sustainable.  KiwiRail also contributes funding to support the 

development of its Turnaround Plan from retained earnings. 

2.3 In a Cabinet Paper released with the Government's 2010 Budget 

announcement, the offices of the Ministers for Finance, State Owned 

Enterprises and Transport jointly acknowledged that part of the drive 

to improve productivity included increasing the operational efficiency 

of KiwiRail across all its business units.3  This was said to be part of 

an overall picture that focused on (among other things) "ongoing 

culture change, including an efficiency programme to secure cost 

reductions and/or other productivity improvements".4 

2.4 More recently, KiwiRail's efforts to increase the efficient use of its 

landholdings, especially those which are currently not used for rail 

purposes, has resulted in a twenty percent increase in revenue 

generated by its Property business unit in the 2014/2015 financial 

year.  The stronger commercial focus on returns from its property 

assets has been a highlight of the approach taken by KiwiRail as part 

of the Turnaround Plan.  KiwiRail's Half Year Report for the 

2014/2015 Financial Year identified growth in the establishment of 

permanent rail sidings in Christchurch as an additional driver for 

growth.5 

2.5 KiwiRail's current strategic approach is consistent with its principal 

objective under the State Owned Enterprises Act 1986 to operate as 

a successful business, and to this end, to be as profitable and 

efficient as other comparable businesses that are not owned by the 

Crown.6   

3  See Appendix C attached to this evidence. 
4  See Appendix C at para 49. 
5  See Appendix D attached to this evidence. 
6  State Owned Enterprises Act 1986, s 4.  
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3. KIWIRAIL'S PRESENCE IN CHRISTCHURCH CITY 

3.1 KiwiRail's network in Christchurch is extensive and significant.  The 

Main North Line, Main South Line and Hornby Branch Line (and the 

associated spur lines, sidings and yards adjoining those lines) run 

through Christchurch City and Banks Peninsula and form an important 

part of the backbone of rail infrastructure in the South Island. 

3.2 Large pockets of land exist within KiwiRail's designation in 

Christchurch which KiwiRail does not, at present, require for rail 

purposes.    KiwiRail's current approach, where such land exists, is to 

lease that land until such time that it becomes necessary for rail 

operations.  One example of such land is KiwiRail's Waltham yard, 

where KiwiRail currently leases 54,000m2 of land which is not 

presently required for rail purposes, out of a total of 97,000m2. 

3.3 KiwiRail currently maintains a diverse lease profile in Christchurch on 

its land for such purposes as: 

(a) residential beautification or encroachment licenses (which 

can allow for the development of unused land adjoining the 

rail corridor for gardens and other landscaping activities); 

(b) storage facilities; 

(c) car parking; 

(d) cellular sites; 

(e) warehousing; and 

(f) other industrial and commercial activities, including: 

(i) panel beaters; 

(ii) office space; 

(iii) freight space; 

(iv) recycling; and 
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(v) steel distribution (among others). 

3.4 A common thread among the arrangements KiwiRail enters into with 

its lessees is KiwiRail's ability (through the lease) to re-enter the land 

when that land is required for rail purposes.  KiwiRail avoids leasing its 

properties for intensive commercial development (particularly where 

that development may require significant capital investment), where 

that land might be required for rail use in the future. 

3.5 In addition to the uses listed at paragraph 3.3 above, KiwiRail also 

routinely enters into Grants of Right, which it is entitled to do under its 

statutory powers under the New Zealand Railways Corporation Act 

1981.   Those grants include rights to access the rail corridor for the 

purpose of running third party power and telecommunications cables, 

road crossings, pipes, bridges and so forth.  Licenses and rights of 

access granted by KiwiRail also extend to advertising boards and 

hoardings which it hosts on land within its designation. 

3.6 The leasing of KiwiRail property assists the efficiency of KiwiRail's rail 

network.  For example, in Wellington, Mainfreight, a major rail freight 

customer of KiwiRail, is a significant leaseholder on land in KiwiRail's 

Wellington yard.  In Christchurch, KiwiRail has a similar leasing 

arrangement with Toll Networks at its Middleton yard. 

4. IMPACT OF THE PROPOSED TRANSPORT ZONE AS NOTIFIED 
AND AS PROPOSED IN THE COUNCIL'S REVISED PROPOSAL 

4.1 I have read the draft evidence of Deborah Hewett, Senior RMA 

Advisor for KiwiRail. 

4.2 While I am not a planner by trade, I understand from Ms Hewett's 

evidence that the potential restrictions placed upon activities in the 

proposed Transport Zone would have a significant effect on KiwiRail's 

ability to responsibly and efficiently manage its landholdings in 

Christchurch, by restricting the kinds of uses the land can be put to. 

4.3 I also understand from Ms Hewett's draft evidence that under the 

notified provisions, the vast majority of existing activities on land 
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designated for rail purposes within the Transport Zone would be 

contrary to the rules of the Proposed District Replacement Plan - and 

a very limited scope for activities, other than those tied to the 

operation of transport infrastructure, would be enabled under the 

provisions (eg landscaping and gardening).   

4.4 I have also read the evidence of Mr Falconer for the Christchurch City 

Council ("Council").  I understand from that evidence the Council's 

Revised Proposal would allow activities (and correlating activity 

statuses) in Industrial General and Rural Urban Fringe zones to also 

take place on land adjoining those zones which is zoned Transport. 

The same would not apply for Residential, Open Space, and 

Commercial zones adjacent to land in the Transport Zone. 

4.5 From a Property business unit perspective, in my opinion KiwiRail 

needs to continue to be able to maximise the efficient use of its land, 

where such use does not jeopardise KiwiRail's ability to revert the land 

to rail (or other public transport) purposes.  Across its business units, 

KiwiRail is conscious of the possibilities for future development of rail 

infrastructure within Christchurch, however much of that development 

remains only in the very early planning stages. It would not be 

prudent, or consistent with either KiwiRail's current strategic focus or 

its responsibilities as a State Owned Enterprise, for it to refrain from 

allowing interim uses of its own land while we wait for those other 

planning processes to occur. 

4.6 KiwiRail would not lightly introduce a land use activity into its own 

corridor which may impact on the efficiency and efficacy of its rail 

network, which remains its core focus. 

4.7 However, KiwiRail needs to be able to continue to manage its land, 

across its portfolio, in the same way its adjoining neighbours can.  

That, in KiwiRail's perspective, would allow it to efficiently and 

responsibly manage its land and available resources. 
 
Gordon Munro 
16 September 2015 
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 Depot
KiwiRail	Office

 Rail

NETWORK AREA 
BOUNDARIES
NORTHERN REGION

Auckland
Hamilton
Hamilton	South

Building	2,	Railway	Lane 
Otahuhu,	AUCKLAND	1062
PO	Box	22043,	Otahuhu,	 
AUCKLAND	1640
Ph	64-9	270	5557 
Fax	64-9	270	5228
Stephen	Collett,	 
Regional	Manager

CENTRAL	REGION
Napier
Taranaki
Palmerston	North
Wellington

SOUTHERN REGION
Greymouth
Christchurch
Dunedin

154	Hutt	Road,	Kaiwharawhara,
WELLINGTON	6035
PO	Box	30995,	 
LOWER	HUTT	5040
Ph	64-4	498	3201
Fax	64-4	498	5282
Walter	Rushbrook,	 
Regional	Manager

14	Midas	Place,	Middleton
CHRISTCHURCH	8024
PO	Box	6289,	Upper	Riccarton, 
CHRISTCHURCH	8442
Ph	64-3	339	3855 
Fax	64-3	338	7948
Todd	Moyle,	 
Regional	Manager
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BUSINESS 2009-10

Freight carried (NTK) 3,919,000,000
Urban passengers 11,134,000
Long distance passengers 518,000
Ferry passengers 845,411

ASSETS

Track (km) 4,000
Bridges 1,656
Land managed (ha) 18,000
Weekly freight services 800
Mainline locomotives 180
Freight wagons 4,276
Ferries 1 owned, 2 leased
Staff approx 4,000

OPERATIONS

Weekly, train control operations manage the movement of:
• up to 900 freight trains
• 52 inter-city passenger trains
• approx 2,200 suburban passenger services in Wellington
• approx 1,490 suburban passenger services in Auckland

In a year, the Interislander manages 5,500 sailings carrying:
• approx 845,000 passengers
• approx 59,000 rail wagons
• approx 56,000 trucks
• approx 223,000 cars

The KiwiRail Turnaround Plan
KIWIRAIL’S 10-YEAR PROGRAMME TO CREATE A SUSTAINABLE RAIL BUSINESS
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INVESTMENT

Investment in KiwiRail 
announced by the Government 
earlier this year marks the 
beginning of a long term plan 
to create a business capable 
of standing on its own feet 
financially.  The investment, 
subject to business cases, 
follows the Government’s 
consideration of a 10-year plan 
prepared by KiwiRail for turning 
around the rail industry.  It calls 
for investment in the business’s 
assets rather than an operating 
subsidy.

The plan reflects 
the need to create a 
viable and efficient 
rail industry.

The plan aims to 
increase rail traffic 
volumes and 
revenue, increase 
productivity, 
modernise assets 
and separate out the 
commercial elements 
of the business.
It takes into account the 
following:

 » The views of our customers 
who say they need an 
efficient and reliable rail 
network to serve their 
businesses and meet future 
freight growth.

 » The need to develop 
partnerships and alliances 
with our customers, 
stakeholders and suppliers.

 » The need to restore rail’s 
relevance – eroded over the 
past 15 years in many areas 
through lack of maintenance 
investment that has resulted 
in poor transit times and 
unreliable services.

KEY ROUTES

Route  Key traffic

Auckland-Hamilton-Tauranga Containerised export and bulk products
Auckland metro network  Commuters
Auckland-Christchurch  Containerised domestic goods
 Overseas and local passengers
 (Overlander and TranzCoastal)
Waikato-BOP forestry lines  Wood and wood products
Oringi-Palmerston North-Whareroa  Bulk milk
Wellington metro network  Commuters
Cook Strait  Containerised domestic goods
 Passengers and cars
Westport-Greymouth-Lyttelton  Bulk coal
 International visitors (TranzAlpine)
Edendale-Port Chalmers/Timaru-Lyttelton  Containerised dairy products and coal

I. Step change in the Auckland–Christchurch route

•	 Reduce transit time and improve reliability along the route - easing 
curves, removing speed restrictions, greater renewals investment in 
bridges and sleepers and passing loops.

•	 Improve exit and entry from Auckland and Wellington - improvements 
at terminals and on mainlines to reduce transit times and conflicts with 
commuter services.

•	 Increase ferry capacity for rail freight - extend length of Aratere and make 
Kaitaki rail-capable.

II. Other key routes

•	 Improve reliability and capacity with increased renewals investment in 
replacement of sleepers, strengthening of bridges, refurbishment of 
track formation.

III. Enabling investment

•	 Improve IT systems and processes, equipment and facilities at 
terminals.

•	 New locomotives, wagons.
•	 Improve track infrastructure.

IV. The minor lines

•	 Review business on North Auckland, Stratford-Okahukura, 
Napier-Gisborne and North Wairarapa lines.

•	 Consultation with communities, customers and staff.
•	 Close or mothball if viable alternatives do not 

emerge.

V. Auckland and Wellington metro services

•	 Clarify and assign accountability for 
costs associated with operating metro 
networks.

IMPLEMENTING THE PLANI. The business needs a connected network

•	 Growing the business depends on KiwiRail maintaining a connected national 
network. However, minor lines that carry little or no traffic will only survive if they 
have proven future potential and/or an imminent anchor customer. Focussing our 
scarce capital on productive revenue is a key issue.

II. Growth in volume and revenue quality is essential

•	 Freight is critical to the financial success of KiwiRail. It currently generates more than 
75 percent of KiwiRail’s revenue from carrying bulk commodities, import-export 
goods and domestic freight. The predicted near doubling of the freight task over 
the next 30 years and the opportunity to increase rail’s market share on some routes 
underpins its importance to the business. 

III. Auckland-Christchurch is the key route on the network

•	 Increasing the amount of domestic freight carried on the Auckland-Christchurch 
route is critical to the growth and sustainability of the freight business. Other routes 
are busy and important. But in most cases, rail is already relevant and growth 
depends on some other factor – like natural growth in the economy.

IV. Investment in infrastructure is critical to improving transit times and reliability

•	 Targeted investment in key routes – particularly Auckland-Christchurch - will restore 
relevance and reliability and give the freight business the opportunity to protect the 
business we have today, reclaim business from the past and grow with the forecast 
freight growth.  Critical elements are easing curves, laying new sleepers and 
strengthening bridges to decrease transit times as well as improving exit and entry in 
Auckland and Wellington and building or extending passing loops.

V. Greater ferry capacity is needed for the Auckland-Christchurch route to be 
competitive

•	 Greater rail capacity will be needed for Interislander to support freight business 
growth. The Aratere will be extended through 2011 to provide increased rail deck 
capacity and commercial vehicle and passenger space.

VI. Wagon and locomotive fleets need to be upgraded

•	 Currently the youngest diesel locomotives in the fleet are 30 years old and the 
average age of wagons between 25 and 30 years. Adding new locomotives and 
wagons to the fleet is critical to improving transit times and reliability and enhancing 
our natural advantage from a sustainability perspective through lower fuel use. 
New locomotives are already on order; further work is required for additions to the 
wagon fleet.

VII. Improvement in productivity

•	 Productivity can always be improved and we must always challenge ourselves to 
review and make necessary changes to achieve the necessary gains. Targeted 
investment in technology, processes and equipment will enable us to unlock a wide 
range of productivity improvements.

VIII. Long-distance passenger business growth will come from creating rail experiences

•	 Few tourists or New Zealanders use long-distance trains as a means of travel from 
place to place. Future growth in long-distance passenger travel depends on 
improving the quality of the experience. New passenger carriages for the South 
Island will help but KiwiRail will need better infrastructure and possibly greater 
expertise in customer service.

IX. The metro business depends on true costs being recovered

•	 The metro business, funded by a mixture of fare box, council rates, New Zealand 
Transport Agency and Government, is essentially non-commercial relative to our 
other trading businesses.  These areas of business will be accounted for separately 
so that the total costs are fully understood by the stakeholders and there is wider 
appreciation of the impact of decisions made. Our job is to partner with the regions 
and the operators to ensure that the metro rail systems are a vibrant part of the 
integrated public transport system in each region.

Currently, an express 
freight train journey 

between Auckland 
and Wellington 

typically takes 
thirteen and a  

half hours.

To be relevant to 
customers the rail 

journey for express 
freight trains needs 
to be no more than  
11 hours and it must 

be reliable.
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Office of the Minister of Finance 
Office of the Minister of State Owned Enterprises 

Office of the Minister of Transport 

Chair 
Cabinet  

KIWIRAIL GROUP TURNAROUND PLAN 

Proposal 

1. To provide the context for consideration of the KiwiRail Group (KRG) Turnaround
Plan.

2. To inform Ministers of the findings of the due diligence exercise completed on the
KRG Turnaround Plan for the rail freight business and consideration of the
implementation strategy.

Executive summary 

3. KRG was established under government ownership in 2008.  Two years on, KRG
has responded to a request from the Minister of Transport and Shareholding
Ministers (Ministers) to develop a Turnaround Plan for the group focussing on
creating a sustainable freight business and supporting the track network.  The
objective of the Turnaround Plan is for KRG to become, within 10 years, a
sustainable freight business that is able to fund its ongoing operating and capital
expenditure solely from customer revenue.

4. The Turnaround Plan envisages total capital expenditure over 10 years of
approximately $4.6 billion, of which the Crown is being asked to contribute some
$1.1 billion, largely in the first five years, to complement funding generated from
customer revenue. This is achieved by retaining, within the business, all cash
surpluses that arise from the increased revenue streams rather than paying any
dividends to the Crown.

5. The Turnaround Plan does not address the issues associated with the debt/equity
balance within the KRG balance sheet.

6. Ministers requested that the Turnaround Plan be subject to engineering and financial
due diligence; that major freight customers be consulted to understand their service
expectations and likely response to improved rail service performance; and that
advice be provided on public policy case for investing in rail.

7. The findings of due diligence, consultation and public policy analysis included:

7.1. the status quo rail freight business is not sustainable and making no change
would result in KiwiRail Group’s slow decline and eventual exit as a nationwide 
freight sector participant;  
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7.2. the presence of an appropriately configured national rail network (Auckland to 
Christchurch) offers an option value by preserving a freight transport solution 
that otherwise might be lost or diminished if the network is separated into two 
or three separate short-line networks; 

7.3. key customers indicated that improvements in reliability, timeliness 
performance, and in the quality and availability of rolling stock, would motivate 
them to put more freight onto rail. 

8. Whilst the KRG Turnaround Plan is a good overall approach, it is some way short of 
being a detailed business case. Further work is required across a range of areas 
including: 

8.1.  
 

8.2. Developing business plans and associated engagement with stakeholders 
focused on revenue assumptions and their ongoing commitment to rail. 

9. The successful implementation of the Turnaround Plan and preservation of a 
national rail network will require considerable support from stakeholders (unions, 
management and customers).  It will stretch KRG’s management’s capacity and 
capability to deliver. 

10. The KRG Board and management are seeking Crown commitment to the objectives 
of the Turnaround Plan, and an indication of Ministers’ willingness to commit the 
capital necessary to achieve those objectives over the next five years. 

11. Rail has option value, and maintaining a rail network represents an insurance 
against changed future conditions, such as higher fuel prices. Once closed, it can be 
extremely expensive to reopen rail corridors, particularly if the land has been 
converted to other uses, so maintaining intact networks can keep costs down overall. 
This is particularly important given that forecasts indicate an approximate doubling of 
the current freight task by 2040. 

12. Notwithstanding the considerable risks, Ministers are satisfied from the due diligence 
results and from officials’ advice that there is a sufficient basis for the Government to 
provide new capital to support the objectives of KRG’s Turnaround Plan, but that this 
support is conditional on the KRG board and management satisfying Ministers that 
the risks identified in the due diligence process are being addressed. 

13. Ministers consider the Turnaround Plan the most viable way forward.  However, the 
implementation of the Turnaround Plan will be subject to continual review to ensure 
optimisation of investment in the rail network and rolling stock.   

14. The Budget 2010 package includes a request for $250 million for the rail freight 
business as a tangible commitment of government support for the objectives of the 
Turnaround Plan and notes that the government plans to support a strategy to return 
KiwiRail to commercial viability that forecasts a Crown contribution of $750 million 
CAPEX over the first three years. 

[information deleted in order to enable the Crown to carry out commercial activities 
without disadvantage or prejudice] 
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Background 

Purchase of the whole rail business and its current condition 

15. The ownership status of the rail business has changed four times in fifteen years.  
The most recent change occurred in mid-2008 when the Government purchased 
Toll’s rail business for $690 million and renamed it KiwiRail.  Additional debt was 
taken on to meet the total costs of the purchase. 

15.1. A total of $240 million in new debt has been provided to KiwiRail since the 
Crown purchased the rail operator from Toll.   

15.2. An additional $140 million debt facility was provided to NZRC from about March 
2009 (after it purchased KiwiRail from the Crown) for the buy-out of the United 
Group contract ($25 million), purchase of new locomotives ($75 million) and 
working capital ($40 million). 

16. Prior to 2004 investment in the rail network and associated rail services was 
minimal, leading to deterioration in the network and decline in service quality.  The 
condition of the below track infrastructure and rolling stock continues to present 
serious fit-for-purpose issues. There has been a lack of a consistent and clear 
customer-focused strategy to preserve market position. This has led to a lack of 
customer confidence. There has also been an absence of organisational certainty 
due to differing ownership objectives.  

17. The net effect is that rail has lost relevance as a time-dependant freight option and 
has seen its share of the total freight task decline over time.  Since 1993 rail’s share 
of the net-tonne kilometre freight task has declined from approximately 20% to 16% 
in a period where the total freight task grew by 87%.1 

18. The present assessment of renewals CAPEX indicates that 72% of the CAPEX 
budget is required to meet existing safety requirements to maintain service levels, 
rather than customer service improvements. 

Minister’s request for a Turnaround Plan from KRG 

19. The Minister of Transport requested that KRG prepare a strategy to re-position KRG 
as a relevant freight transport provider.  That is, a sustainable rail freight business 
within 10 years, able to fund its on-going operating and capital expenditures from 
customer revenue.  The Turnaround Plan was provided to the Minister of Transport 
and Shareholding Ministers on 3 February 2010. 

Due diligence completed on Turnaround Plan 

20. On 10 February 2010 Ministers requested that officials undertake financial and 
engineering due diligence on the Turnaround Plan.  PricewaterhouseCoopers and 
AECOM respectively were contracted by Treasury to provide advice. 

                                                 
1 Figures derived from Table 1.2 in the National Freight Demand Study (p 4). 
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21. The due diligence exercise also sought the views of key customers to determine the 
extent of their willingness to utilise rail if there were improvements in reliability, 
timeliness performance, and in the quality and availability of rolling stock. 

Separation of metro rail policy from freight rail policy 

22. KRG can be viewed as having commercial and non-commercial business 
components.  KRG’s freight, ferry, inter-regional passenger services, and the 
national rail network are provided on a commercial basis.  The metro rail networks in 
Auckland and Wellington are provided for, and operated on a cost recovery basis, by 
the respective regional councils.  Until now there has been cross subsidisation 
between the freight and metro services. For the freight business to move to 
commercial viability requires the removal of any cross-subsidisation of metro costs.  

23. Decisions on metro infrastructure and services are made by KRG in conjunction with 
central and local government.   Because the public policy reasons for funding metro 
rail services are different to freight, they should be funded separately to KRG’s 
commercial business.  The Turnaround Plan focuses on freight decisions. 

24. Metro rail decisions are being managed through a separate work stream and the 
Minister of Transport has submitted a separate Cabinet paper titled Metro Rail 
Network Costs for Cabinet’s consideration. 

KiwiRail Group Turnaround Plan 

Overall Direction 

25. KRG’s Turnaround Plan is designed to preserve and enhance New Zealand’s 
national rail freight network and move KRG towards commercial viability. KRG’s 
preferred option is to retain the national network (primarily Auckland to Christchurch) 
rather than just operate some form of short line service.  

Objectives 

26. Through the continued operation of a national network, KRG is seeking to deliver the 
following: 

Strategic Objective Business Outcome 

Drive Growth Market share by volume to increase from 30% to 40% 

Drive Yields Increase percentage of ‘road rate’ from 

Drive Productivity Increase operational efficiency across all business units 

 

Deleted – commercial 
position 
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27. The Turnaround Plan describes in general terms how these outcomes will be 
achieved through: 

• Completion of the integration of the business units; 

• Heavy investment in the Auckland to Christchurch “spine” and Golden Triangle; 

• Scalable investment in the Midland Coal Route and South of Christchurch in 

response to customer support; 

• Testing the ongoing viability of the Minor Lines; 

• Improved service reliability; 

• Reduced transit times; 

• Increased peak capacity and flexibility of ferries; 

• Improved overall network capacity; 

• Full recovery of Metro network costs; and 

• Greater operational efficiencies. 

 

28. It is important to note in the absence of a compelling business case, under the 
Turnaround Plan, some minor lines may be mothballed. But, prior to any decisions 
being taken appropriate consultation with affected and potential customers, and 
communities will be undertaken.   

Revenue Driven 

29. The Turnaround Plan requires total capital investment of around $4.6 billion 
(including metro rail funding) in rail services and the rail network over 10 years.  The 
Crown is being asked to contribute around $1.1 billion (excluding metro rail funding, 
which is the subject of a budget bid for one year’s funding in 2010/11) over the 10 
year period, with KRG providing the balance of $3.5 billion through increased 
customer revenue.  The freight revenue increases are reliant upon improvements in 
the reliability of the network and efficiency (ie reducing the Auckland to Christchurch 
travel time by up to, two hours). 

The cost of the Turnaround Plan 

30. Excluding Metro rail costs, KRG is seeking total capital of $727 million for the first 
three years of the Turnaround Plan.  This would be applied as follows: 

30.1. Auckland-Christchurch renewals and upgrades  $225 million 

30.2. [deleted – commercial position] 

30.3. Other network renewals     $415 million 

30.4. [deleted – commercial position] 
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Public Policy Case for Rail Freight 

Freight Task 

31. The overall freight task (tonne-kilometres moved) has doubled in the last 15 years. 
Typically the freight task tracks GDP and is therefore forecast to grow at a rate of 
around 2.2% per annum over the next 25 years2.  Predictions for freight growth in the 
National Freight Demand Study are of the same order of magnitude, and together 
both forecasts indicate an approximate doubling of the current freight task by 2040.  
All of this suggests the need for a nationwide transport system that can cope with 
significant increases in various types of freight over the long-term.  

32. The New Zealand freight task is dependent on a fit-for-purpose freight infrastructure.  
At the present time safety constraints prevent rail from optimising service delivery on 
major freight routes to the Ports of Auckland, Tauranga and Christchurch. 

Rail’s current value 

33. The most substantial motivation for upfront public investment in KRG would be to 
enable rail to maximise its comparative advantage and thus contribute to a total 
transport system that effectively and efficiently manages New Zealand’s current and 
future freight demands.   

34. Rail enjoys a comparative advantage in the carriage of bulk (low value/high volume) 
freight and containerised export/import from point to point (such as from an inland 
port to a port, or from a production facility to a port).  In this way, it complements 
road and sea freight. 

35. In addition, rail can contribute directly to New Zealand’s export competiveness by 
supporting opportunities to reduce domestic freight transport and international 
shipping costs.  

36. Rail’s potential economic contribution to New Zealand is predicated on it becoming 
more relevant and competitive. In doing so it can enhance the competitiveness of 
New Zealand’s exports, for example enabling: 

36.1. freight aggregation around specific ports by international shipping services 

36.2. establishment of specific industries in proximity to raw materials, energy 
sources, ports and inland transport infrastructure. 

Option Value 

37. Rail has option value, and maintaining a rail network represents an insurance 
against changed future conditions, such as higher fuel prices. For example, an intact 
rail network would make it easier to pursue modal shift policy objectives in the future, 
and can be important for maintaining the future viability of ports. Once closed, it can 

                                                 
2 http://www.treasury.govt.nz/government/longterm/fiscalmodel 
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be extremely expensive to reopen rail corridors, particularly if the land has been 
converted to other uses, so maintaining intact networks can keep costs down overall. 

Why has rail performed so poorly? 

38. The freight sector is characterised by aggregated customers (ie freight forwarders 
with significant market share or industry dominant exporters) with strong market 
presence.  The ability to raise prices is dependent upon fit-for-purpose freight 
capability.  In the absence of an appropriate service level, rail struggles to compete 
with road-based freight movements and is unable to charge a price that fully meets 
its costs. 

39. Because rail lacks the capacity to compete effectively, over the past 20 years it has 
lost volume on critical routes.  On the Auckland to Christchurch line rail has an 18 
percent share of the freight task. This has declined from approximately 60 percent in 
1995 and is directly correlated with an investment profile which has failed to maintain 
time definite service on this corridor. On time performance for key services on the 
line is 70 percent rather than the targeted 95 percent.  

40. The Turnaround Plan aims to address these issues by increasing volume of freight 
carried and to increase yields in the bulk freight market through improved reliability 
to meet customer needs. 

Results of Due Diligence Exercise 

Customers 

41.  
 
   

42.  
 
 
 
 

43. In terms of relative priorities, customers stated that the focus should first be on 
service improvements on the Auckland to Wellington section of the North Island 
Main Trunk Line, then Auckland to Christchurch.  Freight customers would also like 
to see improved reliability, timeliness performance and availability and quality of 
rolling stock and they indicated that such changes would motivate them to put more 
freight onto rail. 

Other Findings 

44. The due diligence exercise did not identify any glaring holes in the modelling but did 
reveal a number of limitations and risks in the assumptions underpinning the 
Turnaround Plan, most of which were known and understood by KRG management, 
and are being acted upon. 

Information deleted – would be likely to prejudice the supply of similar information, or 
information from the same source, and it is in the public interest that such information 
should continue to be supplied 
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45. KRG’s infrastructure and rolling stock expenditure forecasts are based on bottom up 
analysis rather than the stated objectives of the Turnaround Plan.  Capital 
investments are driven primarily by engineering and safety needs (72% of 
investment) rather than service delivery improvements to meet customer 
expectations and/or revenue generating priorities. 
 

46. KRG’s Turnaround Plan also assumes a range of efficiency benefits associated with 
service and reliability improvements, but these are not separately specified or 
costed.  A clear strategy for securing these gains would be desirable. 

47. A major, front-loaded investment programme would stretch KRG’s project 
management and delivery capacity and capability.  More efficient operations within 
KRG will improve the prospects for securing the objectives of the business case.  
Efficiency gains will come from better and more reliable rolling stock etc, but also 
from different working practices.  Without improvements in the workplace, 
performance gains from capital investment may be hard to realise. 

Conclusions from due diligence  

48. Whilst the KRG Turnaround Plan is a good overall approach, in terms of overall 
direction of change from a business that is not a going concern at present, to one 
that has the potential in due course to be commercially viable, it is some way short of 
being a detailed business case for capital investment projects with specific 
outcomes.  It sets out “what” KRG wants to achieve, but not – in concrete, 
measureable terms – the “how”. 

49. Moving forward, KRG needs to put flesh on the bones of the Turnaround Plan by 
developing a three-year strategy covering, among other things: 

49.1. a prioritised and costed investment programme, focused on delivering quick 
wins against customer service improvements and revenue generation; 

49.2. identification and mitigation of capacity and capability risks associated with 
delivering this programme; and 

49.3. ongoing culture change, including an efficiency programme to secure cost 
reductions and/or other productivity improvements. 
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Proposed Way Forward 

The way forward – Supporting the Turnaround Plan 

50. KRG’s Board and management are looking to Ministers to endorse in principle to the 
objectives of the Turnaround Plan, an indication of willingness to commit the capital 
necessary to achieve these objectives, and an initial instalment.  They expect 
funding to be accompanied by conditions, and draw down of any funding to be based 
on approved business cases. 

51. Rail freight’s significant role as part of New Zealand’s transport system is not at 
issue.  The due diligence process explored a number of options, specifically:  

51.1. exiting rail freight in a managed manner completely or variants thereof (i.e. 
break up KRG and sell business units, exit minor/unprofitable lines); or  

51.2. maintaining the status quo (ie keep services at existing levels, with limited 
investment); or 

51.3. moving to a set of a shorter line options supporting the import/export lines of 
business. 

52. Exiting rail freight in a managed manner avoids the cost of the current operating 
subsidies now and in the future.  It may also generate some direct revenue.  From 
an economic perspective, the gain would be from redeploying assets to better 
economic use, and aligning the ownership interest with the main beneficial users.  
This option might take some years to conclude to maximise returns whilst minimising 
costs. 

53. However, exiting rail removes the option value of rail meeting New Zealand’s 
growing freight demand and has significant risks associated with the management of 
the exit.  We do not consider this to be a viable alternative. 

54. There is little to commend the status quo option in terms of the wider benefits it 
might generate.  Volume and revenue growth might keep pace with GDP growth, but 
rail would stand still relative to the competition, and a more likely outcome is that rail 
would lose ground in terms of relevance and market share.  The bare minimum of 
asset renewal and maintenance would mean ongoing risks around reliability and 
safety.  The end-result is likely to be insolvency and receivership – in effect an 
unmanaged exit, with higher Crown costs.  

55. We consider that investment in the Turnaround Plan will result in investment in the 
key export and import lines of the business.   

56. The Turnaround Plan focuses on the core national rail network and notes that 
closure of minor rural lines (North Wairarapa and Stratford-Ōkahukura) with no 
sustainable freight volumes and the mothballing, until major freight customers 
emerged,  of other minor lines (Napier-Gisborne, Northland and Southland rural) 
presented potential cost savings but came with ongoing costs to meet legislative and 
safety requirements. 
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57. Ministers consider the Turnaround Plan the most viable way forward.  However, the 
implementation of the Turnaround Plan will be subject to continual review to ensure 
optimisation of investment in rail network. 
 
 
To that end, Ministers suggest that Cabinet: 

57.1. through initial budget 2010 commitments, indicate support for the objectives of 
the Turnaround Plan – ie that KRG  becomes a sustainable rail freight business 
within 10 years, able to fund its ongoing operating and capital expenditures 
from customer revenue; 

57.2. acknowledge the level of Crown contribution over 3 years (c. $750 million) that 
will be required to give effect to a strategy to achieve these objectives; 

57.3. provide a  tangible commitment of this support by appropriating funding in this 
budget to Vote: Transport for Year 1 only of $250 million;   

57.4. make drawdown of funding contingent on the Ministerial approval of specific 
business cases; 

57.5. expect KRG’s Board and management to develop a costed 3-year investment 
CAPEX profile; note that implementation will require enhanced performance 
regarding reporting to provide Ministers with assurance that KiwiRail Group is 
achieving the desired outcomes form the Crown’s investment. 

58. Ministers will report back to Cabinet on a quarterly basis on progress with the 
Turnaround Plan. 

Sending the right signals to customers and the market 

59. One expectation Ministers have in supporting the Turnaround Plan is that a clear 
signal is sent to all stakeholders (freight forwarders, significant customers, and 
unions) that rail will continue to be a significant contributor to the New Zealand 
economy provided all the parties affected pull together. 

60. This can be achieved by enhanced multi-modal freight hubs, more efficient rolling 
stock, time reliant services meeting customer needs, and improved work practices 
within KRG.  Early stakeholder decisions in respect of these improvements will be 
critical to early achievement of the turnaround in the rail freight business. 

61. In return Ministers are looking for a tangible response from customers and the wider 
market to share the risk.  There is a need to develop complementary freight 
relationships with current and potential freight users.  This includes assessing 
revenue assumptions and ongoing stakeholder commitment.  

Consultation 

62. The Treasury (including Crown Ownership Monitoring Unit and National 
Infrastructure Unit) were involved in the preparation of this paper.  DPMC has been 
advised. 

Deleted – negotiate without prejudice  
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Financial implications 

63. The financial implications of the Turnaround Plan will be considered by all Ministers 
as part of the 2010 Budget process.  It is important to note that in 2009 Cabinet set 
aside $55 million of the between budget contingency for KRG to assist them in the 
event of a cashflow shortfall [Cab Min (09) 37/11].  Cabinet approval is required 
before the contingency could be accessed. 

64. At the time the Turnaround Plan was being prepared KRG had not requested any 
contingency funding.  For budget purposes the unspent contingency was transferred 
into the Budget 2010 allocation.  KRG have since indicated that they will require $20 
million for cashflow purposes in 2009/10.  

Human rights implications 

65. Not applicable. 

Legislative implications 

66. Not applicable. 

Regulatory Impact Analysis 

67. Not required. 

Gender implications 

68. Not applicable. 

Disability perspective 

69. Not applicable. 

Publicity 

70. A communication strategy will be prepared as part of Budget 2010 announcements. 

Recommendations 

71. It is recommended that Cabinet: 

 

Freight network 

1. Note that the KiwiRail Group business consists of  a commercial rail freight business 
and the non-commercial metro rail business in Auckland and Wellington;  

2246 KiwiRail
Transport: 20 of 51

Gordon Munro



   

Page 12 of 14 

2. Note that KiwiRail Group has submitted to Shareholding Ministers and the Minister 
of Transport a 10-year Turnaround Plan;  

3. Note that the objective of the Turnaround Plan is for KiwiRail Group to become, 
within ten years, a sustainable rail freight business that is able to fund its ongoing 
operating and capital expenditures solely from customer revenue;  

4. Note  that the Turnaround Plan envisages total capital expenditure over ten years of 
approximately $4.6 billion, of which the Crown is being asked to contribute some 
$1.1 billion, largely in the first five years, to complement funding generated from 
customer revenue; 

5. Note that the Turnaround Plan contemplates closure and mothballing of minor lines 
and that these decisions would be the subject of separate processes; 

6. Note that Shareholding Ministers directed officials on 10 February to: 

6.1. undertake a due diligence investigation into the suitability of the engineering, 
capital and revenue assumptions embedded within the Turnaround Plan; 

6.2. consult significant existing or potential rail freight customers to understand their 
service expectations and likely  response to an improved rail service 
performance;  

6.3. advise on the public policy case reasons for investing in rail; 

7. Note that the findings of the due diligence, consultation and public policy analysis 
concluded that: 

7.1.  the status quo rail freight business is not sustainable and making no change 
would result in KiwiRail Group’s slow decline and eventual exit as a nationwide 
freight sector participant;  

7.2. the presence of an appropriately configured national rail network (Auckland to 
Christchurch) offers an option value by preserving a freight transport solution 
that otherwise might be lost or diminished; 

7.3. key customers indicated that improvements in reliability, timeliness 
performance, and in the quality and availability of rolling stock, would motivate 
them to put more freight onto rail; 

8. Note that there remain areas where further work is required, including:  

8.1. a prioritised and costed investment programme, focused on delivering quick 
results for improving customer services and greater revenue generation; 

8.2. identification and mitigation of capacity and capability risks associated with 
delivering this programme;  

8.3. ongoing culture change, including an efficiency programme to secure cost 
reductions and/or other productivity improvements; 
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8.4. [deleted – negotiate without prejudice]. 

8.5. engagement with stakeholders focused on revenue generation and their 
ongoing commitment to rail; 

9. Note that the successful implementation of the Turnaround Plan and preservation of 
a national rail network will require considerable support from stakeholders (unions, 
management and customers) and that this will stretch KiwiRail Group’s 
management’s capacity and capability to deliver; 

 

Way forward and implications for Budget 2010 

10. Note that the KiwiRail Group Board and management are seeking Crown  
commitment to the objectives of the Turnaround Plan, and an indication of Ministers’ 
willingness to commit the capital necessary to achieve those objectives over the next 
five years; 

11. Note that, notwithstanding the considerable risks,  Shareholding Ministers are 
satisfied from the due diligence results and from officials’ advice that there is a 
sufficient basis for the Government to provide new capital to support the objectives 
of  KRG’s Turnaround Plan, but that this support is conditional on the KRG board 
and management satisfying Ministers that the risks identified in the due diligence 
process are being addressed;    

12. Note  that the Budget 2010 package: 

12.1. includes $250 million CAPEX appropriation as a tangible commitment of 
government support for the objectives of the Turnaround Plan; 

12.2. notes that the government plans to support a strategy to return KiwiRail to 
commercial viability that forecasts a Crown contribution of $750 million CAPEX 
over the next three years; 

13. Note that in 2009 Cabinet set aside $55 million of the between-Budget contingency 
for KiwiRail Group to assist them in event of a cashflow shortfall [CabMin (09) 
37/11], none of which has been drawn down yet; 

14. Note that for budget purposes the unspent contingency ($55 million) was transferred 
into the Budget 2010 allocation; 

15. Note that KiwiRail Group has indicated that it will require $20 million for cashflow 
purposes in 2009/10; 
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16. Note that the split of funding provided in Budget 2010 is $20 million for 2009/10 cash 
flow purposes, $230 million be provided in 2010/11 for the purposes of the KiwiRail 
Group Turnaround Plan; 

17. Note  that  the drawdown of capital injections into KiwiRail Group  are contingent on 
joint Ministerial approval of specific business cases; 

18. Note  that  the KiwiRail Group Board will be required to provide a detailed 3-year 
investment CAPEX profile;  

19. Note that implementation will require enhanced performance reporting to provide 
Ministers with assurance that KiwiRail Group is achieving the desired outcomes from 
the Crown’s  investment 

20. Note that Ministers will report back to Cabinet on a quarterly basis on progress with 
the KiwiRail Group Turnaround Plan. 

   

 
 
 
 
 
 
Hon Bill English  Hon Simon Power  
Minister of Finance  Minister for State-Owned  
 Enterprises  
 
Dated: __________________________  Dated: ________________________  
 
 
 
 
 
 
 
Hon Steven Joyce  
Minister of Transport    
 
Dated: _______________________ 
  
 
 

[Pages 15 and 16 deleted in order to protect the commercial position of 
the person who supplied the information, or who is the subject of the 
information] 
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KiwiRail Overview
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KiwiRail is a New Zealand Government-owned Enterprise which owns and operates 
New Zealand’s rail transportation network and the between-island ferry service. We are in 
the business of operating and optimising public transportation and supply chain networks 
to enable New Zealand’s economic growth.

Assets
4,000 kms tracks

189 Mainline Locomotives
2 owned, 1 leased ferry

4,100 staff approximately

From 1 January 2013, railway business activities were separated from 
rail land holdings as a result of a Government restructure carried out 
to put the business on a more commercial footing. The former parent, 
New Zealand Railways Corporation (NZRC), continued to hold the 18,000 
hectares of rail network land, from which no financial return is expected. 
The business activities were transferred to a new State Owned Enterprise, 
KiwiRail Holdings Ltd.  NZRC is managed by KiwiRail Holdings Ltd under 
a long-term nominal fee management agreement, and therefore has 
limited operational activities.

We conduct business in the following areas:

Logistics: We are a logistics provider to customers who use our rail 
freight and ferry services. Each week, approximately 900 freight trains 
operate on the KiwiRail network. They carry bulk freight such as coal and 
milk, containerised import or export freight to and from ports and full 
container loads for New Zealand freight forwarders. Three ferries provide 
the inter-island supply chain link with more than 4000 sailings a year.

Shipping: We are an owner and operator of shipping services operating 
under the Interislander brand. Of our three ferries, two are owned and 
one is chartered.

Tourism Experiences: We provide tourism experiences by rail and sea. 
Three long-distance rail passenger trains - the TranzAlpine, Coastal 
Pacific and Northern Explorer - provide daily, tri-weekly or seasonal 
services. Train charters provide specific rail experiences and service 
the cruise market. Interislander ferry services operate daily between 
Wellington and Picton return.

Public Transport: We operate public transport services in Wellington 
on behalf of Greater Wellington Regional Council. Each week, 
Tranz Metro suburban services provide approximately 2,200 
passenger services. KiwiRail currently operates the Capital 
Connection commuter train on weekdays between 
Palmerston North and Wellington. 
In Auckland, we control the movements of 3,240 
passenger services a week on trains operated by 
Transdev on contract to Auckland Transport. 

Infrastructure: We are an infrastructure provider in 
the form of the New Zealand rail network. Our role 
is to operate, maintain and improve the 4,000 km 
track network.

Rolling Stock: KiwiRail owns and operates 189 mainline locomotives, 
4,740 freight wagons and approximately 60 passenger carriages. We are a 
rolling stock owner, manufacturer, maintainer and refurbisher. Mechanical 
services are provided at depots around the country as well as the major 
railway workshop in Lower Hutt.

Property: Our property group earns income from leasing, managing and 
developing the property portfolio.
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2014 Chairman and 
Chief Executive’s
Half Year Review

Key financial information

Overview
KiwiRail’s primary goal for the first half of the 2014/15 financial year was to 
consolidate and recover after the previous 12 months, during which incidents 
and operational reliability issues impacted customer, shareholder and 
employee confidence. 

In the six months to 31 December 2014 KiwiRail progressed its recovery 
programme by recommissioning all Generation 1 DL locomotives impacted 
by the asbestos discovery in late February 2014 to meet the start of the 
freight peak season in October; improved the Cook Strait ferry reliability 
performance to 99 per cent of advertised sailings during the busy December 
passenger season; and reintroduced the Aratere ferry back into service after 
the November 2013 shaft failure.  During this period we also embarked on 
our Back-to-Basics Strategy to deliver growth with a focus on simplifying 
the business, reducing the cost of operations, building leadership capability, 
improving our safety performance and delivering reliable on-time 
performance for our freight and passenger customers.

The freight market, in particular the Bulk (primarily coal, milk) and Forestry 
segments, which contribute 36 per cent of our freight revenue, continues to 
be challenging for KiwiRail. This is due to global pricing for coal, timber and 
milk all being at lower points of the economic cycle compared to the same 
period last year. In addition, the large-ship consolidation that is impacting 
freight flows across NZ ports, which we believe will ultimately positively 
benefit KiwiRail in the future, is taking time to materialise into revenue 
growth.

Despite the patchy market environment for Bulk Freight, KiwiRail recorded 
a revenue increase for the six months to 31 December 2014 of $1.1 million 
over the same period in 2013, with total revenue for the period at $366.6 
million.  EBITDA profit for the half-year was $2.2 million down on 2013, at 
$35.1 million.

31 Dec 2014 
(Unaudited)

31 Dec 2013 
(Unaudited) Variance Variance

$m $m $m %
External Revenue 366.6 365.5 1.1 0.3%
Operating Profit 35.1 37.3 (2.2) (5.9%)
Total Assets 1,083.6 1,145.7 (62.1) (5.4%)

John Spencer, Chairman

Peter Reidy, Chief Executive
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Most business segments delivered a slight growth in revenue, with the exception of Bulk Freight.  Both the 
Interislander and Scenic Journeys had commendable growth as did the Property Leasing and Development 
business.

The Auckland Metro Maintenance revenue declined by $6.6 million due to Auckland Transport’s decision to 
insource several years ago.

Contribution margin was down on the prior year by one per cent. Total costs increased against the prior 
period due to the impact of our phase one restructuring initiated during the period, our investment in safety 
management systems training, one-off additional costs incurred in completing the commercial review (“Project 
2045”) as outlined in the Statement of Corporate Intent (2015-2017), and a number of commercial legacy issues.

Sustaining a Zero Harm Environment
KiwiRail’s health and safety performance benefited from a heightened leadership focus during the half year, 
as core pillars of the Zero Harm programme were rolled out. This included safety leadership training for 400 
frontline managers and staff, the establishment of critical risk team networks, investment in building a consistent 
safety management system, strengthening our local site HZAT (Hazard Action Teams) to build employee 
engagement and major promotion of the TrackSAFE NZ safety messages around level crossings.

Our Total Recordable Injury Frequency Rate (TRIFR) reduced by 51% on a rolling 12 months basis to 23 incidents 
per million man hours worked. Our Infrastructure and Engineering (I&E) business recorded zero incidents for 
quarter two. This was the first time the KiwiRail business had ever recorded an injury-free period during the 
extensive Christmas line-maintenance and renewals programme.

In July, however, a significant injury to a contractor’s employee occurred at Raurimu during track upgrading. 
After a full investigation, this incident has resulted in charges being laid against KiwiRail by WorkSafe, which we 
are in the process of formally responding.
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Delivering Operational Performance
The half-year was significant for the initiatives being undertaken to simplify operations and deliver a cost-
effective end-to-end, supply chain network model for our customers. We expect to see the impact of our “Back 
to Basics” approach flow through to improved operational and financial performance over the next 12 months.

During the reporting period we made significant progress in our asset standardisation strategy by purchasing a 
further eight DL locomotives, 100 container flat top wagons and 100 inter-modal curtainside containers. We also 
confirmed replacement of the Arahura ferry which will be retired in mid-2015. We will continue to increase our 
investment in rolling stock to simplify maintenance operations, reduce inventory, and, most importantly, improve 
train and wagon reliability performance for customers over the next two years.

The Infrastructure and Engineering (I&E) highlights for the half-year include a progressive reduction in train 
speed restrictions through track improvements, the centralisation of signal systems at Te Rapa, Mission Bush 
and Mount Maunganui, significant progress on KiwiRail’s bridge upgrade programme and a successful, on-time 
completion of the large programmed Block of Line (BOL) maintenance and renewal works across the country.

Summary KiwiRail Business

EXTERNAL REVENUE OPERATING PROFIT

31 Dec 
2014

31 Dec 
2013 Variance Variance 31 Dec 

2014
31 Dec 
2013 Variance Variance

$m $m $m % $m $m $m %
Freight 215.2 218.8 (3.6) (1.7%) 69.3 81.8 (12.5) (15.3%)
Infrastructure 
& Asset 
Management

19.3 17.5 1.8 10.1% (40.8) (29.5) (11.3) 38.4%

Corporate & 
Property 20.5 17.8 2.7 15.2% (3.6) (21.8) 18.2 (83.5%)

Rail Freight 255.0 254.2 0.8 0.3% 24.9 30.5 (5.6) (18.4%)

Interislander 58.7 54.1 4.6 8.5% 7.3 3.6 3.7 101.6%
Scenic 
Journeys 11.0 9.1 1.9 20.8% (0.4) (1.7) 1.3 (75.5%)

Tranz Metro 26.8 26.4 0.4 1.4% 1.6 1.9 (0.3) (14.5%)
Metro 
Maintenance 15.1 21.7 (6.6) (30.4%) 1.8 3.0 (1.2) (39.7%)

Group 366.6 365.5 1.1 0.3% 35.1 37.3 (2.2) (5.9%)
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Engaging our Customers and Stakeholders
Rail freight tonnages decreased from the same period last year across all categories except Import/Export 
(IMEX). Bulk Freight was significantly affected by lower volumes of coal being transported in the South Island.

Domestic Freight revenue was up by $0.8 million on the back of the domestic economy and ongoing migration 
of road volumes to rail. Growth is continuing to be achieved through KiwiRail’s partnerships with New Zealand 
freight forwarders in the development of inter-modal hubbing points.  The first-half domestic freight revenue 
was negatively impacted by the “hangover” of the Aratere incident and some on-time performance issues 
particularly on the North Island Main Trunk. We have been proactively addressing these service issues and 
have seen a significant increase in on-time performance during November and December. We will continue to 
implement a number of changes over the next six months to lift our on-time performance back to levels in line 
with prior years.

Another important development for KiwiRail’s Freight business during the period was the announcement by 
Kotahi, Maersk and Port of Tauranga of their intentions to establish supply chain arrangements that will facilitate 
larger ships calling to New Zealand. There will be a settling in period; however, KiwiRail is ideally placed to move 
large volumes of freight to and from New Zealand ports.  This development will improve our asset utilisation and 
reduce wastage from our supply chain network.

Interislander, benefiting from full availability of all three ships, experienced an external revenue increase of 8.5 
per cent over the comparable period in 2014 with both passenger and commercial vehicle bookings improving, 
reflecting customer confidence from the passenger market, favourable Christmas phasing, and a particularly 
strong December.  The Interislander also achieved a very strong operating performance through the peak sailing 
period, achieving 99 per cent of sailings against advertised schedule.

Property Leasing and Development had a strong result recording $2.7 million revenue growth over the similar 
period in 2013, arising from increases in commercial rent aligned to market changes and increased business 
activity particularly around growth in the establishment of permanent rail sidings in Auckland and Christchurch.

Scenic Journeys recorded a revenue increase of $1.9 million with all three services – Northern Explorer, Coastal 
Pacific and TranzAlpine – benefiting from both increased patronage and higher yields, reflecting a strong 
tourism market, favourable weather conditions in the latter half of 2014 and a highly recognised branding and 
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advertising campaign. The Capital Connection service, however, continues to experience declining patronage 
and is under review

The Tranz Metro passenger rail service in Wellington continues to deliver strong service levels, which is enabling 
an increase in customer patronage for Greater Wellington Regional Council of six per cent over the same 
period last year. During the period KiwiRail announced a joint venture in partnership with Keolis Downer for 
the upcoming Wellington Metro franchise tender which will include competition from two other international 
public transport operators. The formal tender proposal period will start in April 2015 with the successful tenderer 
announced in December 2015.

Empowering our People
During the period KiwiRail reorganised its business around a new functional leadership structure to support our 
end-to-end supply chain delivery model. The Executive Team has been refreshed with a combination of talent 
from within the business and external recruitment. Our extensive front-line safety leadership training programme 
has been well received by our employees, the Union and other stakeholders. We will be implementing a rigorous 
leadership capability framework, performance review and development programme for our leaders over the next 
six months to ensure they clearly understand the performance expected in leading people, building successful 
teams and delivering results to grow a sustainable business.

9K I W I R A I L  H A L F  Y E A R  R E P O R T  D E C E M B E R  2 0 1 4

2246 KiwiRail
Transport: 32 of 51

Gordon Munro



John Spencer, Chair Peter Reidy, Chief Executive 
27 February 2015 27 February 2015

Forecast to year end, 30 June 2015
Revenue is expected to be patchy across our commodity markets, particularly the Bulk (coal, milk) and Forestry 
segments. The hot, dry summer, leading to drought conditions in the South Island, has impacted on primary 
production across the country, as signalled by Fonterra’s decision to cut production forecasts for the season. 
This will affect our volumes and margin. However, the Interislander passenger and domestic freight movements 
over the January and February period were strong, as was the Scenic Journeys rail patronage which is assisting 
to mitigate some of the subdued Bulk Freight volume. We do need to see some upside in the second half from 
our Import/Export (IMEX) and Bulk customers, and continued investment by domestic freight forwarders as we 
complete our consolidation and recovery year.

We are addressing various elements of our cost base and focusing on delivering property-related opportunities 
over the next five months to deliver our forecast EBITDA range of $90 million-$95 million.
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Key Performance Indicators
KiwiRail Holdings Ltd 

TABLE 5.1

6 months ended  
31 Dec 2014 

Actual

6 months ended 
31 Dec 2014 

Target

2015 
Target

Sustaining Zero Harm Environment
Lost time injury frequency rate (LTIFR)  11.8  10.2  6.4 
Total recordable injury frequency rate (TRIFR)  23.1  28.0  20.5 
GHG emissions per NTK (gms)  31.5  30.4  30.4 

Abatement, infringement and enforcement notices 
under the Resource Management Act  -  -   -  

Improving our Financial Position ($m)
Operating revenue  366.6  386.2  772.4 
Grant income*  -   -   48.2 
Operating profit before major one-off items  35.1  50.4  110.1 
Net operating profit  35.1  50.4  110.1 
NPAT**  (6.8)  5.7  (137.4)
Strategic Plan Capital Expenditure

- Network  61.3  78.1  166.5 
- Rollingstock (Freight, IIL, Scenic)  18.6  37.8  75.4 
- Other  16.1  26.8  36.2 

Metro Project Capital Expenditure  10.9  11.0  11.0 
Metro Renewals Capital Expenditure  18.8  17.4  38.1 
Freight NTK (m)  2,271  2,473  4,781 
Freight average yield (c/NTK)  8.66  8.61  8.61 

Interislander Commercial Vehicle lane metres 
(000s)  627  633  1,231

Engaging our Customers and Stakeholders
On-time Performance

- Freight - Premium Train (%<30min) 83% 90% 89%
- Metro (%<5min) 95% 95% 95%
- Scenic (%<15min) 70% 72% 75%
- Interislander (%<15min) 73% 91% 85%

Customer Satisfaction - Interislander 76% 75% 77%
Customer Satisfaction - Scenic Journeys 95% 93% 93%
Customer Satisfaction - Tranz Metro 94% 93% 93%

The key performance measures are those outlined in the Statement of Corporate Intent

* Refer to note 4 of the financial statements.

** 2015 target includes impairment expense which will be recognised at year end.
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Key Performance Indicators
KiwiRail Holdings Ltd 

The key performance measures are those outlined in the Statement of Corporate Intent

TABLE 5.1 (continued)

Delivering Operational Performance
6 months ended 

31 Dec 2014 
Actual

6 months ended 
31 Dec 2014 

Target

2015 
Target

Premier Train Utilisation 66% 65% 65%

Locomotive MDBF (000km)  43  50  50 

Group Labour Costs as % of Revenue 43.9% 40.3% 39.3%

Freight fuel and traction electricity as a % of 
Revenue 32.5% 29.1% 13%

Interislander fuel costs as a % of Revenue 45.5% 45.3% 20%

Total operating costs per employee ($000)  83  83  165

Empowering our People

Staff Engagement (annual survey)  n/a  n/a  76.0 

Key Investment Outcomes

Rolling Stock Replacement

- Wagons (no. of new units)  -   150  150 

- Locomotives (no. of new units)  -   -   -  

Network Renewals

- New Sleepers Laid (000)  39  52  104

- New Rail Laid (km)  11  9  17 

- Lines Destressed (km)  55  79  157 

- Span Metres Replaced  60  245  490 

- Timber Piers Replaced  7  28  55 

- Culverts Replaced  10  13  26 

- Level Crossing Upgrades  6  5  10 

2246 KiwiRail
Transport: 35 of 51

Gordon Munro



13K P I s  |  K I W I R A I L  H A L F  Y E A R  R E P O R T  D E C E M B E R  2 0 1 4

Key Performance Indicators
KiwiRail Holdings Ltd 

TABLE 7.1

6 months ended 
31 Dec 2014 

Actual

6 months ended 
31 Dec 2014 

Target

2015 
Target

$m $m $m

Shareholder Return Measures

Total Shareholder Return  n/a  n/a  n/a 

Dividend Yield  Nil  Nil  Nil 

Dividend Payout  Nil  Nil  Nil 

Return on Average Equity* (2.4%) 2.0% (29.2%)

Profitability/Efficiency Measures

Return on Average Capital Employed* 0.1% 2.6% (19.1%)

Operating Margin 9.6% 13.1% 14.3%

Leverage/Solvency Measures

Shareholder's Funds to Total Assets 59.6% 60.4% 55.4%

Gearing Ratio (net) 23.7% 24.9% 45.3%

Interest Cover  4.4  3.7  7.0 

Solvency (current assets/current liabilities)  1.17  1.25  1.27 

The key performance measures are those outlined in the Statement of Corporate Intent

*2015 target includes impairment expense which will be recognised at year end.

2246 KiwiRail
Transport: 36 of 51

Gordon Munro



Statement of Financial Performance 15

Statement of Comprehensive Income 16 

Statement of Financial Position 17

Statement of Changes in Equity 18

Statement of Cash Flows 19

Statement of Accounting Policies 20 

Notes to the Financial Statements 22 

Financial Statements
For the six months ended 31 December 2014

K I W I R A I L  H A L F  Y E A R  R E P O R T  D E C E M B E R  2 0 1 414

2246 KiwiRail
Transport: 37 of 51

Gordon Munro



15F I N A N C I A L  S T A T E M E N T S  |  K I W I R A I L  H A L F  Y E A R  R E P O R T  D E C E M B E R  2 0 1 4

KiwiRail Holdings Ltd 

 
Note

6 months ended 
31 Dec 2014 
(Unaudited)

6 months ended 
31 Dec 2013 
(Unaudited)

Year ended 
30 June 2014 

(Audited)

GROUP $m $m $m
Operating revenue 1 366.6 365.5 740.9
Operating expenses 3 (331.5) (328.2) (663.4)
Operating profit 35.1 37.3 77.5
Grant income 1 - - 93.4
Depreciation and amortisation expense (30.7) (30.8) (69.7)
Foreign exchange and commodity gains 
and losses

(2.2) (0.3) (1.5)

Finance income 5 1.7 0.7 1.6
Finance costs 5 (10.9) (3.4) (10.8)
Impairment - - (331.3)
Movement in value of investment 
properties

0.2 - (7.2)

Net profit/(loss) before taxation (6.8) 3.5 (248.0)
Income tax (expense)/ credit - - -
Net profit/(loss) after taxation (6.8) 3.5 (248.0)

Consolidated Statement of Financial Performance
For the six months ended 31 December 2014

The accompanying notes form part of these financial statements.
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KiwiRail Holdings Ltd 

6 months ended 
31 Dec 2014 
(Unaudited)

6 months ended 
31 Dec 2013 
(Unaudited)

Year ended 
30 June 2014 

(Audited)

GROUP $m $m $m
Net profit/(loss) after taxation (6.8) 3.5 (248.0)
Other comprehensive income
Gains/(losses) from cash flow hedges 1.6 (1.3) (2.9)
Transfers to asset carrying value from cash flow 
hedge reserve

(0.1) (0.1) (0.9)

Building revaluation - - 13.5
Vesting of assets and liabilities 0.2 - 9.0
Total comprehensive income/(loss) (5.1) 2.1 (229.3)

Statement of Comprehensive Income
For the six months ended 31 December 2014

The accompanying notes form part of these financial statements.
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KiwiRail Holdings Ltd 

Statement of Financial Position
As at 31 December 2014

 31 Dec 2014 
(Unaudited)

31 Dec 2013 
(Unaudited)

30 June 2014 
(Audited)

GROUP $m $m $m
Current assets
Cash and cash equivalents 69.6 47.0 15.4
Trade and other receivables 102.4 91.8 93.4
Inventories 63.8 58.3 58.7
Financial assets 1.8 0.8 2.6
Asset held for sale - - 1.6

237.6 197.9 171.7
Non-current assets
Property, plant and equipment 802.0 940.9 710.4
Investment property 43.5 5.0 39.9
Intangible assets 0.3 0.4 0.3
Financial assets 0.2 0.9 0.3
Trade and other receivables - 0.6 0.1

846.0 947.8 751.0
TOTAL ASSETS 1,083.6 1,145.7 922.7
Current liabilities
Trade and other liabilities 171.5 201.1 152.2
Financial liabilities 20.7 5.5 21.3
Income taxes payable - - -
Provisions 10.1 11.1 15.3

202.3 217.7 188.8
Non-current liabilities
Trade and other liabilities 37.3 37.3 37.3
Financial liabilities 216.3 217.2 214.0
Provisions 5.8 3.9 5.6

259.4 258.4 256.9
TOTAL LIABILITIES 461.7 476.1 445.7
NET ASSETS 621.9 669.6 477.0
Equity
Equity capital 355.8 167.0 205.8
Retained earnings 228.9 445.8 235.4
Asset revaluation reserve 37.5 56.2 37.6
Cash flow hedge reserve (0.3) 0.6 (1.8)
TOTAL EQUITY 621.9 669.6 477.0

John Spencer, Chair Paula Rebstock, Deputy Chair
27 February 2015 27 February 2015

The accompanying notes form part of these financial statements.
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KiwiRail Holdings Ltd 

Statement of Changes in Equity
For the six months ended 31 December 2014

 Equity 
Capital

Retained 
Earnings

Asset 
Valuation 
Reserve

Cash Flow
Hedge  

Reserve
Total

GROUP $m $m $m $m $m
As at 30 June 2013 (Audited) 87.0 442.3 56.2 2.0 587.5
Net profit for the period - 3.5 - - 3.5
Other comprehensive income
Transfer to asset carrying value from cash 
flow hedge reserve

- - - (0.1) (0.1)

Gains/(losses) from cash flow hedges - - - (1.3) (1.3)
Total comprehensive income/(loss) - 3.5 - (1.4) 2.1
Transactions with Owners
Capital injection 80.0 - - - 80.0
As at 31 December 2013 (Unaudited) 167.0 445.8 56.2 0.6 669.6

Net loss for the period - (251.5) - - (251.5)
Other comprehensive income
Transfer to asset carrying value from cash 
flow hedge reserve

- - - (0.8) (0.8)

Gains/(losses) from cash flow hedges - - - (1.6) (1.6)
Building revaluation - - 13.5 - 13.5
Revaluation reserve of transferred/disposed 
property, plant and equipment

- 32.1 (32.1) - -

Vesting of assets and liabilities - 9.0 - - 9.0
Total comprehensive income/(loss) - (210.4) (18.6) (2.4) (231.4)
Transactions with Owners
Capital Injection 38.8 - - - 38.8
As at 30 June 2014 (Audited) 205.8 235.4 37.6 (1.8) 477.0

Net profit/(loss) for the period - (6.8) - - (6.8)
Other comprehensive income
Transfers to asset carrying value from cash 
flow hedge reserve

- - - (0.1) (0.1)

Gains/(losses) from cash flow hedges - - - 1.6 1.6
Revaluation reserve of disposed properties - 0.1 (0.1) - -
Vesting of assets and liabilities - 0.2 - - 0.2
Total comprehensive income/(loss) - (6.5) (0.1) 1.5 (5.1)
Transactions with Owners
Capital Injection 150.0 - - - 150.0
As at 31 December 2014 (Unaudited) 355.8 228.9 37.5 (0.3) 621.9

The accompanying notes form part of these financial statements.
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KiwiRail Holdings Ltd 

Statement of Cash Flows
For the six months ended 31 December 2014

Note
6 months ended 

31 Dec 2014 
(Unaudited)

6 months ended 
31 Dec 2013 
(Unaudited)

Year ended 
30 June 2014 

(Audited)

GROUP $m $m $m
Cash flows from operating activities
Proceeds from:

Receipts from customers 359.8 368.6 741.7
Interest received 1.7 0.7 1.6

Proceeds utilised for:
Payments to suppliers and employees (348.0) (340.3) (662.1)
Interest expense (7.5) (7.3) (14.1)

Net cash from operating activities 8 6.0 21.7 67.1
Cash flows from investing activities
Proceeds from:

Sale of non-financial assets 2.3 0.7 1.9
Capital grant receipts 23.6 55.2 93.4

Proceeds utilised for:
Purchase of non-financial assets (126.3) (179.2) (332.2)
Purchase of intangibles (0.2) (0.1) (10.1)

Net cash used in investing activities (100.6) (123.4) (247.0)
Cash flows from financing activities
Proceeds from:

Crown capital injection 150.0 80.0 118.8
Borrowings 1.6 - -
Finance lease - 5.9 16.0

Proceeds utilised for:
Repayment of borrowings (1.9) (1.5) (3.5)
Repayment of finance lease liability (0.9) (0.5) (0.8)

Net cash from financing activities 148.8 83.9 130.5
Net increase/(decrease) in cash and 
cash equivalents

54.2 (17.8) (49.4)

Cash and cash equivalents at the  
beginning of the period

15.4 64.8 64.8

Effect of exchange rate fluctuations on 
cash held

- - -

Cash and cash equivalents at the end of 
the period

69.6 47.0 15.4

The accompanying notes form part of these financial statements.
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KiwiRail Holdings Ltd 

Statement of Accounting Policies
For the six months ended 31 December 2014

REPORTING ENTITY

KiwiRail Holdings Limited is a company domiciled in New Zealand, registered under the Companies Act 1993 
and is included within the First Schedule of the State Owned Enterprises Act 1986.  The Group comprises KiwiRail 
Holdings Limited and its subsidiaries.  

The primary objective of the Group is to establish, maintain and operate, or otherwise arrange for, safe and 
efficient rail, road and ferry freight and passenger transport services within New Zealand in such a way that 
revenue exceeds costs, including interest and depreciation; and to provide for a return on capital as specified by 
the Minister of Finance from time to time.

On 31 December 2012 there was a restructure of the Crown’s investment in rail operations.  In accordance 
with the KiwiRail Holdings Vesting Order 2012 which took effect from 31 December 2012, the KiwiRail business 
was transferred from the New Zealand Railways Corporation (“NZRC”) into KiwiRail Holdings Limited.  All land 
previously held by KiwiRail together with the Wellington Railway Station and Social Hall buildings were retained 
by NZRC.

The interim financial statements of the Group are for the six months ended 31 December 2014 and were 
authorised by the Board of KiwiRail Holdings Limited for issue on 27 February 2015.

BASIS OF PREPARATION
Statement of compliance

These interim financial statements for the six months ended 31 December 2014 have been prepared in 
accordance with NZ IAS 34 Interim Financial Statements.  They comply with the State-Owned Enterprises Act of 
1986, the requirements of the Companies Act 1993 and the Financial Reporting Act 2013.  The Group have been 
designated as for-profit entities.

The financial statements have been prepared on the basis of historical cost, except for certain non-financial 
assets and derivative financial instruments, which have been valued at fair value.

Unless otherwise specified, all dollar amounts in these financial statements and accompanying notes are stated 
in New Zealand dollars and all values are expressed in millions of dollars ($m).  

These unaudited, condensed Interim Financial Statements do not include all information and disclosures required 
in the annual financial statements, and should be read in conjunction with the Group’s annual report for the year 
ended 30 June 2014.

Changes in accounting policies

There have been no changes in accounting policies in the current financial year.  All policies have been applied 
on a basis consistent with those used in previous periods.  

Comparatives

The presentation of information in the Statement of Cash Flows has changed from the previous periods with 
prior period balances re-stated to be comparable with current year figures.  Also, we have amended disclosure 
for note 8 which necessitated re-statement of comparative information.

The restatements did not impact the total cash flow from operating activities for re-stated periods.
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KiwiRail Holdings Ltd 

Statement of Accounting Policies
For the six months ended 31 December 2014

NEW STANDARDS AND INTERPRETATIONS NOT YET ADOPTED

The following standards and amendments were available for early adoption but have not been applied by the 
Group in the preparation of these financial statements:

 � NZ IFRS 15 Revenue from Contracts with Customers supersedes NZ IAS 11, NZ IAS 18, NZ IFRIC 13, NZ IFRIC 
15, NZ IFRIC 18 and NZ SIC 31 and is effective from 1 July 2017.  The core principle of NZ IFRS 15 is to depict 
the transfer of promised goods and services to customers in an amount that reflects the consideration to 
which the entity expects to be entitled in exchange for those goods or services. The Group does not expect 
any material impact on this change to the accounting standard.

 � NZ IFRS 9 Financial Instruments is the standard issued as part of IASB’s project to replace NZ IAS 39 and is 
effective for reporting periods beginning on or after 1 July 2018.  The revised standard represents changes 
or amendments to the following:

 - Only two categories are available for financial assets with strict requirements on which can be classified 
as amortised cost or fair value

 - Measurement of financial liabilities using the fair value option

 - New hedge accounting requirements including changes to testing of hedge effectiveness, measurement 
of hedging costs, risk components that can be hedged and the measurement of gains and losses from 
own credit risk.

The Group does not expect any material impact on recognition and measurement.  However, this standard 
requires the Group to reconfigure its treasury management system, amend its hedge documentation and 
revise the Group’s hedging policy.
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KiwiRail Holdings Ltd 

Notes to the Financial Statements
For the six months ended 31 December 2014

1. TOTAL INCOME 

Note
6 months ended 

31 Dec 2014 
(Unaudited)

6 months ended 
31 Dec 2013 
(Unaudited)

Year ended 
30 June 2014 

(Audited)

$m $m $m
Revenue 2 366.6 365.5 740.9
Grant income 4 - - 93.4
Total income 366.6 365.5 834.3

2. REVENUE 

6 months ended 
31 Dec 2014 
(Unaudited)

6 months ended 
31 Dec 2013 
(Unaudited)

Year ended 
30 June 2014 

(Audited)

$m $m $m
Freight 230.3 240.6 462.0
Interislander 58.7 54.1 120.8
Tranz Metro 26.8 26.4 52.6
Scenic Journeys 11.0 9.1 21.0
Property & Corporate 20.5 17.8 49.3
Infrastructure & Asset Management 19.3 17.5 35.2
Total revenue 366.6 365.5 740.9

3. OPERATING EXPENSES

6 months ended 
31 Dec 2014 
(Unaudited)

6 months ended 
31 Dec 2013 
(Unaudited)

Year ended 
30 June 2014 

(Audited)

$m $m $m
Salaries and wages 147.6 139.3 280.9
Defined contribution plan employer contributions 6.0 5.7 11.4
Employee entitlements 2.8 2.9 0.2
Other employee expenses 1.5 1.5 3.1
Total staff costs 157.9 149.4 295.6
Materials and supplies 58.9 56.2 118.3
Fuel and traction electricity 51.7 59.2 114.9
Lease and rental costs 21.6 22.9 50.9
Incidents, casualties and insurance 6.4 10.0 19.6
Contractors expenses 6.5 7.7 16.3
Fees paid to auditors:

Audit fees 0.2 0.2 0.5
Impairment/(recovery from impairment) of receivables (0.4) (0.4) (0.1)
Directors’ fees 0.2 0.2 0.3
Loss on disposal of property, plant and equipment 0.2 (0.3) (0.5)
Other expenses 28.3 23.1 47.6
Total operating expenses 331.5 328.2 663.4

The numbers in the Notes to the Financial Statements are expressed in millions unless otherwise stated.
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KiwiRail Holdings Ltd 

Notes to the Financial Statements (continued)
For the six months ended 31 December 2014

4. GRANT INCOME

6 months ended 
31 Dec 2014 
(Unaudited)

6 months ended 
31 Dec 2013 
(Unaudited)

Year ended 
30 June 2014 

(Audited)

$m $m $m
Capital grants for metro projects
Auckland rail development - - 1.6
Auckland electrification project - - 51.5
Other capital grants
Other - - 39.8
Public policy grant - - 0.5
Total grant income - - 93.4

Government funding received as reimbursement of the costs of capital projects is recognised in the same 
period as the expenditure to which it relates.  Where the asset being funded is depreciated over its useful life, 
the funding is recognised as income on a straight line basis over the same life.  Where the asset funded is 
impaired to residual value the funding is recognised as income in the same period as the impairment expense. 
Government funding of $23.6m has been received in the period ended 31 December 2014 (2013: $55.2m) for 
capital projects that are still in progress and therefore haven’t been depreciated.   

5. NET FINANCE COSTS 

6 months ended 
31 Dec 2014 
(Unaudited)

6 months ended 
31 Dec 2013 
(Unaudited)

Year ended 
30 June 2014 

(Audited)

$m $m $m
Finance income
Interest income on bank deposits 1.7 0.7 1.6

1.7 0.7 1.6
Less Finance costs
Interest expense on borrowings (7.5) (7.5) (14.6)
Interest expense – other (0.4) - (0.8)
Net change in fair value of derivatives (3.0) 4.1 4.6

(10.9) (3.4) (10.8)
Net finance costs (9.2) (2.7) (9.2)
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KiwiRail Holdings Ltd 

Notes to the Financial Statements (continued)
For the six months ended 31 December 2014

6. OPERATING LEASE COMMITMENTS
The Group leases vessels and plant and equipment in the normal course of its business.  Included in these lease 
commitments is the Group’s charter for the roll-on-roll-off ferry, Kaitaki.  In April 2013, a new lease was signed 
which came into effect on 1 July 2013 for the Kaitaki vessel. The new lease has a non-cancellable term of four 
years expiring on 30 June 2017. 

The Group has signed a contract to lease the vessel Stena Alegra on a five year term.  The lease, included on the 
schedule of lease commitments below, will commence upon delivery of the vessel which is estimated between 15 
May to 21 July 2015.

Motor vehicle leases generally have a non-cancellable term of three years.

Where lease payments are denominated in foreign currencies, they have been converted to New Zealand 
currency at the exchange rate ruling at the reporting date.

The future aggregate minimum lease payments payable under non-cancellable operating leases are as follows:

31 Dec 2014 
(Unaudited)

31 Dec 2013 
(Unaudited)

30 June 2014 
(Audited)

$m $m $m
Total minimum lease payments due:
Not later than one year 24.2 24.9 16.6
Later than one year but not later than five years 63.3 44.5 31.1
Later than five years 20.3 10.7 10.7

107.8 80.1 58.4

NZRC has, along with the Crown, granted a long-term lease to KHL for nominal consideration, under which KHL 
can enjoy the commercial benefit of the rail corridor land.  KHL has primary responsibility for administering the 
land.  Under the lease it can undertake many activities in relation to the land without requiring the consent or 
involvement of NZRC.  It is also able to sub-lease railway land for periods of time within the term of the lease.

7. CAPITAL AND OTHER COMMITMENTS
The Group has capital commitments for network upgrades, infrastructure renewal materials, manufacturing of 
new rolling stock, refurbishment costs relating to rolling stock and purchases of plant and equipment.  

31 Dec 2014 
(Unaudited)

31 Dec 2013 
(Unaudited)

30 June 2014 
(Audited)

$m $m $m
Capital and other expenditure commitments:
Not later than one year 54.7 80.4 73.3
Later than one year but not later than five years 14.0 7.3 4.8

68.7 87.7 78.1
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KiwiRail Holdings Ltd 

Notes to the Financial Statements (continued)
For the six months ended 31 December 2014

8. RECONCILIATION OF NET PROFIT/(LOSS) TO NET CASH FLOWS FROM 
 OPERATING ACTIVITIES

6 months ended 
31 Dec 2014 
(Unaudited)

6 months ended 
31 Dec 2013 
(Unaudited)

Year ended 
30 June 2014 

(Audited)

$m $m $m
Net profit/(loss) after tax (6.8) 3.5 (248.0)
Add/(deduct) items classified as investing or 
financing activities
(Profit)/loss on sale of assets 0.2 (0.3) 0.5
Fair value movement in derivatives 5.3 (4.1) (3.2)
Capital grant receipts (23.6) (55.2) (93.4)
Capitalised interest on loans - - 0.4

(24.9) (56.1) (343.7)
Add non-cash flow items
Depreciation and amortisation expense 30.7 30.8 69.7
Movements in deferred tax and provisions (5.0) (1.1) 4.7
Impairment of property, plant and equipment - - 331.3
Movement in fair value of investment properties (0.2) - 7.2

0.6 (26.4) 69.2
Add/(deduct) movements in working capital
(Increase)/decrease in trade receivables (14.5) (2.7) 3.6
(Increase)/decrease in other receivables 5.6 (1.1) (8.5)
(Increase)/decrease in inventories (5.1) (4.4) (4.7)
Increase/(decrease) in trade payables (13.1) 4.8 5.6
Increase/(decrease) in other payables 32.5 51.5 1.9
Net cash flows from operating activities 6.0 21.7 67.1

9. CONTINGENCIES

CONTINGENT LIABILITIES

(a) Removal of contaminated material 
The Group may need to make provision for the removal of contaminated material from land previously 
used for rail operations.  The cost of this remedial work is uncertain.  An estimation of the likely cost is to 
be made at the time that an investigation is undertaken.

(b) Marsden Point rail corridor designation 
The Group has confirmed its designation of the rail corridor from the North Auckland Line to Marsden 
Point.  The Northland Regional Council will purchase any land that may be required.  The Group has 
an agreement with the Northland Regional Council that it will have a half share in the acquisition and 
holding costs of land purchases with the Council. 

(c) Contractual Dispute 
The Group is a party to an arbitration regarding a contractual dispute relating to the obligation to 
fund the infrastructure and the termination date of the contract.  The extent of the Group’s exposure is 
uncertain at this stage.
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KiwiRail Holdings Ltd 

Notes to the Financial Statements (continued)
For the six months ended 31 December 2014

CONTINGENT ASSET

(d) Compensation for Asbestos 
Asbestos has been identified as an issue with locomotives commissioned between 2009 and 2011.  The 
Group expects to receive future compensation from suppliers.

(e) North Auckland Line (NAL) 
The mature pine forest adjacent to both sides of the NAL is currently being harvested which has led to 
substantial damage to KiwiRail property and infrastructure and business interruption through forced line 
closures to the NAL.  The Group expects to receive compensation from these damages and losses.   
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Further information
For assistance, publications or information concerning KiwiRail please visit our website at  
www.kiwirail.co.nz or contact:

KiwiRail Communications 
PO Box 593, Wellington 6140 
Telephone: 0800 801 070 | Email: kiwirail@kiwirail.co.nz
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	1. Introduction and experience
	1.1 My name is Gordon Munro.
	1.2 I am the Manager of Property Revenue in KiwiRail's Property, Investment and Revenue team with responsibility for the Southern Region,0F  and am authorised to present this evidence on behalf of KiwiRail Holdings Limited (“KiwiRail”).
	1.3 I have been employed by KiwiRail since October 2014.
	1.4 Prior to that, I have been employed in a number of property management roles across the private sector, including for internationally recognised property managers such as Colliers and CBRE.
	1.5 I am also a member of the Property Institute of New Zealand, a not-for-profit organisation which acts as the industry body for valuers, and property managers and advisors throughout New Zealand, and which takes a leading role in the development of...

	2. Kiwirail's commitment to SUSTAINABILITY and efficiency
	2.1 As part of the Government's 2010 Budget announcements, KiwiRail (in co-ordination with central Government) announced the KiwiRail Turnaround Plan ("Turnaround Plan"), a ten year programme designed to transform KiwiRail into a sustainable rail busi...
	2.2 The Turnaround Plan represents a one billion dollar investment to date from the Government, focused on assisting KiwiRail to become self-sustainable.  KiwiRail also contributes funding to support the development of its Turnaround Plan from retaine...
	2.3 In a Cabinet Paper released with the Government's 2010 Budget announcement, the offices of the Ministers for Finance, State Owned Enterprises and Transport jointly acknowledged that part of the drive to improve productivity included increasing the...
	2.4 More recently, KiwiRail's efforts to increase the efficient use of its landholdings, especially those which are currently not used for rail purposes, has resulted in a twenty percent increase in revenue generated by its Property business unit in t...
	2.5 KiwiRail's current strategic approach is consistent with its principal objective under the State Owned Enterprises Act 1986 to operate as a successful business, and to this end, to be as profitable and efficient as other comparable businesses that...

	3. KIWIRAIL's PRESENCE IN CHRISTCHURCH CITY
	3.1 KiwiRail's network in Christchurch is extensive and significant.  The Main North Line, Main South Line and Hornby Branch Line (and the associated spur lines, sidings and yards adjoining those lines) run through Christchurch City and Banks Peninsul...
	3.2 Large pockets of land exist within KiwiRail's designation in Christchurch which KiwiRail does not, at present, require for rail purposes.    KiwiRail's current approach, where such land exists, is to lease that land until such time that it becomes...
	3.3 KiwiRail currently maintains a diverse lease profile in Christchurch on its land for such purposes as:
	(a) residential beautification or encroachment licenses (which can allow for the development of unused land adjoining the rail corridor for gardens and other landscaping activities);
	(b) storage facilities;
	(c) car parking;
	(d) cellular sites;
	(e) warehousing; and
	(f) other industrial and commercial activities, including:
	(i) panel beaters;
	(ii) office space;
	(iii) freight space;
	(iv) recycling; and
	(v) steel distribution (among others).


	3.4 A common thread among the arrangements KiwiRail enters into with its lessees is KiwiRail's ability (through the lease) to re-enter the land when that land is required for rail purposes.  KiwiRail avoids leasing its properties for intensive commerc...
	3.5 In addition to the uses listed at paragraph 3.3 above, KiwiRail also routinely enters into Grants of Right, which it is entitled to do under its statutory powers under the New Zealand Railways Corporation Act 1981.   Those grants include rights to...
	3.6 The leasing of KiwiRail property assists the efficiency of KiwiRail's rail network.  For example, in Wellington, Mainfreight, a major rail freight customer of KiwiRail, is a significant leaseholder on land in KiwiRail's Wellington yard.  In Christ...

	4. IMPACT OF THE PROPOSED TRANSPORT ZONE AS NOTIFIED AND AS PROPOSED IN THE COUNCIL's REVISED PROPOSAL
	4.1 I have read the draft evidence of Deborah Hewett, Senior RMA Advisor for KiwiRail.
	4.2 While I am not a planner by trade, I understand from Ms Hewett's evidence that the potential restrictions placed upon activities in the proposed Transport Zone would have a significant effect on KiwiRail's ability to responsibly and efficiently ma...
	4.3 I also understand from Ms Hewett's draft evidence that under the notified provisions, the vast majority of existing activities on land designated for rail purposes within the Transport Zone would be contrary to the rules of the Proposed District R...
	4.4 I have also read the evidence of Mr Falconer for the Christchurch City Council ("Council").  I understand from that evidence the Council's Revised Proposal would allow activities (and correlating activity statuses) in Industrial General and Rural ...
	4.5 From a Property business unit perspective, in my opinion KiwiRail needs to continue to be able to maximise the efficient use of its land, where such use does not jeopardise KiwiRail's ability to revert the land to rail (or other public transport) ...
	4.6 KiwiRail would not lightly introduce a land use activity into its own corridor which may impact on the efficiency and efficacy of its rail network, which remains its core focus.
	4.7 However, KiwiRail needs to be able to continue to manage its land, across its portfolio, in the same way its adjoining neighbours can.  That, in KiwiRail's perspective, would allow it to efficiently and responsibly manage its land and available re...
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