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Future of Rail – informing the investment portfolio for a resilient and reliable rail
system
Key problems identified through the Future of Rail review
33.

The Government is committed to rail and the wide-ranging benefits it can deliver to
New Zealand. However, realisation of these benefits have been hampered by:
33.1. the current state of the rail network, owned and operated by KiwiRail, which is
facing a state of managed decline due to long-term underinvestment
33.2. short-term funding arrangements for the rail network through the annual Budget
process, which are inadequate for a long-term network asset.

34.

Historically, the outcomes the Crown has been seeking through its freight rail network
investment have been unclear. In effect, Crown funding has been used to meet the
shortfall between the minimum investment needed to support the rail network and the
profits that KiwiRail can generate from its rail operations. However, the appropriate
balance has not been clear between:
34.1. what revenue should be collected from rail customers; and
34.2. what level of investment should be provided by Crown funding:

35.

34.2.1.

in its role as owner; and

34.2.2.

its desire for rail to deliver other outcomes.

In addition, there is a lack of integration between road and rail network investments,
which has been a long standing concern in New Zealand. 7 Rail and road investment
takes place in quite different decision-making frameworks making strategic alignment
difficult.
35.1. Rail capital investment largely takes place through annual Budget funding,
recognising that over recent years a commercial return model has been in
place. While the services which use roads, such as freight transport, are
commercial, investment decisions for road infrastructure are made within the
statutory planning and funding framework of the Land Transport Management
Act 2003 (LTMA).
35.2. The LTMA prioritises national benefits over commercial returns and provides
for arms length decision making. Under the LTMA, roading and public transport
activities are assembled by the NZTA into a NLTP, with those activities funded
or subsidised from the NLTF. The NLTF includes fuel excise tax and road user
charges on diesel and heavy vehicles.8

7 For example, in 2012 the Productivity Commission (as part of its inquiry into international freight services)
recommended the Government take steps to improve the coordination of its decision-making for investment in
road and rail.
8 The GPS allows the Minister of Transport to establish how much of the NLTF should flow to particular
activities, such as local road construction and maintenance. In putting together the NLTP, the NZTA must make
sure the programme as a whole contributes to the purpose of the LTMA and gives effect to the GPS.
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the metropolitan metro networks – predominately in Auckland, but in Wellington as
well.

Graph 1: Value of Rail
Total Annual Economic Value is more than $1.5 billion
An EY assessment (2016) used an economic methodology, and determined that most of the
benefits accrue in the ‘Golden Triangle’. It did not include regional economic opportunities,
opportunity costs (e.g. not needing to invest in road due to rail), land value uplift, or intangible
elements such as social inclusion.
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44.

Rail connects with New Zealand’s ports and hubs, and metropolitan rail is growing,
carrying:
44.1. around 85,000 passenger per day with 27.5 percent growth in passengers
projected by 2025
44.2. bulk freight movements, accounting for around 16 percent for total freight by
tonne-kilometres which is expected to rise as the freight task grows
(approximately 20 percent growth of overall freight volumes by 2027/28). 10

The investment scenarios
45.

The Future of Rail review identified four generic investment scenarios for rail to
address its historic underinvestment, meet rail customer needs, and capture rail’s
contribution to transport and wider benefits that the Government seeks. The four
scenarios are:
45.1. Status Quo: managed decline of the rail network and services
45.2. Resilient and Reliable: providing a strong, stable platform for mode shift from
road to rail
45.3. Capacity and Growth: leveraging greater opportunities to pursue passenger
and freight growth
45.4. Additional Opportunities: projects to support other goals, including stimulating
regional economic growth.

10 Transport Outlook: Future State Model Results (https://www.transport.govt.nz/mot-resources/transportoutlook/transport-outlook-future-state-model-results/).
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48.

Scenario 1 the Status Quo is not recommended. It does not deliver the minimum level
of investment rail needs to operate effectively in its part of the freight and tourist
markets. It will not deliver the minimum level of investment in track infrastructure to
mitigate ongoing asset decline and operational restrictions on the rail network. It does
not provide the investment needed to replace key assets at the end of their life – for
example, South Island locomotives, wagons and KiwiRail’s Cook strait ferries –
resulting in a significant loss of rail and ferry services.

49.

Investments in Scenario 2 and 3 allow KiwiRail to position rail to better service its
share of the freight market and extend its ability to attract further freight and tourist
customers. These scenarios also factor in the investments to support metro and
interregional passenger services / capacity.

Investing in a resilient and reliable rail network is the critical first step
50.
We ask this Committee to note Investment Scenario 2, Resilient and Reliable is
intended to rehabilitate rail and position KiwiRail and regional councils to pursue
further investments to support both capacity and growth in freight and metro
passenger movements.
51.
This investment will support rail’s ability to continue to deliver on the transport
outcomes and wider benefits the Government seeks, including economic growth in
cities and regions, reduced carbon emissions and stronger connections for a better
New Zealand. These investments provide the necessary baseline to support further
investments and benefit realisation in the future.
52.
We note that there is potential for further commitments to rail initiatives outlined
in Investment Scenarios 3 and 4 subject to business cases. We note that metro
passenger rail initiatives outlined in Scenario 3 will need to be considered in future
GPSs.
53.

The bulk of the investment sought in Investment Scenario 2, Resilient and Reliable
relates to the national network and rail freight. The Government has already provided
significant investment to support this scenario to date through the PGF and the GPS.
For example:
53.1. the GPS has committed $815 million to passenger rail, supporting metro and
interregional rail services that assist passengers accessing major employment
and housing areas12
53.2. the PGF has committed around $183 million to a range of rail projects to date 13
53.3. the Crown funding commitments to the City Rail Link.

12 Further metro rail investments will be considered as part of future GPS deliberations. Both Auckland
Transport and Greater Wellington Regional Council advise that the metro-related commuter rail investments in
Scenario 3, Capacity for Growth, are not optional, but required, to be addressed in future GPSs to cater for
passenger and freight growth (and in Auckland’s case, to realise the benefits of the City Rail Link).

13 Appendix 4 lists the rail projects that have been funded from the PGF to date.
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2016. Rail eliminates at least 271 safety incidents per year by reducing the volume of
heavy transport from the road as well as savings in road maintenance costs.
65.

The environmental benefits of rail in the bids also reference the EY Report, which
identified that rail helps the environment by reducing Co 2 emissions by 488,000
tonnes per year. Every tonne of freight moved by rail delivers a 66 percent reduction
in carbon emissions compared with heavy road freight.

66.

The bids also have a social and economic emphasis on social connections, income
and consumption and earnings. For example:
66.1. The Interisland Resilient Connection identified that the ferry services are an
integral part of SH1 and are a vital social and economic link between the North
and South Islands.
66.2. Income and consumption is referenced in the Sustainability of Rail - Rolling
Stock/Mechanical Bid, citing the potential to increase more than 9000 freight
services delivered (around 16 percent of the total freight task and 25 percent of
exports moved in New Zealand by net tonne kilometres). The 18 million net
tonnes of freight delivered by KiwiRail in FY18 and the 197,000 scenic rail
passengers equates to 1.1 million heavy trucks and 4000 coaches on the road
network.
66.3. In addition, all three market segments for the Interisland Resilient Connection
are expected to increase rail, and road freight by 2.2 percent per annum, 15 and
passenger demand by 3.3 percent per annum to 2023 (with a further longerterm projection of around 2.2 percent).

PGF funding for regional rail initiatives
67.

The PGF is intended to provide significant investment in rail. To date, it has provided
a total of $183.38 million for rail investments for initiatives such as reopening the
Napier to Wairoa line, improving the tourism offer of rail, and investing towards the
much needed upkeep of regional rail infrastructure. Cabinet is indicating through
Budget 2019 that an additional $300 million will be provided for regional rail
investments through the PGF.

68.

As an example of potential PGF investments in regional rail, Northland rail has been
considered through a single stage business case, completed by the engineering firm
AECOM with assistance from Deloitte for the economic and financial analysis. This
has involved engagement with the Northland community, businesses and iwi to
establish a potential interest in improved rail services in the region, and enabling the
potential costs and benefits of investing in rail to be determined with greater certainty.

69.

The business case concludes that investment in rail in Northland could provide
employment, service the forestry, dairy, meat and fertiliser industries, foster
employment and economic growth for iwi and the wider community, and support rail to
become a viable alternative to road freight.

15 Transport Outlook: Future State Model Results (https://www.transport.govt.nz/mot-resources/transportoutlook/transport-outlook-future-state-model-results/).
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Some additional longer-term metro investment opportunities have been indicatively identified
to date, which have not been included in the metro related investment scenarios table above
(for example, high speed rail in the Golden Triangle).

Metro-related operating requirements
10.

Metro-related operating costs are funded through a combination of farebox revenue, rates
funding, and the Public Transport Activity Class in the GPS. Overall funding set aside for
metro rail related operating costs in GPS 2018 includes forecasted operating costs for the
last 4 years of the ten-year period.

11.

With significant investment underway in the metro regions, all parties involved in the
provision of and funding for metro rail will need to work together to determine the most
sustainable way to fund operating costs long-term, including through the Public Transport
Activity Class in the GPS.
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Appendix 4

Provincial Growth Fund projects for rail

Project name

Location

Funding
amount

Description

Wairoa to Napier Railway

Hawke’s Bay

$5,000,000

Repairs to the Wairoa-Napier line

Wairoa to Napier Railway additional storm damage

Hawke’s Bay

$1,200,000

Supplementary to the above
following storm damage.

Rail Freight Opportunities Whanganui Rail Upgrade

ManawatūWhanganui

$3,000,000

Rail Freight Opportunities Kawerau/Murupara

Bay of Plenty

$250,000

Rail Freight Opportunities - New
Plymouth Eastgate

Taranaki

$250,000

Rail Freight Opportunities - South
Port

Southland

$250,000

North Auckland Line Geotechnical
works

Northland

$2,230,000

Hokitika to Westport feasibility

West Coast

$250,000

Rail Tourism Opportunities

Canterbury/
West Coast

$80,000,000

Improving KiwiRail’s tourism
offering on the TranzAlpine and
Coastal Pacific rail services.

KiwiRail Palmerston North Regional
Economic Growth Hub

ManawatūWhanganui

$40,000,000

Design and land acquisition for
multimodal distribution hub in
Palmerston North

The Restoration of the Gisborne to
Wairoa Railway Line Feasibility
Study

Hawke’s Bay
/ Tairawhiti

$225,000

Tairawhiti Railway Tourism
Feasibility (Steve Breen / Jacque
White / Adam Hughes)

Tairawhiti

$225,000

KiwiRail Working Capital

Transport

$50,000,000

North Auckland Line Rail Study

Northland

$500,000

Regional Rail Investment

$300,000,000

Total: $483,380,000
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Investment in network maintenance
across NZ, including surge regions,
as an efficient rail network is
essential for regional economic
development and productivity.
Appropriated under nondepartmental capital expenditure.

