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11 March 2021 OC210055

T2021/630

Hon Grant Robertson Action required by:

Minister of Finance Wednesday, 17 March 2021

Hon Michael Wood 

Minister of Transport 

New Zealand Upgrade Programme - Funding Risks and Programme Options

Purpose 

Provides initial advice on options for prioritising the transpo t aspects in the New Zealand 
Upgrade Programme, reflecting current information about its projects. More certain 
information is being considered through the current baseline process This advice seeks 
feedback on your preferences so we can use this to undertake a more detailed prioritisation 
exercise to inform any final decisions.

Key points 

 Delivery agencies have advised there is $4 to $5 billion of cost increases forecast
across the transport aspects of the New Zealand Upgrade Programme (the
Programme), which means the current Programme cannot be fully delivered within
the fixed funding envelope of $6.8 billion.

 Baselining is underway and is a high priority for Waka Kotahi NZ Transport Agency
(Waka Kotahi) and KiwiRail to give a better picture of what is achievable within the
fixed funding envelope.

 The level of certainty and supporting detail will vary across projects. However, the
baseline will still provide a stronger basis for deciding how to proceed with the
Programme and how to manage remaining uncertainties.

 Prioritisation choices within the current $6.8 billion funding allocation will be
challenging. We are seeking your direction on your priorities for the Programme so
we can prepare some options for you to re-consider the make-up of the Programme,
informed by the baseline results.

 There is about $2.2 billion of funding required to deliver on five committed projects
that are already being constructed, or are about to commence with procurement or
construction. There may be additional costs associated with stopping or deferring
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these projects. This would adversely impact on market confidence and the intent to 
provide fiscal stimulus through the Programme.  

 There are ten smaller scale projects forecast to cost $467 million that could be
delivered at minimal cost risk to the overall Programme. The smaller scale of these
projects means they are easier to implement and will therefore provide more direct
economic benefits, whilst also benefitting a range of communities across New
Zealand. You could choose to commit to these now, or wait until baselining is
completed to preserve options.

 There is a remaining $4.1 billion of the current funding allocation that could be
prioritised across a remaining 11 transport projects in the Programme (which
represent $9.9 billion of spend using latest forecast cost estimates) based on your
preferences for the Programme.

 Officials, the New Zealand Upgrade Programme Oversight Group and the delivery
agencies all advise that final decisions on individual projects’ within the Programme,
their scope and their cost should be informed by the confirmed baseline information
due at the end of March 2021. Re-forecasted outcome and benefit information, as
well as scope, cost and schedule are the main in ormation gaps in the current
Programme.

 To assist with this, officials will assess the remaining projects’ alignment with the

following areas to identify package options within the remaining Programme allocation
of $4.1 billion:

 other Government priorities such as the Auckland Transport Alignment Project,
Let’s Get Wellington Moving, and a resilient and reliable rail system, which was

agreed by Cabinet in the Future of Rail review

 economic st mulus and supporting recovery

 emissions reduction

 housing and transit orientated development.

 If you indicate your preferred priorit es for the Programme, this will assist officials in
working with the delivery agencies to provide you with more detailed prioritisation and
/ or packaging options, informed by outcomes, after baselining is complete.

 Based on the results of the baseline process, we will also provide advice on purchase
arrangements for the Programme. This includes issues such as the appropriate level
of contingency in light of confidence in the Programme, and where there are issues
such as geo-technical uncertainty that drive greater uncertainties and could be
resolved early.

 We suggest that all remaining projects should be progressed to decision stage gates,
and detailed business cases or route protection (funded through the Programme),
regardless of whether their delivery remains part of the Programme. A decision can
then be made by Ministers to confirm the delivery of these projects if further funding
or delivery options become available.
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Recommendations 

We recommend you:  
Minister of 

Finance 

Minister of 

Transport 

1 note that there is between $4 to $5 billion of cost increases 
forecast across the New Zealand Upgrade Programme (the 
Programme), which means the current Programme cannot be fully 
delivered within the fixed funding envelope of $6.8 billion. 

2 agree to commit to the five committed projects forecast to cost 
$2.2 billion that are already being constructed, or are about to 
commence with procurement or construction, as there may be 
additional costs associated with stopping or deferring these 
projects. 

Yes / No Yes / No 

3 agree to commit to ten smaller scale projects, forecast to cost 
$467 million, to as they provide economic stimulus, are 
geographically spread, and have minimal cost risk on the overal  
Programme. 

Yes / No Yes / No 

4 indicate your preferred ranking of the following priorities to support 
Ministry of Transport and Treasury of icials in identifying package 
options within the remaining Programme allocation of $4.1 billion: 
 alignment with other Government priorities, such as the

Auckland Transport Alignment Project (ATAP), Let’s Get
Wellington Moving, and a resilient and reliable rail system
(which was agreed by Cabinet in the Future of Rail review)

 economic stimulus and supporting recovery

 housing and transit orientated development

 emissions reduction

 any other priorities you wish to be considered for the
Programme.

5 agree for all projects to progress t  decision stage gates, such as 
completion of business cases or oute protection, at a relatively low 
cost to enable Ministers to make decisions if funding is available, 
either through the Programme or other avenues. 

Yes / No Yes / No 

6 note that there will continue to be risks and uncertainties even if 
de-scoping and re-prioritisation of the Programme occurs. 

7 note that Ministry of Transport and Treasury officials will work with 
Waka Kotahi NZ Transport Agency and KiwiRail to report back on 
how these risks can be managed, including the appropriate level of 
contingency to reserve in the $6.8 billion envelope and the decision 
making framework across the Programme. 

8 note that ATAP is planned for a high level announcement by the 
Minister of Transport and the Mayor of Auckland on Friday 12 
March 2021 and the release of the public-facing ATAP document is 
planned for March 2021. 
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New Zealand Upgrade Programme - Funding Risks and Programme Options 

Background 

1 On 29 January 2020, $6.8 billion of Crown funding was allocated towards transport 
projects in the New Zealand Upgrade Programme (the Programme). The Programme 
was set to provide fiscal stimulus to modernise infrastructure and future proof the 
New Zealand economy. Joint Ministers (Ministers of Finance and Transport) asked 
delivery agencies (Waka Kotahi NZ Transport Agency and KiwiRail) to give priority to 
delivery momentum and speed across the Programme.  

2 In July 2020, Joint Ministers approved the Establishment Reports as a starting 
baseline for the Programme. Joint Ministers also delegated the individual project level 
decisions to the Boards of the delivery agencies. 

3 The intent of this was to create and maintain delivery momentum in the Programme, 
but was subject to Joint Ministers being involved in decisions where the e are any 
significant changes to: 

 scope, and where outcomes and outputs are significantly impacted, reduced, or
changed from those identified in the Establishment Report

 cost estimates that are expected to impact the delivery of the Programme within
the Crown’s fixed funding envelope of $6 8 billion

 timing, where there is a forecast delay to the construction start or construction
completion dates.

4 Following its establishment in July 2020, the New Zealand Upgrade Programme 
Oversight Group (the Oversight Group) asked the delivery agencies to provide a fresh 
baseline fo  the NZUP tran port projects. The Oversight Group provides assurance 
around the Programme’s delivery, and its fit with your outcomes as it evolves over 

time  The request for a fresh baseline reflected that overall, the original Establishment 
Repo ts did not provide enough clarity on project scopes, risks and costs. 
Furthermore, isks and cost escalations were materialising across multiple projects, 
early in the Programme’s life. 

5 It remains a priority for Waka Kotahi NZ Transport Agency (Waka Kotahi) and 
KiwiRail to deliver the Programme’s baseline by the end of March 2021. We expect 
that the baseline information’s quality and level of detail is likely to vary across the 
Programme. But it will inform your choices on how you would like to purchase the 
Programme, such as how much contingency, how this is managed, and whether there 
are risks (e.g., outstanding geo-technical issues) that you would like resolved early. 

There are significant cost increases forecasted across the Programme 

6 There are significant forecast cost increases across the Programme against the 
Crown funding allocations reported in the Establishment Reports. While 
acknowledging that the baselining process is still in progress, the Ministry of 
Transport (the Ministry) considers that the level of forecasted cost increases that have 
been disclosed through the baselining process to date, now requires active trade-offs 
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to be made to manage the Programme within its fixed funding envelope. This will 
involve challenging choices between the 26 projects. 

7 The delivery agencies estimate that the total cost of the Programme could exceed the 
$6.8 billion funding allocation by around $4 to 5 billion, which includes contingency. A 
detailed summary of the current status of each project in the Programme is provided 
in Appendix 1. 

8 The forecast cost increases are primarily driven by the Waka Kotahi component of the 
Programme. 

9 The most recent Oversight Group Report (OC210094 refers) notes a range of factors 
that Waka Kotahi has provided for to explain the further increases in costs. Further 
information on the drivers for the cost increases, compared to the Establishment 
Reports, will be provided following the completion of the baseline exercise. 

10 The baselining process will provide more certainty on what individual projects may 
cost and what the key scope choices are in light of the outcomes you are seeking. We 
recommend you wait until this information is received before making final decisions 
on the Programme, and provide us with a steer on your desired outcomes to help us 
provide you with choices. 

Summary of choices in the Programme 

11 Officials and the delivery agencies are working under the assumption that there is 
little or no further funding available outside the existing $6.8 billion funding allocation, 
and that you would like to prioritise within the 26 transport projects in the Programme. 
Officials and delivery agenc es consider this could include: 

 progressing with committed projects that are already under construction or
procu ement. We have identified five projects that fall within this category.
These projects are forecast to cost $2.2 billion.

 progressing with smaller scale, lower cost projects that have low risk to the
overall Programme. We have identified ten projects that fall within this category.
These projects are forecast to cost $358 to $467 million.

12 This would leave $4.1 billion to allocate across $9.9 billion worth of remaining projects 
in the Programme. 

Five projects in the Programme are already being constructed, or are about to commence 

with procurement or construction 

13 As some projects in the Programme are already being constructed, or are about to 
commence with procurement or construction, officials consider that the ability to make 
scope changes or deferral decisions on these projects will be limited, and could come 
at an extra cost. This would be on top of the existing sunk costs (i.e. costs already 
incurred) across the Programme.  

14 Officials recommend continuing with these projects as it would align with the original 
intent of the Programme to provide fiscal stimulus to the sector and provide greater 
confidence in the construction pipeline. 
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Ten projects are considered to have minimal cost risk to the overall Programme 

15 Delivery agencies have indicated there are ten low cost projects in the Programme 
that have minimal cost risk to the overall Programme. These are: 

 the Canterbury package, which include six projects ($210 to $280 million)

 the Queenstown package, which includes three projects ($110 to $140 million)

 SH1/SH29 ($38 to $47 million), in the Waikato/Bay of Plenty area

16 Officials consider there is benefit in progressing with these projects in the Programme 
as they provide economic stimulus to the regions, and are geographically spread. 
These projects are forecast to cost $358 to $467 million, and present minimal cost 
risk to the overall Programme. 

There remains $4.1 billion in the current Programme allocation that you could 

choose to prioritise within 

17 If you agree to progress with the 15 projects above, there remains $4.1 billion in the 
current Programme allocation that you could choose to prioritise within. Officials 
propose assessing the remaining projects’ alignment with the following areas to 

identify package options within the remaining Programme allocation: 

 other Government priorities, such as the Auckland Transport Alignment Project,
Let’s Get Wellington Moving, and a esilient and reliable rail system, as agreed

by Cabinet in the Future of Rail review

 economic stimulus and supporting recovery

 housing and transit o entated development

 emissions reduction

18 This assessment requires more complete information as the Oversight Group has 
observed that one of the major information gaps across the Programme is on 
expected outcomes and benefits of some projects. 

19 Further information from the baseline will help to confirm options for project phasing, 
geographic spread, and scope choices available to align with the above outcomes for 
the Programme. 

Eight of the remaining projects in the Programme support broader Government commitments 

20 Eight of the remaining projects in the Programme support broader Government 
commitments. This includes projects, which have not yet started, that support the 
Auckland Transport Alignment Project (ATAP), Let’s Get Wellington Moving, and a 

resilient and reliable rail system. 
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21 These projects are currently forecast to cost $4.8 to $6.0 billion, which means that 
consideration should be given to re-scope and re-phasing, or de-prioritising projects 
where they do not represent value for money. These projects are: 

 Mill Road ($2,800 to $3,400 million)

 Penlink ($560 to $800 million)

 Northern Pathway ($520 to $675 million)

 Drury rail stations ($276 to $327 million)

 SH1 Papakura to Drury South Stage 2 ($500 to $550 million)

 Wellington Railway station safety improvements ($70 to $90 million)

 Wairarapa Rail upgrades ($90 to $110 million)

 Capital Connection Interim Replacement Rolling Stock ($27 million)

22 The Northern Pathway has risen in cost, above the $360 million funding allocation set 
out in the Establishment Report, and it is not clear how the project can be 
constructed. The increase is driven by the ‘Auckland Harbour B idge clip-on’ option 

becoming unfeasible, due to bridge loading concerns, and the need to develop and 
assess other options to deliver the project.  

23 This means that for the time being at least, there is not a clear way forward for the 
Northern Pathway project. The Project Alliance is currently considering alternate 
solutions and expect to present recommendations to the Waka Kotahi Board in March 
2021. Officials recommend Ministers reconsider how this project could be funded 
given significant scope and cost change. This would help manage pressure on the 
Programme. 

24 Officials are preparing detailed advice on how the Mill Road and SH1 Papakura to 
Drury South projects could contribute to transit orientated development, climate 
change outcomes and housing development. This includes possible staging options 
alongside the investments in the Drury and South Auckland area. 

25 We have commenced this work with Waka Kotahi, Auckland Council, Auckland 
Transport and KiwiRail. In terms of staging options for Mill Road, we are reviewing the 
staging that existed prior to the Programme. 

Two of the remaining projects, or stages of projects, have not yet begun but have strong 

interdependencies with local government priorities 

26 Delivery agencies indicate there are two of the remaining projects, or stages of 
projects, that have not yet begun but have strong interdependencies with: 

 projects already being constructed, or about to commence with procurement
and construction

 local authority priorities, such as the Melling Interchange (with Hutt City Council
and Wellington Regional Council), and Tauranga (and the Urban Form
Transport Initiative).
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27 These investments form part of wider investments already planned by Local 
Government and other partners, and includes Melling Interchange ($370 to $415 
million) and Takitimu North Link Stage 2 ($550 to $700 million). 

All remaining projects can be progressed to decision stage gates now at a relatively low cost 

28 You could allow these remaining projects to reach decision stage gates now, such as 
completion of business cases, regardless of whether they remain part of the 
Programme. This would present a relatively low cost risk to the overall Programme 
and enable projects to have greater levels of readiness if additional funding or 
delivery options become available. 

29 In the case of confirmation of designations to protect routes, this will vary by project, 
but has the benefit of improving certainty for communities, reducing future costs and 
signalling commitment for projects to proceed even if they are delivered outside of the 
Programme. 

30 There are a number of large projects where staging options are ava lable. These 
staging options may provide benefits in terms of optimising land use and transport 
infrastructure timing, and would provide a substantial contribution to managing current 
funding pressures. The most notable projects are Takitimu North Link Stage 2 and 
SH1 Whangarei to Port Marsden. 

31 Progressing with these projects to business case stage and route protection would 
provide flexibility for future decisions on their timing, funding, and delivery 
mechanism. Waka Kotahi have also advised that there are high expectations from the 
community that route protection will be c mpleted for Otaki to North of Levin and Mill 
Road. 

32 This would allow you to re-examine funding sources and the relationships between 
the Programme and the National Land Transport Plan (NLTP) process for some 
projects at a later date. This could involve indicating where projects should be 
considered through future NLTP processes, and with what level of priority. The 
delivery of these projects could then be revisited in the future if alternate funding or 
delivery options become available. 

We will provide you with further advice using the baseline information to assess remaining 

projects’ alignment with your priorities 

33 Officials will provide you with advice on the remaining projects’ alignment with the 

interdependencies above. We have prepared the table below as our indicative 
understanding of how the current Programme could support your priority outcomes 
and seek your indication of your preferred ranking of these: 
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new road traffic. However, smaller portions of 
Mill Road can be critical enablers for housing 
and urban development, such as the 
Northern Link to Manukau, and the Southern 
Link into Drury East and the Drury Crossing 
business park. Many of these benefits could 
also be achieved with a scaled down Mill 
Road project with more focus on connections 
to rail stations and other transit. 

The Ministry of Housing and Urban 
Development has indicated that it considers 
the Drury projects are the priority from a 
housing perspective. 

34 If there are any other factors that you would want to consider for the Programme, we 
recommend that you indicate these to officials. We will then assess the scopes and 
forecast cost estimates from the baseline information ac oss the Programme more 
clearly based on these priorities. We will then provide you with possible package 
options within the remaining Programme allocation of $4.1 billion. 

35 This provides an opportunity for Ministers to focus on the benefits of each individual 
project, and their contribution towards o her Government priorities. 

We are seeking direction so we can prepare some options for you to consider 

36 If Joint Ministers intend to deliver the Programme investment within its fixed funding 
envelope of $6.8 billion, a decision will be required by Joint Ministers on which 
projects should proceed.  

37 This briefing has grouped the projects in the Programme based on their current 
delivery status to help you. However, fuller information on each project is being 
provided as part of the baseline process but we expect the baseline information’s 

quality and level of detail is likely to vary across the Programme. We are receiving 
this information in t anches at present.  

38 There will be trade-offs for Ministers to consider when prioritising the Programme 
based on the choices above. Once officials have a clear direction on your priorities for 
the Programme, we can then work with the delivery agencies to develop prioritisation 
options, such as phasing and scope options, for the projects in the Programme. 

39 Given the early stages of some projects in the Programme, there will remain risks and 
uncertainties across the Programme that cannot be completely eliminated through 
any prioritisation of the Programme. The management of this will require a suitable 
funding contingency and decision-making framework, and appropriate purchase 
arrangements for the Programme, which will be included in our upcoming advice. 

40 Waka Kotahi will continue to investigate other levers to manage project costs. This 
includes consideration of procurement options, and a review of standards to ensure 
projects meet appropriate regulations and represent value for money. 
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Next steps 

41 Officials will work with the delivery agencies to prioritise the delivery of the projects in 
the Programme and provide you with advice on trade-offs, and possible options to 
give effect to your Programme priorities in early April 2021. 

42 Additionally, we will advise on the purchase arrangements for the Programme, 
appropriate level of contingency and decision making framework in light of confidence 
in the Programme, and remaining risks and uncertainties across the Programme and 
how to manage them alongside our advice on baseline results in early Apr l 2021. 

43 We understand that the Minister of Transport intends to make announcements on 
ATAP soon. Given the concurrent consideration of ATAP and the Programme, 
Ministers should preserve flexibility on projects, where possible, to mitigate the risks 
of constraining future trade-off decisions. We recommend Ministers caveat 
discussions on Programme projects until final decisions are made in Ap il 2021, to 
reflect the potential for change. 
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Appendix 1: New Zealand Upgrade Programme – Project Considerations 
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