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or who is the subject of the information 
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[5] 9(2)(g)(i) - to maintain the effective conduct of public affairs through the free and frank 
expression of opinions 

[6] 9(2)(i) - to enable the Crown to carry out commercial activities without disadvantage or 
prejudice 

[7] 9(2)(j) - to enable the Crown to negotiate without disadvantage or prejudice 
 

 

Where information has been withheld, a numbered reference to the applicable section of the 
Official Information Act has been made, as listed above. For example, a [1] appearing where 
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28
th
 February 2015 

 
Hon Todd McClay 
Minister for State Owned Enterprises 
Parliament Building 
Wellington 

Dear Minister 

KEY STRATEGIC ISSUES FACING KORDIA IN THE PLANNING PERIOD FY15-FY17 

Thank you for your letter of 19 December 2014, sent on behalf of shareholding Ministers. We 
acknowledge the content of that letter and respond below. We specifically acknowledge the shift 
towards more active management of commercial entities and we have been engaging in a more 
meaningful and open way with your officials in Treasury. 

We comment under the headings set out in your letter [and then comment further on Kordia New 
Zealand], as follows: 
 
 
Entity specific expectations 
 
Australian operations 

Recently KSA has secured or is in the final stages of securing the following long-term revenue 
contracts: 
 

The Board remains aware of, and does not underestimate, the risks and potential volatility in the 
Australian services market. 

.  In the Board’s view, securing the above 
long-term revenue contracts (and other lesser contracts) and closing out unprofitable projects has 
reduced the risk levels in the Australian business. 

. 

We agree that 12 months ago continued value erosion was a serious risk, but as the business turn-
around takes effect, we see the short term risk of on-going value erosion as having reduced. 

  

In contrast to last year, profitability in the Australian business has rebounded in accordance with the 
change of management and the turnaround strategy:  Half year EBIT for FY15 (6 months to 31 
December 2014) is a positive $1,753M compared to an EBIT loss of $3,456M for the half year in FY14 
(6 months to 31 December 2013). The Board is pleased with this change in trajectory but is aware that 
the result is below budget of and that further work is required. Despite this below budget 
result at half year, the Group forecasts that it will achieve its FY15 SCI NPAT target. 
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Strategic Review 

The Board remains committed to the general strategic direction for the KSA business and to achieve 
alignment on strategy with the Shareholder. As noted above, we see the short term risk of on-going 
value erosion as having reduced, to the point where we are now seeing the potential for value 
creation. 

 
 

General expectations 

Gearing and non-Crown debt assurance 

We note your expectations as set out in your letter and will make sure that this is communicated to 
lenders if the Group undertakes further borrowing. 

The Board is reviewing the capital structure and the appropriate debt levels for the company in light of 
our strategic plans.  

Dividends 

As foreshadowed in the FY15 SCI, no dividend is forecast for FY15.  A dividend of $4.8m is forecast 
for FY16 and this will be confirmed during the business planning process and in the FY16 SCI. 

We note your expectations regarding the balance to be struck by the Board between dividends and 
reinvestment, 

 

Capital allocation 

We note your expectations regarding Board decisions for allocation of capital and will consult with 
Treasury as such strategic initiatives and opportunities arise. 

Capital injections 

We note your advice regarding the very high threshold for capital injections. Kordia does not anticipate 
new capital injections within the FY15/16 period.  Should our assessment of this position change we 
will engage with Treasury immediately. 

Early notification of any material change in Statement of Corporate Intent (SCI) forecast 

In contrast to this time last year, the Board is not forecasting that performance will be below SCI target 
levels.  Whilst there is some downside risk inherent in the business there are also upside opportunities 
and the Board is forecasting that the FY15 SCI targets will be met.  We will of course give early advice 
should this view change at any time. 

Update on post-investment reviews 

Kordia has complied with its post-investment review obligations and no post investment reviews are 
scheduled for this year.  We will continue to engage co-operatively with Treasury on post-investment 
reviews. 

Independent valuations 

We note your expectations that you will continue to make use of company valuations and we will 
continue to engage with Treasury on this topic.  We reiterate our previous comments to Treasury that 
the commercial valuations prepared for the SCI (per section 14(3) of the SOE Act) do not necessarily 
reflect a current market sale valuation of the Group or any of its businesses. 
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Kordia New Zealand 

Whilst we support the short-term strategic focus on KSA, the Board is also conscious that a longer-
term planning horizon is required for the New Zealand networks business.   

We have recently completed our annual Strategic Planning and have confirmed the 5-10 year strategy 
for the New Zealand business. 

We look forward to discussing these medium and longer term issues in the New Zealand business 
with your representatives during the 2015/16 business planning process. 

Despite these medium to longer term issues and threats, we continue to forecast solid growth in telco 
products, such as OnKor managed wide-area networks and related network services, in the planning 
period.  

 

Annexes 

We note the annexes provided, thank you. 

 

Engagement 

We look forward to further engagement with Treasury and with your office.  We are available to 
discuss any of the issues raised in this letter with you, Treasury advisers or your representatives at 
your convenience. 

Yours sincerely 

 
Lorraine Witten  
CHAIR 
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