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What risk does the ground lease portfolio expose the Council to?

Financial risk

The nature of WCC’s ground leases being largely based on 21-year perpetually 
renewable terms opens up multiple financial risks. The infrequency of rent reviews 
means short-term appreciations in land value aren’t encapsulated, and cash flows are 
inhibited until the next review.

There is plenty of uncertainty that exists around the future of the property market. 
Higher interest rates are likely to have a negative impact on land values, and the 
RBNZ expects the OCR to remain stable at its current elevated level well into 2024.

Further risk exists in the forecasted demand for office space in the CBD on account of 
employee preference to work from home, compounded by the growing insurance 
premiums exhibited in Wellington. 

There is also the opportunity cost that exists on account of the recycling of capital into 
assets that offer a greater financial return.

Legislative and regulatory risk

Revenue growth remains stagnant due to the length of lease terms and is only 
influenced by inflation. The Council are constrained in their ability to influence or 
change the terms of future leases on account of the Wellington City Leasing Act 1904.

Despite WCC indicating its appetite to review investments in the portfolio, any 
opportunities to develop or redevelop sites are governed by legislative policies such 
as the District Plan. There may also be the right of first refusal in some instances.

Natural hazard and environmental risk

WCC’s high concentration of ground leases exposes them to significant and 
worsening natural hazard risk. Events such as an earthquake or flooding due to rising 
sea levels carry the potential for significant damage to these assets. Full recoverability 
of assets may not be possible due to a lack of insurance cover. Ground leases

Issues with ground leases
Long-term lease structures and infrequent rent reviews limit the control that the Council is able to exercise over its portfolio of ground 
leases. Although this structure prevents against significant downside loss in asset value, the undiversified nature of the Council’s 
investment assets leaves the Council exposed to a number of risks. 

contribute a small amount to the Council’s asset value insured. However, the greatest 
loss to the Council would come from the loss of income from lessees if the buildings 
on ground leases are damaged in an event.

Wellington as a City is facing increasing insurance premiums on account of its seismic 
risk, which are expected to drive down annual returns. The release of the NSHM has 
further worsened the PML of Council assets. WCC is facing issues over their current 
insurance cover (including self-insurance) being insufficient to cover the damages 
incurred by a large environmental event. 

What are the drawbacks of the current leasing framework?

Some of WCC’s ground lease assets generate sub-par returns relative to their capital 
value or potential development value. The return of the portfolio of 4% per annum is 
stable, but the Council misses out on potential income on account of the majority of 
market rent reviews only occurring upon the renewal of the lease.

Long-term lease structures, such as WCC’s 21-year perpetually renewable terms, 
restrict the ability to align rent rates with market levels when land values increase in 
the short term. This is complicated when considering that market rates are not 
guaranteed to increase moving forward. As the bulk of WCC’s leases do not have a 
ratchet provision, there is no protection against potential rent reductions in future 
review cycles.

 
 
 

 
 

Some current lessees have the first right of refusal on their lease. Ground leases 
provide tenants with a more affordable way for them to own their premises in 
comparison to freehold. However, infrequent rent reviews usually result in ballooning 
lease payments, meaning tensions between lessor and lessee can occur. 

Source: WCC Draft Ground Lease Portfolio Review (2021)

Appendix four - Ground Lease Analysis
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WIAL Financial overview – Financial performance

Financial performance 

— The table opposite summarise WIAL historical financial performance 
for the last five years.

— The majority of WIAL’s revenue is generated from aircraft movement 
and terminal charges, making up over 50% of total revenue for each of 
the last five financial years. The exception being FY21 (49%) where 
WIAL suffered a 53% reduction in revenue as a result of the COVID-19 
pandemic. 

— WIAL’s other revenue streams include retail concession fees, hotels 
and other trading activities (34% of FY23 total revenue) and property 
rent and lease income (11% of FY23 total revenue).

— Employee remuneration and benefits ($15.3m) is WIAL largest 
expense comprising ~ 30% of total expenses. Amongst operating 
expenses, the most significant are rates and insurance ($11m), 
cleaning and energy ($3.2) and repairs and maintenance ($2.4).

— Post-pandemic, EBITDAF has grown in line with the recovery in 
passenger numbers, up 58% to $89.6m in FY23. 

— Based on forecasts sourced from Standard & Poors, earnings are 
expected to reach FY20 levels in the next year (FY24) with S&P’s debt 
rating for WIAL forecasting EBITDA of $95-$105m. 

WIAL statement of financial performance 
NZ$m
31 march year end FY19 FY20 FY21 FY22 FY23
Revenue
Aircraft movement and terminal charges 81.5       ¹ 80.8         34.0         54 3         77.3         
Retail and trading activities 43.5       ¹ 52.1         22.1         27.4         46.8         
Property rent and lease income 12.9       ¹ 13.5         12.7         13 8         15.7         
Total revenue 137.9     ¹ 146.4       68.8         95 6         139.8       148.1                ²
EBITDAF 101.4     ¹ 103.2       36.0         56 8         89.6         100.0                ²

Key Metrics
Revenue growth % 7% 6% (53)% 39% 46% 6%
EBITDAF growth % 6% 2% (65)% 58% 58% 12%
EBIT% 8% (4)% (91)% 281% 129%
EBITDAF % 74% 70% 52% 59% 64%
Source [1]: Historical figures are from WIAL annual reports 
Source [2]:Midpoint forecast EBITDA range ($95m - $105m) from S&P Global Ratings Research WIAL dated 16 October 2022 
Note: EBITDAF refers to earnings before interest, tax, depreciation, amortisation, change in fair value of financial instruments, impairments, 
gain/(loss) on sale of assets and subvention payment on sale of assets and subvention payment

FY24 Forecast

Appendix seven – WIAL Indicative Value Range — Historical financial performance and position
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Financial overview – Historical financial position

Historical financial position 

— The table opposite summarises WIAL historical statement of financial 
position over the last five years.

— Property, plant and equipment (“PP&E”) has increased in each of the 
last five years. Pre-pandemic this was largely due to high capital 
expenditure of $72m and $81m in FY19 and FY20. However post-
pandemic, as large amounts of capex has been deferred and capital 
expenditure has decreased substantially ($13m in FY22 and $42m in 
FY23), the increases in PP&E mostly reflect positive movements in 
asset revaluation.

WIAL historical statement of financial position 
NZ$m
31 march year end FY19 FY20 FY21 FY22 FY23
Current assets
Cash and cash equivalents 20.3       15 6       30.8       27.3       112.7     
Short-term deposits -         -         50.0       15.0       -         
Short-term investments -         -         -         -         14.1       
Receivables 17.9       14.1       10.0       6.8         13.9       
Prepayments and sundry receivables 5.8         5.4         5.6         6.9         7.5         
Current tax asset -         -         0.5         - -         
Total current assets 43.9       35 0       96.8       56.0       148.2     

Non current assets
Property, plant and equipment 1,127.0  1,206.4  1,292.9  1,359.1  1,502.8  
Investment properties 86.6       92.1       97.0       108.1     132.2     
Sundry receivables -         -         - 5.9         8.7         
Derivative financial instruments (non-current asset) 2.9         38.4       9.0         1.6         8.9         
Total non current assets 1,216.6  1,336 9  1,398.9  1,474.7  1,652.6  
Total assets 1,260.5  1,372 0  1,495.7  1,530.7  1,800.7  

Current liabilities
Trade and other payables 2.0         1 6         1.4         2.6         3.0         
Current tax payable 17.5       15.1       - 0.4         8.0         
Accruals and other liabilities 16.4       13 6       10.2       11.4       15.3       
Accrued employee benefits 4.0         3 8         1.1         3.3         3.8         
Derivative financial instruments (current liability) -         -         0.3         -         -         
Loans and borrowings (current liability) 75.0       55.0       105.0     -         75.0       
Current liabilities 115.0     89.2       118.0     17.6       105.1     

Non current liabilities
Deferred taxation 125.9     97.9       101.9     128.1     137.7     
Lease liabilities (non-current) - 10.7       10.5       10.3       33.9       
Derivative financial instruments (non-current liability) 10.9       17.4       12.2       2.4         -         
Other Liabilities -         -         -         -         21.0       
Loans and borrowings (non-current liability) 405.1     515 9     580.7     621.7     625.4     
Total Non current liabilities 541.9     641 8     705.3     762.5     818.0     
Attributable to shareholders 603.7     640 9     672.5     750.6     877.6     
Total equity 603.7     640.9     672.5     750.6     877.6     
Total equity and liabilities 1,260.5  1,372.0  1,495.7  1,530.7  1,800.7  

Net debt 470.8     572 6     617.4     581.8     573.6     
Leases - 10.7       10.5       10.3       33.9       
Source: WIAL Annual Reports

Appendix seven – WIAL Indicative Value Range — Historical financial performance and position
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Information provided 

— WIAL annual and half-yearly reports 2019-2023

— Infratil annual and half-yearly reports 2019-2023

— Wellington monthly air traffic reports 2019-2023

— Auckland monthly air traffic reports 2019-2023

— Standard & Poors Global Ratings Research Wellington International Airport 
Limited, dated 16 October 2022

Sources of information
Appendix seven – WIAL Indicative Value Range — Valuation exhibits
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Inherent Limitations

This report has been prepared and is delivered by KPMG, a New Zealand partnership 
(KPMG, we, us, our) subject to the agreed written terms of KPMG’s Consultancy 
Services Order with Wellington City Council (Client, you) dated 27 January 2023 and 
CSO variation dated 7 June 2023 (Engagement Contract).

Unless stated otherwise in the Engagement Contract, this report is not to be shared 
with third parties without KPMG’s prior written consent. However, we are aware that 
you may wish to disclose to Councillors elements of any report we provide to you 
under the terms of this engagement. In this event, we will not require Councillors to 
sign any separate waivers.

The services provided under our Engagement Contract (Services) have not been 
undertaken in accordance with any auditing, review or assurance standards. The term 
“Audit/Review” used in this report does not relate to an Audit/Review as defined under 
professional assurance standards.

The information presented in this report is based on that made available to us in the 
course of our work/publicly available information/information provided by Wellington 
City Council Management. We have indicated within this report the sources of the 
information provided. Unless otherwise stated in this report, we have relied upon the 
truth, accuracy and completeness of any information provided or made available to us 
in connection with the Services without independently verifying it. Nothing in this report 
constitutes legal advice or legal due diligence and you should not act upon any such 
information without seeking independent legal advice. 

No warranty of completeness, accuracy or reliability is given in relation to the 
statements and representations made by, and the information and documentation 
provided by, Wellington City Council management and personnel consulted as part of 
the process.

In relation to any prospective financial information/forecasts/projections included in the 
report, we do not make any statement as to whether any forecasts or projections will 
be achieved, or whether the assumptions and data underlying any such prospective 
financial information/forecasts/projections are accurate, complete or reasonable. We 

do not warrant or guarantee the achievement of any such forecasts or projections. 
There will usually be differences between forecast or projected and actual results, 
because events and circumstances frequently do not occur as expected or predicted, 
and those differences may be material.

This report was based on information available at the time it was prepared. KPMG is 
under no obligation in any circumstance to update this report, in either oral or written 
form, for events occurring after the report has been issued in final form. 

Third Party Reliance

This report is solely for the purpose set out in the Consultancy Services Order dated 
27 January 2023 and for Client’s information, and is not to be used for any other 
purpose or copied, distributed or quoted whether in whole or in part to any other party 
without KPMG’s prior written consent. 

Other than our responsibility to Client, none of KPMG, any entities directly or indirectly 
controlled by KPMG, or any of their respective members or employees assume any 
responsibility, or liability of any kind, to any third party in connection with the provision 
of this report. Accordingly, any third party choosing to rely on this report does so at 
their own risk.

Additionally, we reserve the right but not the obligation to update our report or to revise 
the information contained therein because of events and transactions occurring 
subsequent to the date of this report. 

Disclaimers
Appendix eight – Other






