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Action Sought 

 Action Sought Deadline 

Minister of Finance Forward the attached revised 
National Rail Options paper to the 
Ad-hoc Ministerial Group on Rail 
Policy for their noting. 

Forward the attached state of play 
note to any new members of the Ad-
hoc Ministerial Group on Rail Policy, 
should you agree. 

ASAP 

 

 

ASAP 

Contact for Telephone Discussion (if required) 

Name Position Telephone 1st Contact

Mike James Deputy Secretary to the 
Treasury, ALM 

4715 022 (wk) 475 7175 (res)  

Sarah Baddeley Senior Analyst 471 5200 (wk) 386 1620 (res)   
 
 
Enclosure: Yes
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20 August 2002 SH-8-4  

Treasury Report: National Rail Options Paper - Post Election Update 

Purpose of Report 

1. On 5 June 2002, Treasury gave you a National Rail Options Paper for referral to the 
Ad-hoc Ministerial Group on Rail Policy. 

 
2. Since this time, the paper has been updated with more recent analysis. The majority of 

the changes relate to the altered share price and financial position of the company. 
 
3. This report attaches a revised National Rail Options Paper for noting. 
 
4. This report also attaches a National Rail state-of-play note that you may wish to 

forward to any new members of the Ad-hoc Ministerial Group on Rail Policy. 
 
5. We are meeting with you at 9.30 am Thursday 22 August.  By then we will have further 

detail on option 6.  

Analysis 

6. Over the election period a number of developments have required the National Rail 
Options Paper to be updated.  These developments include: 

 
• A change in senior management, in particular the appointment of a new CFO, 

reflecting a slightly different perspective from the company.  The company 
appears to have a renewed sense of strategic direction and appears less 
motivated by its short-term financial position.   For example our impression is that 
the company may be less prepared to sell the track than it was previously 
although this may be a new negotiation position. 

 
• A significant decline in the company’s share price and market capitalisation.  

Tranz Rail is currently trading around $2.00 per share, with a corresponding 
market capitalisation of $240 million.  The share price reflects the market’s 
valuation of the company but has no direct impact on day-to-day financial 
operation of the company.  The steep fall in Tranz Rail’s share price does not 
necessarily imply that Tranz Rail’s long-term viability is substantially different than 
it was two years ago. 

 
7. Neither of these developments have had a fundamental impact on the options available 

to Ministers as set out in the 5 June paper.  
 
8. We understand from your office that you want some more advice on the company 

purchase option (option 6).  We have given consideration to some sub-options around 
how this can best be achieved.  We have also asked First New Zealand Capital to 
provide some advice on this and would welcome the opportunity to discuss this with 
you when we meet on Thursday at 9.30am. 
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Recommended Action 

9. It is recommended that you: 
 
a note that the National Rail Options Paper of 5 June 2002 has been updated and is 

attached; 
 
b sign the attached revised National Rail Options Paper;  
 
c refer the revised National Rail Options Paper to the Ad-hoc Ministerial Group on Rail 

Policy; and 
 
d refer the attached state of play note to any new members of the Ad-hoc Ministerial 

Group on Rail Policy. 
 
 
 
 
 
 
Mike James  
Deputy Secretary to the Treasury 
 
 
 
 
 
 
 
Hon Dr Michael Cullen 
Minister of Finance 
 



Commercial Secret 
 

 

T2002/1089: National Rail Options Paper - Post Election Update 

National Rail Issues 
State of Play – 19 August, 2002  

 
In February 2002, Government expressed a set of objectives for national rail policy (set out in 
CAB Min (02) 6/4 attached) that when distilled include: 
 
• An ability to set decisions about the rail network in the context of a wider land transport 

strategy; 
 
• A desire to retain the integrity of the national rail network, including the option to protect 

specific rail services; 
 
• An ability for alternative train operators to operate on the rail network; and 
 
• A requirement to get value for money in achieving its national rail policy objectives. 
 
Some of these objectives can be achieved under the existing ownership structure.  
Government has expressed a preference to achieve its objectives through ownership of the 
infrastructure.   
  
Prior to the election officials from the Treasury met with Tranz Rail on a number of 
occasions.  There is no information to suggest that Tranz Rail is in financial distress or that 
an Air New Zealand type rescue package is required.  Discussions with the company have 
focused on how the company can co-operate with the Government to achieve its policy 
objectives for the land transport system. 
 
Tranz Rail consistently argues that the road/rail pricing disparity is having a negative effect 
on the rail business and the company’s ability to compete with road.  Even with pricing 
weighted more toward rail, the nature of New Zealand’s landscape and disaggregated freight 
market mean it is likely that rail will only be financially sustainable on the main trunk and 
major commodity hauls (e.g. forest products, coal, steel and dairy products).   
 
Major users of the rail system have expressed some dissatisfaction with the current services 
provided by Tranz Rail.  Most of these concerns have been over the price and quality of 
services including availability of rolling stock.  Tranz Rail is currently in the middle of contract 
negotiations with the majority of these major users. 
 
In this environment, achieving the Government’s rail policy objectives will be difficult.  
Ownership of the network, of itself, will not necessarily make it more likely that operators 
deliver the Government’s preferred level of services.   
 
The introduction of alternative rail operators is likely to put extra pressure on the profitability 
of Tranz Rail’s most profitable routes and services, thereby reducing its ability to continue to 
operate unprofitable lines or services.   
 
To meet the Government’s policy objectives, including reducing the burden of roading 
expenditure, it is likely that there would need to be ongoing financial assistance to rail.  
Whichever long-term option is chosen, Government is likely to need to contract with the rail 
operator to provide specific services. 
 
Treasury officials have prepared an options paper on how to progress these issues. 


