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6 September 2002 SH-8-4  

Treasury Report: National Rail - Update 

Executive Summary 

This report updates you on developments on the national rail project while you have been 
overseas.   
 
The paper also attaches a draft recommendation for tabling at Cabinet on Monday 9 
September 2002, should you wish to, providing a small group of Ministers with the power to 
act on national rail issues.  
 
Following a 15% decline in Tranz Rail’s share price during the week ended 30 August 2002, 
the share price has continued to decline as market rumours continue to circulate ahead of 
Tranz Rail’s financial year end result announcement on 12 September 2002.  The share 
price reached an all-time low of $1.30 during Wednesday’s session but has regained some of 
the lost ground and closed at $1.50 on Thursday 5 September 2002.  This still represents a 
further 14% decline on last week’s closing price. 
 
In addition, there has continued to be some speculation in the press regarding the 
Government’s interest in part or the entire rail network.  The major rail users group are 
amongst those publicly advocating this.  Both Tranz Rail and spokespeople for the 
Government have continued to downplay this prospect with both parties stating that they 
have not been in any negotiations on this matter.  
 
We have made progress on a number of other rail issues and we would like to discuss this 
detail with you as soon as is convenient.  We have developed our thinking, should you want 
to advance option 6, in several key areas including; 
 
• An assessment of the risks and benefits of sub-options;  

• A view on a possible reconfiguration end state that may achieve the Government’s 
national rail objectives; and 

• A work up of an indicative implementation timeframe including key tasks and decision 
points. 

We also propose to enter into preliminary discussions with First NZ Capital and our legal 
advisors over the next few days to flesh out some of the preparatory and timing issues in 
connection with “option 6”. 
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Recommended Action 

It is recommended that you: 
 
a note this report;  
 
b decide whether you wish to recommend at Cabinet on Monday 9 September 

delegating power to act to a small group of Ministers; and 
 
c discuss with us the progress that has been made on other rail issues as soon as is 

convenient. 
 
 
 
 
 
Mike James  
Deputy Secretary to the Treasury 
 
 
 
 
 
 
 
Hon Dr Michael Cullen 
Minister of Finance 
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Treasury Report: National Rail - Update 

Purpose of Report 

1. This report updates you on developments on the national rail project while you have 
been overseas.   

 
2. The paper also attaches a recommended draft Cabinet minute for tabling at Cabinet on 

Monday 9 September 2002, should you wish to, providing a small group of Ministers 
with the power to act on national rail issues.  

 
3. While you have been away we have also made progress on a number of other rail 

issues and we would like to discuss this detail with you as soon as is convenient. 

Analysis 

Update on the Company 

4. Following a 15% decline in Tranz Rail’s share price during the week ended 30 August 
2002, the share price has continued to decline as market rumours continue to circulate 
ahead of Tranz Rail’s financial year end result announcement on 12 September 2002.  
The share price reached an all-time low of $1.30 during Wednesday’s session but has 
regained some of the lost ground and closed at $1.50 on Thursday 5 September 2002.  
This still represents a further 14% decline on last week’s closing price. 

 
5. The rumours that contributed to the weakness in Tranz Rail’s share price last week 

have continued to circulate in the market this week.  Tranz Rail cited these rumours as 
a possible explanation for the 10.4% fall in its share price between 26 and 29 August 
2002 when it responded to the NZSE’s Market Surveillance Panel query on 30 August 
2002.  To summarise, the rumours currently in the market relate to whether: 

 
• Tranz Rail will be able to renegotiate its banking facilities, due to be renegotiated 

by 16 October 2002.   
 
• Standard & Poor’s will downgrade Tranz Rail from its current BBB status 

(expected on 17 September 2002), possibly causing, amongst other things, Tranz 
Rail to have to provide a letter of credit for the Stipulated Loss Value (around 
$115 million) in respect of its Aratere lease. 

 
• Tranz Rail is considering a rights issue to improve its capital structure.  Tranz Rail 

has confirmed that they are considering a rights issue but have not made a 
decision yet. 

 
6. Tranz Rail’s reason for delaying its full year result announcement until 12 September 

2002 (to the last day allowed under NZSE rules) adds weight to any or all of the 
rumours above. 

 
7. First NZ Capital has advised that it is not surprising that the share price continued to 

lose ground this week with these concerns amongst investors.  In the last day or so we 
understand that some parties may have shown interest in taking a “strategic” or 
“opportunistic” stake in Tranz Rail at these price levels.  However, First NZ Capital are 
of the view that it would be surprising if there was any substantial buying ahead of 
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Tranz Rail’s results announcement on Thursday 12 September 2002, which should 
provide more clarity on the extent of the problems facing Tranz Rail. 

 
8. The graph below summarises Tranz Rail’s share price performance since 1 August 

2002 based on end of day prices.   
 

 
TRANZ RAIL SHARE PRICE PERFORMANCE, 1 AUGUST 2002 TO 5 SEPTEMBER 2002 
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9. This activity can be set in the context of the last few months’ activity set out in the 

graph below. 
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10. In the event that the rumours above eventuate, there may be a small chance that the 
company approaches the Government for some kind of assistance.  We expect other 
sources of funding would be the company’s strong first preference.  We have no 
information other than that available to the market to assess the probability of such an 
approach or the form that such an approach may take.  While the company’s share 
price is facing substantial pressure, some market analysts continue to assess that the 
company’s underlying strategic direction is sound and that the profitability decline is 
short term. 

 
Power to Act 

11. You may wish Cabinet to agree that you and a small group of your colleagues be 
provided with power to act on national rail issues.  A draft recommended delegation is 
attached for tabling at Cabinet on Monday 9 September 2002, should you agree. 

 
12. In seeking this authority, discussions on option 6 would need to be treated very 

carefully so as not to disadvantage the Crown in any subsequent discussions.  The 
company is also particularly sensitive to speculation about its future at this time given 
the heightened market interest in rumour.    

 
Advisors 

13. To date, Treasury have appointed First NZ Capital for financial advisory services 
including analysis of the financial state of Tranz Rail and process related issues should 
Government want to proceed with a transaction.   

 
14. First NZ Capital is now eager to agree a new contract should a transaction be 

completed.  While there is the potential to save time by entering into discussions now 
there is difficulty, as the nature of the discussions will depend on the nature of any 
potential transaction. 

 
15. With a view to saving time, we propose to enter into preliminary discussions with First 

NZ Capital and our legal advisors over the next few days to flesh out some of the 
preparatory and timing issues. 

 
 

T2002/1182 : National Rail - Update   Page 6 
 



C-S 
 

 
 
 

ANNEX ONE 
 
POWER TO ACT SUGGESTED TALKING POINTS 
 
In February 2002, Government expressed a set of objectives for national rail policy 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. 
 
Prior to the election officials from the Treasury met with Tranz Rail on a number of occasions 
to discuss these objectives.   
 
Since the election, the company has been the subject of much market rumour including 
about its relationship with the Government.  The rumours currently in the market relate to 
whether: 
 
• Tranz Rail will be able to renegotiate its banking facilities, due to be renegotiated by 16 

October 2002.   
 
• Standard & Poor’s will downgrade Tranz Rail from its current BBB status (expected on 

17 September 2002). 
 
• Tranz Rail is considering a rights issue to improve its capital structure.   
 
Government is not privy to any further information beyond this market speculation. 
 
Government has a broad range of options available to it that might include ownership of the 
infrastructure.  As yet, Government has yet to re-engage with the company in the post 
election period.   
 
There will be a high degree of market interest in any discussions between the Government 
and the company – and any speculation about the details of these discussions could 
disadvantage what Government is trying to achieve in the long term.   
 
Given the discussions involve a listed company, there are clear rules about the handling of 
sensitive information under the Securities Act.  Given these factors some decisions may be 
need to be made outside of the Cabinet meeting timetable.  As a result, it is prudent that 
power to act on National Rail issues is delegated to the Prime Minister, Minister of Finance, 
Minister of Economic Development and Minister of Transport, who will take decisions in 
consultation with the Ad-hoc Ministerial Group on Rail Policy.  Advisers from the Offices of 
the Prime Minister, Minister of Finance, Minister of Transport and Treasury officials, will 
support this group.  Any decisions taken by this group would be reported back to Cabinet.  
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Commercial Sensitive 
 
CAB Min () / 
 
Additional Item National Rail Issues - Power to Act 
 

1 noted the oral briefing from the Minister of Finance on progress being made on the 
National Rail issues; 

 
2 noted that it might be necessary for further decisions relating to the achievement of 

the Government’s national rail policy objectives to be taken outside of the Cabinet 
meeting timeframe; 

 
3 agreed that the Power to Act to take such decisions be given to the Prime Minister, 

Minister of Finance, Minister of Economic Development, and Minister of Transport, 
who will take decisions in consultation with the Ad-hoc Ministerial Committee on Rail 
Policy; 

 
4 note that advisers from the Offices of the Prime Minister, Minister of Finance, Minister 

of Transport and Treasury officials, will support this group 
 

5 invited the Minister of Finance to report to Cabinet on any decisions taken under 
Power to Act. 

 
 
 
 
Secretary 
 

T2002/1182 : National Rail - Update   Page 8 
 


