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Tranz Rail’s profit downgrade earlier this week, and the consequential 22% fall in its 
share price, have further reduced investor confidence in the company and its ability 
to raise the significant new capital it needs to remain viable in the medium term.  
Certainly it will need new capital to undertake the level of investment in infrastructure 
and rolling stock envisaged by the Government in its Land Transport Strategy.   
 
This has significant implications for the Crown’s options, which to date have focused 
on acquiring the infrastructure with the Crown purchasing non-commercial services 
from an above-rail operator.  Without recapitalisation a rail operator could not 
satisfactorily meet the Crown’s objectives even with the Crown paying for non-
commercial services. Acquisition of the infrastructure from Tranz Rail at a realistic 
price will not provide the company with sufficient capital and so is of itself no longer a 
solution.   
 
The company raised $66m of capital from its shareholders through a rights issue last 
December and has undertaken a program of asset sales, which go some way 
towards meeting its capital requirements.  Realistically, now, the only plausible 
source of capital is the Crown (or potentially any third party which might want to enter 
into a consortium with the Crown.)   
 
The options discussed last month by the Ad-Hoc Ministerial Group on Rail Policy 
[T2003/375 refers] were:  
 

• Option A, Infrastructure Purchase from Tranz Rail 
• Option B, Crown Purchase of Company and Reconfiguration 
• Option C, Third Party Arrangement  

 
The table overleaf looks at a new Option whereby the Crown would recapitalise 
Tranz Rail and take a majority equity stake in the company.  It also reconsiders 
Options B and C based on an assumption that a significant capital injection would be 
needed to revitalise the company.  Option B contemplates the scenario where the 
Crown would be unable to find a buyer for the above rail operations – a scenario that 
has become increasingly likely. 
 
Conclusion 
 
Analysis of the options in the table overleaf suggests there is a choice between: 
 

1. seeking a majority stake in a recapitalised Tranz Rail, which would retain its 
commercial focus, and purchasing non-commercial services from it, or 

2. making a bid for 100% of Tranz Rail and turning it into a Crown-owned 
company with a hybrid of commercial and social objectives which the Crown 
could control. 

 
The Crown would have to recapitalise Tranz Rail under both choices but under the 
second would have to buy the company first.  We estimate that the cost of securing 
total Crown control under the second option would be $210m (the estimated cost of a 
takeover offer).  Under the recapitalisation option, majority ownership would give the 
Crown information on the company’s prospects and the option of making a 100% 
purchase would remain open. 
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Analysis of Options 
 
 Option A, Recapitalisation Option B, Crown Purchase Option C, Third Party Arrangement 
End Point • Crown owns a majority stake in Tranz Rail 

• Crown purchases non-commercial services 
from Tranz Rail  

• Crown buys 100% of Tranz Rail  
• Company is turned into a Crown-owned company 

(might resemble HNZC) until buyers of above rail 
services can be found. 

• Company has mixed commercial/policy 
objectives. 

• Crown owns infrastructure only and 
purchases non-commercial services from 
third party, above-rail operator.  (There are 
variations of this option.) 

Implementation / 
Description 

• Tranz Rail would agree to issue new shares 
to Crown 

• Crown would have majority ownership and 
majority of seats on board 

• Based on issue price of $0.75, a 
recapitalisation of around $160m would give 
Crown 50% of share capital.  The company 
would remain commercially focussed. 

• Non-commercial services would have to be 
purchased by the Crown transparently  

• There is scope for one or more third parties 
with relevant expertise of the Crown’s choice 
being an equity partner in such a 
recapitalisation. 

• Crown would make a bid under the Takeovers 
Code for 100% of the company’s shares. 

•  As described in previous advice, Crown would 
reconfigure and on-sell above rail operations with 
the intention of owning just the infrastructure.   

• There is a probability that in its present shape 
buyers would not be found so company should be 
capitalised in interim and operate as Crown-
owned Company. 

• As a Crown-owned company, the Crown would 
be able to influence its direction.  It would be 
unlikely to make a profit, which would reflect the 
delivery of its non-commercial objectives.   

• As described in previous advice, a third 
party buys Tranz Rail and the Crown would 
take over the infrastructure.  

• Crown would purchase non-commercial 
services from third party. 

• Third parties appear unlikely to do this 
without major commercial concessions 
from the Crown, if at all. 

 
 
 

Cost • The amount required for recapitalisation.  
• Ongoing annual payments for purchase of 

non-commercial services. 

• At an offer price of $1.00 it would cost 
approximately $210m to buy the company.   

• The cost of recapitalisation. (The same as in A). 
• One-off cost of $210m plus recapitalisation cost 

(compared with just recapitalisation cost under 
Option A) 

• Additional annual cost for provision of non-
commercial services. (Same as purchase cost 
under Option A) 

• Cost of company acquisition to third party 
would be similar to that of Option B 
(Approximately $210m based on a $1.00 
share price)  

• Third parties appear likely to want major 
concessions over infrastructure from 
Crown.   

• Ongoing annual payments for purchase of 
non-commercial services. 

 
Time • 5 months to renegotiate with Tranz Rail and 

secure shareholder agreement. 
• 5 months to purchase company. Indeterminate 

time to dispose of above rail assets.  
• 8 months to acquire company/ 

infrastructure. (Potentially longer because 
third party would control timing of takeover) 

Relationship to 
Government 
Objectives/ 
Other Issues 

• Cheapest option as under other options 
Crown would have to make a purchase in 
addition to recapitalising. 

• Minority owners will provide a commercial 
discipline 

• Majority ownership would give Crown 
information on company’s prospects 

• Option of making a 100% purchase remains 
open. 

• Compare to option A, for an extra $210m, Crown 
would have capacity to secure non-commercial 
objectives inside company structure. 

• A workable arrangement with a third party 
as set out above is becoming increasingly 
less likely to be achievable. 

• A recapitalisation of Tranz Rail whereby a 
third party joins the Crown in taking a stake 
may be a more viable option.  This will 
more closely resemble Option A.   




