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Commercial Sensitive 
 
 
Background 
 
Officials and Tranz Rail are currently in the process of negotiating a deal 
whereby the Crown would take back the rail network infrastructure, provide a 
short-term advance to enable Tranz Rail to address its liquidity position and 
provide a recapitalisation of the company. 
 
The Crown and Tranz Rail had agreed to enter into a dialogue to explore these 
issues on 6 May 2003 - before the Rail America take-over offer was made on 15 
May 2003. 
 
On 21 May, the company and its bankers approached the Crown advising that 
the short term advance was necessary as a solution to its liquidity position - the 
alternative being that the company would have to be put into receivership. 
 
Rail America withdrew its offer for Tranz Rail on 23 May 2003. 
 
The Shape of the Deal 
 
The broad shape of the deal being negotiated is as follows:  
 

• The Crown would provide a secured short-term advance to Tranz Rail on 
commercial terms of $35 million.  This would be necessary to address 
the company’s significant cash shortfalls over the next two months. 

 
• The Crown would take over the rail network and associated assets for no 

payment.  The bulk of the existing lease for rail land would be 
surrendered and there would be a payment to Tranz Rail reflecting the 
value of real estate rights returned to the Crown.  This would be in the 
order of $40 -$100m.  It is envisaged that New Zealand Railways 
Corporation would own and manage the track. 

 
• Tranz Rail would retain its existing rights for freight access on a “use it or 

lose it” basis. There would be provision for the existing non-Tranz Rail 
operators; for new operators where Tranz Rail fails to meet agreed 
service standards and levels; and for long distance passenger operators 
where there is no existing passenger service. 

 
• Network access charges would be established so as to recover as much 

as possible of network costs, while enabling Tranz Rail to return to long-
term viability.  This is likely to require the track company to recover less 
than its costs. 
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• The Crown would refurbish the network, on a basis agreed with Tranz 
Rail and as part of an investment programme involving both network 
improvement and new locomotives and rolling stock.  

 
• The Crown is prepared to recapitalise the company. The amount of 

capital to be subscribed, and price per share, would be determined on 
basis of assessment of company’s current financial state, and financial 
projections.  

 
 
Timing 
 
It is anticipated a binding but relatively high-level heads of agreement will be 
ready for the Minister of Finance’s signature by Friday 30 May.  An 
announcement can be made on that date which would outline the proposed 
deal. 
 
Once the Heads of agreement is signed, the deal will need to be approved by 
Tranz Rail’s shareholders at an EGM - expected to be held on 30 July.  
Between the signing of the heads of agreement and the EGM, further detail will 
need to be negotiated on both the infrastructure deal and the recapitalisation.  
Transfer of ownership is expected to occur on 30 September 2003. 
 
The negotiations are commercially sensitive and are being conducted by a 
small Crown negotiating team consisting of officials from Treasury, assisted by 
NZRC, the Minister of Finance’s office and external advisors.  The Ministry of 
Transport’s capability will be needed after the Heads of Agreement is signed. 
 
 
 
 
 
 
 
  
 
 
 
 
 
 
 

Treasury:528743v1  


