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Executive Summary 

1. Air New Zealand (Air NZ) has approached the Government seeking regulatory approvals to 
facilitate Singapore Airlines (SIA) taking an increased shareholding in Air NZ.  This 
request arises from Air NZ’s need to recapitalise its balance sheet (which has been 
independently confirmed).  Given that Air NZ needs to present a credible recovery plan to 
the market as part of its 4 September 2001 profit announcement, considerable urgency 
needs to be accorded to Air NZ’s request.   

 
2. While the proposal put forward by the Air NZ board for SIA to take a 49% stake has merit, 

it also carries considerable risks.  Senior Ministers have determined that these risks are 
unacceptable at this time. 

 
3. After canvassing a range of other options, we have identified two recapitalisation options 

which warrant further development: 

• a joint recapitalisation option, with SIA taking a 35% shareholding, the Crown 10%, 
and Air NZ’s ‘A’ and ‘B’ shares being merged; 

• the Qantas proposal, with Air NZ selling Ansett Australia (Ansett) to SIA, and Qantas 
purchasing SIA’s 25% shareholding in Air NZ.   

 
SIA-Crown Joint Recapitalisation 

4. The SIA–Crown joint recapitalisation option carries the following benefits, costs and risks: 

Benefits 

• an opportunity to secure a stronger position within the STAR Alliance with the support 
of a strong equity partner with a complementary business that provides consequent 
growth in traffic feed and revenues; 

• promotion of New Zealand consumer welfare through the maintenance of ongoing 
competitive tension between Qantas and the Air NZ Group in New Zealand’s domestic 
market and trans-Tasman markets, and ongoing competition between the STAR and 
OneWorld alliances in the region; 

Costs/ Risks 

• high commercial risk associated with the turn-around of Ansett Australia; 

• an estimated up-front Crown capital cost (requiring appropriation) of $186 million, and 
ongoing Crown exposure to further capital raising requirements of up to $160 million 
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per annum over the next five years; this risk could be mitigated by having a clear exit 
strategy;   

• possible increase in capital required by Air NZ due to weaker “certification” effect 
provided to the market with a lower SIA shareholding leading to lower price for the 
rights issue as well as lower strike price for the new equity issue. 

 
Qantas Proposal 

5. The Qantas proposal carries the following benefits, costs and risks:   

Benefits 

• De-gearing of Air NZ’s balance sheet (debt reduction);   

• shifts the commercial risk of the Ansett turn-around from Air NZ to SIA; 

Costs/ Risks 

• the potential for consumer welfare losses arising from the dominance of the Air NZ-
Qantas partnership in the New Zealand domestic, trans-Tasman, and trans-Pacific 
markets, as well as from the exit of Air NZ from the STAR Alliance; 

• Air NZ will join the weaker OneWorld alliance, with an equity partner which competes 
on many of Air NZ’s routes and that is currently OneWorld’s regional representative – 
Air NZ is at risk of being marginalized over time; 

• significant barriers to implementation, including uncertainty over whether SIA will 
agree to sell its Air NZ shares to Qantas.   

 
Next Steps 

6. It is proposed that Cabinet: 

(a) establish an ad-hoc Ministerial Group comprising the Minister of Finance (lead), 
Minister of Transport, Prime Minister, and the Deputy Prime Minister, with delegated 
authority to approve an agreement with affected parties by 4 September 2001 on a 
recapitalisation plan for Air NZ; 

(b) invite the ad hoc Ministerial Group to oversee a negotiation process which would 
preserve both the SIA-Crown joint recapitalisation option, and the Qantas proposal;  

(c) approve changes to appropriations to enable the contracting of the necessary skills on to 
the Crown’s negotiating team.   

 
Introduction 

7. This paper is presented in two parts: 

• Part I (paragraphs 8 to 36) presents an assessment of options that could be available to 
Air NZ and the Government to address the airline’s current financial problems.   

 
• Part II (paragraphs 37 to 54) discusses the key issues, milestones and risks that arise 

with the implementation of the two feasible options, including the negotiation of 
measures to protect bilateral air traffic rights, achieve national benefits, and secure 
regulatory and other approvals. 
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PART 1: ASSESSMENT OF OPTIONS 
 
Criteria to Assess Options  
 
8. For an option to be feasible, it must:   

• meet Air NZ’s immediate new capital requirement of $850 million OR lead to the 
removal of the Ansett capital investment burden while leaving Air NZ commercially 
viable; and 

• generate net national benefits, including the continued protection of bilateral air traffic 
rights, the generation of increased air traffic flows for New Zealand, and the promotion 
of consumer welfare; and 

• be able to secure the agreement of major parties and regulatory authorities to enable Air 
NZ to present a credible strategic plan to the equity markets on 4 September 2001 when 
it announces its financial results for 2001. 

 
9. It is important to note that Air NZ needs a credible recovery plan that can be presented as 

part of its 4 September 2001 profit announcement for 2001.    
 
Air NZ’s Proposal to Government  
 
10. The Government has received a proposal from Air NZ which seeks regulatory approvals to 

permit SIA to increase its equity stake in Air NZ to 49%, along with a merger of the ‘A’ and 
‘B’ share structure (‘A’ shares are available only to New Zealand domestic investors and 
‘B’ shares for foreign investors and New Zealand investors).  While this proposal has merit, 
it also carries considerable risks.  Senior Ministers have agreed these risks are unacceptable 
at this time.  We have therefore decided not to pursue this option at this time and it is not 
addressed any further in this paper. 

 
Other Options Considered but Rejected 
 
11. We also considered the options of:  

• allowing SIA to increase its shareholding in Air NZ to 35%, together with a partial sale 
of Ansett (80% to SIA); and 

• Air NZ selling 100% of Ansett to SIA, and SIA retaining its 25% shareholding in Air 
NZ. 

 
12. We have concluded that neither option is desirable, as Air NZ would neither be well 

positioned within a strategic alliance or in control of Ansett, and therefore not in a strong 
position to secure traffic feed (see summary of aviation issues below).  We also understand 
that the Air NZ Board would be unlikely to be interested in partial ownership of Ansett.   

 
Summary of Aviation Issues 
 
13. The Treasury and Ministry of Transport contracted independent aviation expertise (PA 

Consulting from the United States) to assess the merits of Air NZ’s argument that it needs 
to own Ansett in order to capture benefits of cost savings through integration, revenue 
benefits and, most importantly, guaranteed traffic feed for Air NZ.   
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14. PA Consulting is of the view that Air NZ needs to own Ansett, primarily to secure feeder 
traffic benefits for Air NZ.  Relying on traffic feed through co-operation agreements under 
the STAR Alliance will not produce sufficient certainty of traffic flow for Air NZ because 
the airline is not large enough to give it the leverage it needs to acquire the full range of 
STAR benefits.  The consultants estimate STAR benefits in the order of $    million per 
annum are potentially available, of which Air NZ is currently extracting around only $   
million per annum.  Ownership of Ansett provides Air NZ with guaranteed feeder traffic 
benefits from the high proportion of tourists that visit both Australia and New Zealand in 
the same visit. 

 
15. PA Consulting is of the view that Air NZ needs a strong equity partner that will assist it to 

reach into the STAR Alliance to capture a larger share of alliance benefits.  For this reason, 
the consultants consider SIA to be a valuable equity partner for Air NZ.  In their view, 
STAR Alliance membership provides Air NZ with two key advantages – the position as the 
regional carrier in the Alliance (as Qantas is in the OneWorld alliance) and the relative 
strength of the STAR Alliance over OneWorld (the STAR Alliance is considered more 
stable than OneWorld as well as having a wider network). 

 
16. If Air NZ was to become part of OneWorld, as part of a Qantas grouping, PA Consulting 

believes that Air NZ is likely to become marginalised over time largely because Qantas is 
the regional representative for that Alliance.  Qantas would, in the view of the consultants, 
have no incentive to give up any of its OneWorld benefits to Air NZ (ie by using its 
leverage within that Alliance to extract benefits for Air NZ).  Air NZ would, in time, 
become a regional feeder to Qantas and the wider alliance members.  

 
17. PA Consulting considers that without Ansett, Air NZ’s viability would diminish over time.  

The global aviation market is characterised by strategic airline alliances that are designed to 
exploit regional feeders and are highly effective at diverting high yield traffic away from 
them (through tools such as loyalty programmes, scheduling, and predatory pricing, etc).  
Air NZ may find itself expelled from STAR if its size reduces.  Even if Air NZ remained 
within the STAR alliance, it would find it next to impossible to lever any significant 
benefits from alliance membership.  It would find itself exposed to competition from its two 
strong regional competitors – Qantas and SIA (Ansett) probably on its more profitable 
routes (ie                      ).  Air NZ may find it has little financial flexibility to match the 
power of its two larger competitors and, if this were the case, would find itself relegated 
over time to the New Zealand domestic, the trans-Tasman and Pacific Islands markets. 

 
18. The turnaround case for Ansett is risky.  It is dependent on market conditions improving (eg 

fuel prices and exchange rates) and competition in the Australian domestic market abating.  
Air NZ considers Ansett’s recovery is dependent on the removal of Virgin Blue from that 
market and is currently in negotiations for its acquisition.  The greatest strength Air NZ may 
have is its seasoned senior management team that has had previous experience with airline 
turnarounds.  

 
Feasible Options 
 
19. Ministers have identified two options that warrant further consideration:   

Option 1:   Recapitalisation of Air NZ by SIA (35%) and the Crown (10%), along 
with the merger of the ‘A’ and ‘B’ share structure 

Option 2:   Sale of Ansett to SIA, Qantas purchase of the SIA 25% shareholding, and 
possible purchase by Qantas of the 30% Brierley (BIL) holding, to be placed 
in a New Zealand-based Trust. 
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20. These options are discussed in turn.   
 
Option 1: Re-capitalisation of Air NZ by SIA (35%) and the Crown (10%) 
 
21. Some of the risks associated with the Air NZ proposal can be mitigated by modifying the 

proposal to accommodate a lower level of SIA shareholding.  We recommend that this be 
set at 35%, which represents the maximum total foreign airline shareholding in Air NZ 
permitted under current policy settings.  This option would, however, require the merging of 
the ‘A’ and ‘B’ shares and removal of underlying foreign ownership limits (though a limit 
for a single foreign airline would still be desirable).  It would be desirable for the Crown’s 
equity stake to be accompanied by a clear exit strategy (discussed further below).  

 
The Case for Crown Funding 

 
22. With SIA increasing its equity stake to 35%, Air NZ will not be able to raise sufficient 

equity from the New Zealand domestic market to meet its $850 million minimum equity 
threshold.  At 35%, domestic equity funding of around $300 million would be required.  
Independent investment advisors consider the New Zealand domestic market would 
provide, at most, $200 million (with this being dependent upon Air NZ presenting a credible 
strategic plan and no further adverse events occurring in the interim). 

 
23. Given these equity raising constraints, it is proposed that the Crown takes a 10% “bridging 

finance” holding in Air NZ, with an estimated cost of $136 million (based on a strike rate of 
$1.31 per share).  A further equity injection would be sought from all shareholders (via a 
rights issue) that would cost the Crown a further $50 million (based on a 1 for 2.1 ratio), 
bringing the total Crown contribution to $186 million.   Further, if the Crown was required 
to meet its share of future capital investment requirements, currently estimated at up to $8 
billion over the next five years, then in a worst case scenario the cost could be up to $160 
million per annum.  The Crown will require an appropriation for the purchase of a capital 
asset to execute this transaction. 

 
Impact on the Government’s Capital Spending Provisions 
 
24. Any decision to invest in Air NZ would impact on the Government’s capital spending 

provisions.  The capital provision is currently $685 million for the remainder of the current 
Parliamentary term (indicatively allocated as $315 million in 2001/02 and $370 million in 
2002/03).  This provision is effectively already committed to existing capital spending 
priorities – primarily school property, hospitals and defence. The provision also includes an 
allowance for the Auckland TranzRail deal.  The first-best option would be for Ministers to 
consider how these priorities could be scaled back to accommodate an Air NZ investment 
within the existing capital provision. The nature of the existing priorities, however, means 
there is little scope to significantly scale them back.   

 
25. Any increase in the capital provision would increase nominal debt.  An issue Ministers need 

to consider in evaluating this option is the impact it would have on progress towards 
achieving the Government’s fiscal objectives, particularly the debt targets (as a percentage 
of GDP). Progress towards these objectives was already tight at the time of the Budget.  
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Benefits 

 
26. The key benefits that may be achieved from a deepening of the SIA-Air NZ partnership are: 

• the opportunity for Air NZ to secure a stronger position within the STAR alliance under 
the sponsorship of an influential and complementary partner, with consequent benefits 
in terms of increased traffic flow, as well  as access to a wide range of destinations 
through SIA’s and the wider alliance’s network; 

• Air NZ can build its Australasian traffic feed through its retention of Ansett; 

• as part of its growth strategy, Air NZ plans to expand its capacity on domestic main 
trunk routes, the trans-Tasman routes, and its services into Asia and the western 
seaboard of the USA;  

• the facilitation of Air NZ’s access to capital markets, as SIA has a very strong balance 
sheet to support future equity raising – SIA’s  role as Air NZ’s cornerstone shareholder 
is also likely have a “certification effect” with equity markets.   

 
Costs/ Risks 

 
27. The key costs/ risks of this option are that: 

• Crown exposure to significant commercial business risk, such as high fuel prices, 
exchange rate risks, and the risks attached to the Ansett turn-around strategy (eg, 
uncertainty over Air NZ’s acquisition of Virgin Blue, which is a central plank of this 
strategy); 

• the potential requirement for the Crown to participate in future equity raising, to finance 
the capital expenditure programme currently estimated at up to $8 billion over the next 
five years.  While Air NZ would be expected to finance these requirements by a 
combination of debt and positive cashflows, it would inevitably turn to shareholders for 
some part of these requirements (and more if operating profitability was lower than 
expected).  At worst, if the Crown was required to meet its share of the total $8 billion, 
the cost would be around $160 million per annum; 

• possible increase in capital required by Air NZ (currently $850 million) due to lower 
“certification” effect provided to the market with a lower SIA shareholding leading to 
lower price for the rights issue as well as lower strike price for the new equity issue.  
This would require SIA and the Crown to provide a greater equity and rights’ 
contribution; 

• the opportunity cost of capital to the Crown; there may be other investments the Crown 
could make that would have higher rates of return (eg schools, hospitals); 

• the precedent effect that could arise if the Crown is seen to be bailing out a commercial, 
privately-owned business; and 

• governance risks that arise for Air NZ given the Crown (through its Board appointment) 
is likely to have less appetite for risk than other commercial shareholders. 

 
Right of First Refusal for Crown’s Shares 

 
28. There may be some reluctance from SIA to accept this proposal, given it provides 

substantially less shareholding than SIA sought from its proposal.  It may be desirable for 
the Crown to offer SIA a ‘right of first refusal’ (ie an option to purchase) over the Crown’s 
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equity stake.  This option would be exercisable by SIA if, and only if, it could demonstrate 
to the satisfaction of the Kiwi Shareholder that taking up the additional shares would be in 
New Zealand’s national interest, including demonstration that New Zealand’s bilateral air 
traffic rights would not be at risk.  The option would be exercisable within a limited period 
of time and, if not exercised by that time, it would be relinquished and the Crown would be 
free to manage the equity stake as it wished. 

 
29. It would also mitigate the Crown’s exposure to ongoing business risk. 
 
Option 2: Sale of Ansett to SIA, Qantas purchase of the SIA 25% shareholding 
 
30. Qantas has proposed that it purchase both SIA’s current 25% shareholding in Air NZ and 

possibly BIL’s 30% holding of domestic ‘A’ shares to be held in a New Zealand-based 
trust.  This would require Air NZ to divest Ansett to SIA.  We understand the Qantas 
proposal initially rated highly with Air NZ, but concerns were held as to whether it could be 
implemented due to its impacts on competition and its dependency on SIA selling its 25% 
shareholding in Air NZ to Qantas. 

 
Benefits 

 
31. The benefits that may be achieved from a Qantas-Air NZ partnership are: 

• the divestment of Ansett would de-gear Air NZ’s balance sheet (ie reduce debt 
financing through receipt of capital proceeds for Ansett) and remove from Air NZ the 
capital investment burden of replacing and maintaining the ageing Ansett fleet;   

• it shifts the commercial risks of the Ansett turn-around to SIA, and allows Air NZ to 
focus on its core New Zealand-based business;   

• the rationalisation of some Qantas services to allow Air NZ to dominate domestic and  
trans-Tasman services, and the possible expansion of other international routes; 

• there is no need for Ministers to authorise changes to the Air NZ Constitution.   
 

Costs/ Risks 
 
32. The key costs/ risks of this option are: 

• significant implementation barriers (see Annex One for further details), including the 
need to secure SIA’s consent to sell its 25% stake in Air NZ;  

• a high risk of marginalisation of Air NZ within the OneWorld alliance, with Air NZ’s 
yields on long haul international routes being eroded over time by other alliance 
partners (including Qantas); 

• transition costs and disruption as Air NZ exits the STAR alliance and divests Ansett –   
 

• loss of valuable commercial relationships with Lufthansa and United Airlines, which 
could not quickly or easily be replaced by relationships with OneWorld airlines – the 
loss of the relationship with United Airlines would be particularly costly given that this 
has recently been granted anti-trust immunity.  Air NZ is likely to take considerable 
time to secure an anti-trust deal covering its relationship with American Airlines (which 
is the USA-based OneWorld partner);   
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• there is a risk that the sale of Ansett, in the absence of either time to negotiate or 
competitive tension, could lead to a low price that leaves Air NZ with little relief from 
its current debt burden. 

 
National Interest Assessment 
 
33. When considering what Air NZ-related issues are in the national interest, we focused on 

those that accrue to the residents of New Zealand as distinct from the shareholders of Air 
NZ.  The relevance of these issues also needs to be considered against a counter-factual – 
what would be delivered to the national interest under the next best case.  Against this 
backdrop, we concluded the following to be in the national interest: 

 

• economic benefits derived from tourism traffic flows, to the extent that they would 
not be delivered by another carrier if Air NZ was no longer viable, or to the extent they 
would not be delivered by a smaller Air NZ that no longer had the benefit of Ansett 
ownership.   

• consumer welfare derived from competition on domestic and international routes.  

• protection of New Zealand’s bilateral air traffic rights. 

• presence of a viable national flag carrier for New Zealand - carrier identity plays a 
major role in travellers’ destination selection and tourism expenditure.  Risks to the 
viability of the national carrier may impact on decisions to locate manufacturing and 
services in New Zealand, as these decisions are influenced by access to direct, frequent 
and reasonable quality air services. 

• other spillover benefits, such as the inflow of knowledge, skills, and new technology. 
 
34. We set out a comparison of the national interest benefits and detriments of each proposal. 
 

National 
Interest Issue 

SIA/ Crown Proposal Qantas Proposal 

Tourism & 
Business Traffic 
Flows into/out of 
NZ 

• There is an opportunity for Air NZ to 
generate substantial growth in traffic 
to/from NZ through: 
− the opportunity that is created to 

reposition Air NZ within the 
STAR Alliance in order to better 
capture traffic feed from other 
member airlines 

− improved traffic feed from the 
Ansett network 

− the expansion of domestic & 
international services arising 
from Air NZ’s recapitalisation 
programme 

− the complementarity of SIA and 
Air NZ – there are few routes on 
which they compete, thereby 
reducing the incentive for SIA to 
divert high yield traffic 

• Qantas and Air NZ compete on many of the 
same routes.  Therefore, Qantas, as the 
dominant partner, will have the incentive to 
secure the most profitable routes for itself, 
and to divert high yield traffic 

• Qantas’s intention to exit the NZ domestic 
and trans-Tasman markets will increase Air 
NZ’s traffic feed, but may lead to an overall  
reduction of air services in these markets 

• There is an opportunity to negotiate an 
expansion of the international  services 
provided by Air NZ 
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National 
Interest Issue 

SIA/ Crown Proposal Qantas Proposal 

Bilateral Air 
Traffic Rights 

• Bilateral air traffic rights would be 
manageable with a single foreign 
airline owning 35% 

• Bilateral air traffic rights would also 
be manageable even if bilateral 
partners “linked” the Singapore 
based holdings -  SIA and BIL.  The 
combined SIA–BIL shareholding 
would increase from its current 55% 
to 57% (if BIL participated in a 
rights issue) and would reduce to 
50% (if BIL didn’t participate) 

• Bilateral partners may argue that a single 
airline – Qantas - owns 55% of Air NZ 
(despite the proposed Trust to hold the 
BIL shares purchased by Qantas), thereby 
placing current and future air traffic rights 
at risk 

• Qantas may be willing to forgo the BIL 
leg of the transaction.  Nevertheless, 
Qantas would be attracted to any 
additional shares over and above the SIA 
25% shareholding 

 

Retention Of 
Airline With 
Definable New 
Zealand 
Character 
 

• This can be protected as an element of 
a national interest package negotiated 
with SIA 

• This can be protected as an element of a 
national interest package negotiated with 
Qantas 

Tourism 
Promotion 

• The STAR Alliance member United 
Airlines - which operates its own 
services into NZ  - has a vested 
interest to participate in joint 
promotion of NZ with Air NZ 

• Specific tourism promotion benefits  
can be secured as an element of a 
national interest package negotiated 
with SIA 

• Specific tourism promotion benefits can be 
secured as an element of a national interest 
package negotiated with Qantas, and can be 
structured to address any incentives facing  
Qantas to promote Australia at the expense 
of NZ 

Inflow of 
knowledge, skills 
and new 
technology  

• Retention of a high calibre 
management team within the Air NZ 
Group 

 

• Likely loss of a significant number of the 
Air NZ Group’s management team to 
Ansett and other airlines 

 
35. PA Consulting has concluded that the SIA proposal is more advantageous than Qantas.  PA 

considers that the key merits of the SIA option over the Qantas option are: 

• its business is complementary to Air NZ’s while Qantas’ is directly competitive leading 
to better incentives for SIA to promote Air NZ’s business opportunities and less chance 
of Air NZ becoming marginalised; and 

• it does not give rise to competition problems and is therefore more beneficial for 
consumers as well as being easier to implement. 

 
36. PA Consulting notes, however, that as for any commercial business, SIA is not a benevolent 

donor, and naturally will seek to exercise control over the situation while looking to extract 
the maximum short and long term profits from the Air NZ/Ansett network.  SIA’s long-term 
objective may differ from that of the New Zealand Government.  Accordingly, the New 
Zealand Government may consider the need to seek terms and conditions associated with 
SIA’s investment in Air New Zealand that ensures that the airline will meet specific growth 
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commitments and avoid the sort of competitive behaviour that would marginalize Air NZ 
and, in turn, rob the New Zealand economy of important benefits. 

 
PART 2: IMPLEMENTATION OF OPTIONS 

37. Attached as Annex One to this paper are schedules setting out key implementation 
milestones and risks for the two options.  Each schedule includes an assessment of what 
could happen and what measures might be available to mitigate any risks. 

 
38. It is necessary to consider the following implementation issues: 

• negotiation of air services agreement conditions on nationality 

• negotiation of a national interest package 

• securing regulatory, board and shareholder approvals 

• management of the implementation process 
 

Air Services Agreement Requirements 
 
39. Under either option it would be important to retain the effective control of Air NZ with New 

Zealand nationals. 
 
40. In its application to the Government, SIA has acknowledged the importance of preserving 

effective control, both from a New Zealand perspective and also for protecting the value of 
its investment in Air NZ by ensuring it has full access to New Zealand air traffic rights.  
Qantas considers that its proposal does not raise any issues of effective control.  
Nevertheless, officials consider that bilateral partners may argue that a single airline owning 
55% of Air NZ places air traffic rights at risk.  Officials consider that similar commitments 
would need to be obtained from Qantas before it was permitted to take a stake in Air NZ.  

 
41. Both proposals lead to increases in foreign ownership in Air NZ.  In order to protect New 

Zealand’s bilateral air traffic rights, officials propose that: 

• the existing requirements for Air NZ to be incorporated and headquartered in New 
Zealand is retained;  

• provision for a new requirement for the airline to retain its principal place of business as 
New Zealand; 

• the existing provision that foreign shareholders can be required to sell their shares in the 
event that Air NZ’s traffic rights are threatened be carried over into the amended 
constitution; 

• provisions relating to the nationality of the Chairman and directors are amended or 
retained. 

 
42. Officials are working with a commercial barrister familiar with Air NZ’s Constitution to 

develop measures that could be used, if necessary, to strengthen requirements for effective 
control and these options will be included in a detailed negotiations strategy. 
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National Interest Package 

43. When considering how to ensure benefits for the national interest are secured, we have 
endeavoured to balance the need to secure the benefits with the need for Air NZ to retain 
sufficient flexibility to respond to the changing environment within which it must operate.  
Tying the airline down to specific employment requirements or to servicing specific routes 
could be counterproductive.  In the face of a cyclical downturn, it may become very difficult 
for the airline to restructure its operations to weather such a downturn if it was locked into 
providing certain services. 

 
44. It is however unlikely to be a simple exercise to identify the precise commitments sought or 

secure the commitments required of a foreign airline investor, or to identifying how such 
commitments might be enforced.  To the extent the commitments sought are of a 
commercial nature, it may be necessary to involve Air NZ in the negotiations with the 
foreign airline investor.   

 
45. We recommend that a national interest package be negotiated with either Qantas or SIA as 

part of the final deal.  Such a package could include: 
 

• a requirement for the foreign airline to achieve airline alliance benefits for Air NZ, 
those benefits being difficult for Air NZ to achieve in its own right because of its 
relatively insignificant size within an Alliance; 

 
• a commitment to investing in tourism promotion for New Zealand (linked possibly to a 

tourism growth index rather than being an outright expression of expenditure required); 
 

• leasing aircraft, and providing other services, to Air NZ at market rates by treating Air 
NZ as a most favoured airline (i.e. this could require the foreign airline to give Air NZ 
the same price that it gives its best customers); and 

 
• a commitment to Air NZ fleet replacement/expansion (linked possibly to a regional 

market growth index or to required load factors). 
 
46. While it appears that the above set of requirements are commercial in nature, they are 

nonetheless important to assuring that New Zealand as a tourist destination continues to be 
promoted and serviced, and the viability of Air NZ is enhanced into the future securing the 
presence of a national flag carrier for New Zealand. 

 
47. We note that there could be other benefits of national interest such as technology transfer 

and employment and skills opportunities.  These benefits will arise as a matter of course and 
need not be explicitly provided for (eg the low labour cost in New Zealand should be a 
natural attraction for other airlines).  It would be important to ensure that any undertakings 
given are enforceable.  It should be noted that the Air NZ Constitution already includes 
requirements for the Air NZ name to be protected and for Air NZ to have its Head Office in 
New Zealand (among other things). 

 
48. Under the SIA/Air NZ option, the Crown’s negotiation position may be strengthened if it is 

prepared to give SIA an option to purchase the Crown’s equity stake over a defined period 
of time subject to SIA demonstrating that it would be in New Zealand’s national interest for 
it to further increase its shareholding.  This would include demonstrating to the satisfaction 
of the Kiwi Shareholder that a greater shareholding would not put New Zealand’s bilateral 
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air traffic rights at risk.  This could provide an incentive for the Singapore-based 
shareholdings of SIA and BIL to be rationalised over time.  This also provides a strong 
incentive for SIA to meet the national interest undertakings. 

 
49. It would be difficult to enforce a Qantas’ national interest package, as there is nothing to 

condition it against. 
 

Regulatory, Board and Shareholder Approvals 
 
50. Annex One provides details of the regulatory and other approvals that are required to 

implement either the SIA or Qantas options.  We note below those approvals that may prove 
contentious: 

 
• 50% of all unaffected shareholders in Air NZ would need to approve Qantas’s purchase 

of BIL’s 30% shareholding - there may be a risk that shareholders would be reluctant to 
endorse BIL exiting the company at a preferential price that they could not achieve 
themselves; 

 
• the Australian Treasurer (advised by the Foreign Investment Review Board) would need 

to approve both proposals (Qantas because of its 25% ownership by British Airways); 
 

• the New Zealand Commerce Commission and the Australian ACCC would need to 
authorise the Qantas proposal under which Qantas has indicated that it might withdraw 
its own trans-Tasman and domestic New Zealand services. 

 
Management of the Implementation Process 

51. The significant date for Air NZ is 4 September when it announces its 2001 financial results 
to the market.  It is imperative that Air NZ be able to provide the market with a credible 
strategic plan at this time. It should be noted that agreement of the commercial parties to all 
that is required is not certain. 

 
52. Given the very short timeframe in which to conclude a negotiation, coupled with the 

complexity of negotiating with two interested parties, we consider it appropriate that 
Cabinet delegates decision-making powers to an ad-hoc Ministerial group, comprising the 
Minister of Finance (lead), Minister of Transport, Prime Minister and Deputy Prime 
Minister.  The ad-hoc Ministerial team would expect to agree a terms of negotiation and 
negotiation strategy, be updated as events unfold, approve changes to the negotiation 
strategy, take any decisions needed as negotiations progress, and agree a final package.   

 
53. The first duty of the ad-hoc Ministerial group will be to approve a negotiations strategy and 

mandate a Crown Negotiating Team.  Officials from the Treasury and the Ministry of 
Transport will report to the ad-hoc Ministerial group as soon as possible seeking a 
negotiating strategy and mandate, which would include particular dimensions of the 
national interest package that could be sought and measures needed to ensure that traffic 
rights under the bilateral agreements are not put at risk. 

 
54. Officials note that parallel negotiations are bound to take some considerable time.  There is 

a risk that the negotiations are drawn out so close to 4 September that any preferred option 
cannot be implemented.  For example, the Qantas option requires Air NZ to divest Ansett to 
SIA.  Discussions with SIA to reach an agreement in principle for sale and purchase of 
Ansett (that would inevitably be required for the 4 September announcement) would be 
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precluded until such time as the SIA option was ruled out.  Depending on how the 
negotiations progress, a preferred option may not be selected for several weeks.  Officials 
will address this question in a paper to ad hoc Ministers seeking approval of a negotiating 
strategy. 

 
Financial Implications 

Capital Costs of Option 1 
 
55. The appropriation consequences and impact on the Government’s capital spending 

provisions are discussed in paragraphs 23, 24 and 25. 
  
Negotiation Costs 
 
56. Regardless of the option chosen by Ministers, the Government is likely to have to enter into 

negotiations with Air NZ and one or more other parties in order to secure not only the 
desired structural outcome, but also the national benefits being sought from those structures.  
Regardless of who leads these negotiations, the negotiating team is likely to have to draw on 
specialist financial, legal and aviation expertise.  

 
57. Costs incurred to date on expert advice amount to around $345,000.  These costs have been 

met from within the baselines of Treasury ($245,000) and the Ministry of Transport 
($100,000).  Officials estimate that, on the basis of costs to date, accessing this expertise 
during the negotiations could cost up to a further $1.0 million (excl GST).  The exact cost 
will depend on the structural option chosen, the timeframe over which the negotiations 
occur, and the way in which the negotiations develop.  Given the need to begin negotiations 
immediately upon decisions being taken, and the inability of the departments to meet any 
further costs from within baselines, this paper seeks approval to appropriate the additional 
funding.  This would need to be met from the 2001 Budget Contingency, and would have a 
negative impact on the Government’s operating provisions.   

 
58. In the interim (until details of the negotiating team have been decided), the funding would 

be appropriated in Vote Finance.  Cabinet is asked to delegate the power to the Minister of 
Finance and the Minister of Transport to make any fiscally neutral transfers that may be 
necessary to transfer this funding to the appropriate agency.   

 
59. If the preferred option results in the Crown holding an equity stake in Air NZ, this may 

result in some on-going monitoring costs for the Crown, and this would be the subject of a 
separate funding proposal in the October baseline update.   

 
Legislative Implications 

60. There are no legislative implications arising from these proposals, unless Ministers decide 
to bypass Commerce Commission regulatory approval.   

 
Regulatory Impact Statement 

61. A Regulatory Impact Statement is not required. 
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Publicity 

62. We recommend that no public statements be made until negotiations are completed. 
 
Consultation 

63. The Treasury, the Ministry of Transport, the Department of the Prime Minister and Cabinet, 
the Ministry of Economic Development and the Ministry of Foreign Affairs and Trade have 
been consulted during the preparation of this paper.   

 
Ministry of Foreign Affairs & Trade 

64. The Ministry of Foreign Affairs and Trade comments that Ministers are not being asked to 
commit to anything at this stage that will affect New Zealand’s relations with Australia or 
Singapore.  The paper keeps both options in play (albeit modified in one instance).  MFAT 
considers that relationships are not likely to determine the outcome of the issue, though 
they will have a bearing on it. MFAT will continue to monitor the relationship aspects and 
to propose measures to manage any fall out. MFAT expects to have a further read out of 
the Australian Government position prior to the Cabinet meeting on 30 July 2001. 

 
Ministry of Economic Development 

65. The Ministry of Economic Development advises that the New Zealand Commerce 
Commission and the Australian ACCC could seek to examine either proposal if it is put 
forward.  It is almost certain that this would occur with the Qantas proposal.  It should be 
noted that the authorisation processes of both bodies involve statutory timeframes. (This 
normally takes around 60 days in the case of the New Zealand Commerce Commission.)  If 
either Government sought to authorise the transaction through legislative means, it is likely 
the co-operation of the other Government would be required to achieve an effective 
outcome.  Bypassing competition law in this way will raise opposition on both sides of the 
Tasman. 

 
Recommendations 

66. It is recommended that Cabinet: 
 

1 note that Air New Zealand (Air NZ) is to announce its financial results for 2001 on 4 
September 2001, and that it is imperative that it be able to present a credible recovery 
plan to the market on that date; 

 
2 agree that officials progress two options with Air NZ with a view to ultimately securing 

the one that presents the greatest net benefits for Air NZ and New Zealand, being: 
 

• Singapore Airlines (SIA) increasing its equity stake to 35%, the Crown purchasing 
a 10% equity stake, and the ‘A’ and ‘B’ shares being merged; and 

 
• Air NZ selling Ansett Australia to SIA, and Qantas purchasing the 25% stake in Air 

NZ currently held by SIA and possibly the 30% BIL stake to be held in a Trust 
structure; 

 
3 agree that an ad hoc group of Ministers be established, comprising the Minister of 

Finance (lead), Minister of Transport, Prime Minister and the Deputy Prime Minister, 
with delegated authority to approve a negotiations strategy and any required changes to 
that strategy during the negotiations’ phase, and to sign off a final package;  
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4 direct officials to report back to the ad hoc Ministerial group as soon as possible 

seeking approval of a negotiating strategy and mandate to commence discussions and 
negotiations with Air NZ, SIA and Qantas as appropriate; 

 
5 direct officials to report back to the ad hoc Ministerial group with progress reports and 

to seek final agreement to a package that will be represented in a Heads of Agreement 
between Air NZ, the Crown and either Qantas or SIA; 

 
6 approve the following changes to appropriations to enable the contracting of the necessary skills 

onto the Crown’s negotiation team, with the following impact on the Government’s operating 
provisions: 

 
$m - increase  Vote Finance 

2001/02 2002/03 2003/04 2002/03 Outyears GST 

DEPARTMENTAL 
OUTPUT CLASS 9 
POLICY ADVICE 

      

Policy Advice 
(funded by revenue 
Crown) 

1.125 - - - - Incl. 

 
7 note that the proposal’s net fiscal impact of $1.125 million (GST inclusive) in 2001/02 

will be a charge against the 2001/02 Contingency; 
  
8 agree that the appropriation changes in paragraph 6 above be included in the 2001/02 

Supplementary Estimates and that, in the interim, these expenses be met from Imprest 
Supply; 

 
8  delegate to the Ministers of Finance and Transport the power to approve a fiscally 

neutral transfer of up to $1.0 million to allow the costs of negotiations to be met where 
they fall; 

 
9 invite the Minister of Finance and the Minister of Transport to report back to Cabinet to 

advise the details of the final package; 
 
10 note the negotiations should be complete, and a Heads of Agreement signed, by Friday 

24 August at the latest. 
 
 
 
 
 
 
 
 
 
Hon Dr Michael Cullen     Hon Mark Gosche 
Treasurer/Minister of Finance    Minister of Transport 
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Annex One 
 

OPTION 1:  SIA/CROWN JOINT RECAPITALISATION -  IMPLEMENTATION 
 

NATURE OF PROPOSAL 

• The A & B shares are collapsed 

• Singapore Airlines (SIA) introduces new capital to brings its shareholding to 35% 

• The Crown introduces new capital to bring its shareholding to 10% 

• Rights issue 
 

KEY IMPLEMENTATION MILESTONES 

 
Before 4 September 

• Consultation with Australian Government 

• Agreement by Air NZ Board 

• Agreement by SIA 

• Approval by the Australian Treasurer (advised by FIRB) and Australian ACCC 

• Approvals by NZ Commerce Commission and Overseas Investment Commission 

• Negotiation of Heads of Agreement for a “National Interest Package” 
 
After 4 September 

• Detailed Negotiation of “National Interest Package” 

• Air NZ shareholders (including Kiwi shareholder) approval for changes to Constitution 

• Appropriation for the Crown capital contributions 
 
 
LIKELY REACTION OF KEY PLAYERS 

• Air NZ is likely to accept this proposal 

• SIA’s reaction uncertain 

• BIL is likely to support this proposal, so long as the collapse of the A & B shares 
enables BIL to sell its shares to overseas investors 
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KEY IMPLEMENTATION RISKS 

 
Risk IMPLICATION Mitigation Measures 

SIA Refusal to 
accept a 35% 
shareholding 

This would require either  

(1) Government reconsideration of the 
original 49% SIA proposal; or 

(2) require Air NZ to sell Ansett.   

SIA may accept the proposal if 
SIA is granted a “right of first 
refusal” for the purchase of the 
Crown’s shares in the medium 
term.    

Australian Treasurer 
declines application 
for increased SIA 
shareholding in Air 
NZ under Foreign 
Acquisitions & 
Takeover Act 

An adverse decision will require Air NZ to 
take immediate steps to sell Ansett (preferably 
with a sale agreement announced as part of 
the 4 September package).   

Early consultation with the 
Australian Government on the 
SIA/ Crown proposal would be 
desirable 

Adverse market 
reaction to the 
Crown becoming an 
Air NZ shareholder  

An adverse market reaction may jeopardise 
the success of subsequent capital raising 
programmes, but is unlikely to adversely 
impact on Air NZ’s credit facilities in the near 
term.   

This risk can be managed by 
announcing a clear “exit strategy” 
for the Crown’s shareholding as 
part of the 4 September package 
(eg, sale to SIA subject to SIA 
meeting specific terms and 
conditions), coupled with a 
commitment to participate in 
subsequent capital raising 
programmes to implement the 
business plan 

Affected parties may 
take legal 
proceedings to 
overturn NZ and/or 
Australian 
regulatory approvals 

While legal proceedings may slow the timing 
of key transactions, they are unlikely to 
adversely impact on the credibility of the 4 
September package.   

SIA may be prepared to offer 
credit facilities to Air NZ in the 
event of delays in completing key 
transactions.   
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OPTION 2:  QANTAS - IMPLEMENTATION 
 
Nature of Proposal 

• Singapore Airlines (SIA) purchase Ansett from Air NZ.  

• Qantas purchases SIA 25% shareholding in the down-sized Air NZ. 

• Qantas purchases BIL’s Air NZ ‘A’ shares and places them in a trust similar to that 
currently used by BIL. 

 
Key Implementation Milestones 

Before 4 September 

• The New Zealand government would indicate to the airlines that it did not intend to 
raise the single airline shareholding cap for Air NZ, or collapse the A and B shares 
together, and that its preference was for the Qantas option.  

 
• Qantas would need to secure the agreement of SIA to sell its Air NZ shares to Qantas, 

subject to regulatory approvals. 
 

• Air NZ Board to agree to sell Ansett to SIA, and to proceed with that transaction rapidly 
in order to secure Air NZ’s short-term financial position. 

 
• A clear commitment from the Australian and New Zealand governments that they were 

prepared to resolve any regulatory and competition problems. 

• Negotiation of Heads of Agreement for a “National Interest Package” 
 
After 4 September 

• Detailed Negotiation of “National Interest Package” 

• Air NZ Shareholder (including Kiwi shareholder) approval for changes to Constitution 

• Consents to the competition implications of the transaction from the Commerce 
Commission (or Government resolution of these issues) 

• Approval by Overseas Investment Commission.  OIC consent would also be needed for 
the structure proposed by Qantas under which it would transfer the BIL shares into a 
trust parallel to that currently operated by BIL. 

• Approval by the Australian Treasurer (advised by FIRB) and ACCC on competition 
implications. 

 
LIKELY REACTION OF KEY PLAYERS 

• Air NZ is likely to accept that it would have to sell Ansett, in the absence of permission 
to increase foreign/foreign airline shareholding 

• SIA’s reaction critical but uncertain 

• BIL is likely to support this proposal, so long as the Qantas trust operation is viable  
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KEY IMPLEMENTATION RISKS 

 
Risk IMPLICATION Mitigation Measures 

SIA refusal to sell 
shareholding to 
Qantas 

This would mean the Qantas option cannot 
work, and that either: 

• the Government approves the 35% SIA 
10% Crown option (if it is still on the 
table); or 

• Air NZ takes immediate steps to sell 
Ansett (ie risks going it alone if the 
Qantas regulatory approvals are not 
forthcoming) 

None 

The Qantas trust 
structure is not 
acceptable or viable 
to bilateral partners  

Qantas cannot purchase the BIL shareholding  Qantas may well be prepared to 
take up only the SIA 25% 
shareholding. Given, however, 
that would lock BIL in as a 
continuing A shareholder; they 
might not be prepared to consent 
to the transaction under the 
Companies Act.  

Other affected 
shareholders may 
not waive Takeovers 
Code provisions 
with respect to the 
BIL transaction 

Qantas could not make a pro-rata offer with 
the ‘A’ and ‘B’ share structure in place.  The 
transaction could not proceed.   

Qantas may seek dispensation 
from the Takeovers Panel (but is 
unlikely to be successful) 

Commerce 
Commission 
declines consent.  

Transaction cannot proceed without consent NZ Govt could legislate for 
consent. 

Low price for Ansett  Market and bankers may not perceive that Air 
NZ has viable future plan.  There is also a risk 
that debt covenants may be triggered creating 
insolvency risks.   

Important that other aspects of the 
package (Qantas purchase of SIA 
and BIL shares) and regulatory 
process are in place by Sept 4 to 
assure that Qantas option will 
work 

Australian 
regulatory approvals 
not forthcoming 

Qantas transaction cannot proceed Early consultation with the 
Australian Government would be 
desirable.   

 
 
 


