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1. Officials are aiming to forward a preliminary report to you on Monday on issues 
concerning the financial position of Air New Zealand, the foreign ownership limits that 
apply to the company and the implications for these of New Zealand’s bilateral air 
services agreements. As you will be aware, these issues have been brought into sharp 
focus by the grounding of the Ansett B767 fleet just prior to Easter by the Australian 
Civil Aviation Safety Authority (CASA). 
 
2. Arrangements have been made for you to jointly talk to Mr Gary Toomey, the 
Chief Executive of Air New Zealand Ltd. Air New Zealand is seeking to meet with the 
Prime Minister on Tuesday in Canberra. It is by no means clear whether the Prime 
Minister will have time for this meeting. By then Air New Zealand will know whether or 
not CASA will have issued a show cause order raising the threat of completely grounding 
Ansett Australia. If such an order is issued Toomey may seek to persuade the Prime 
Minister to intervene with Mr Howard. If this is Air New Zealand’s intention, we will 
provide separate briefing for the Prime Minister on this issue. 
 
3. Air New Zealand has signalled that the question of raising equity and the 
Government removing the limits on foreign investment in Air New Zealand is assuming 
greater importance as the company’s share prices have taken a nose dive in recent weeks. 
You will recall that the company met with the Prime Minister and yourselves to discuss 
removing the 49% restriction on foreign shareholding in Air New Zealand. The Chairman 
of the company has this week also gone public about the issue of raising the 25% limit on 
shareholding by an individual foreign airline, namely Singapore Airlines. 
 
4. This raises a number of tricky issues: 
 
- there remain a number of significant countries, including the United Kingdom, Japan, 

Korea, Fiji and France, that have yet to agree to removing the “substantial ownership” 
criterion from bilateral air services agreements 

- with the recent Australianisation of its management, the move of substantial parts of 
its Head Office functions to Melbourne and the move of BIL’s head office to 
Singapore while it still indirectly holds an interest in the bulk of the “A” shares, when 
considered in combination with the Singapore Airlines 25% stake, Air New Zealand 
has been pushing the limits of what might be acceptable to New Zealand’s bilateral 
partners 



- protectionists see that there are advantages in having an airline such as Air New 
Zealand constrained from growing by the small size of the national pool of equity it 
can draw on 

- Air New Zealand’s draft strategy for growth as outlined to Transport officials points 
to it expanding Ansett International rather than Air New Zealand’s international 
services 

- there may be alternative methods of financing the proposed fleet replacement 
 
5. On the other hand it is clear that unless these concerns about the restrictions on 
Air New Zealand’s ability to raise additional equity can be addressed in some way the 
airline faces a gloomy future. Air New Zealand’s debt:equity ratio is likely to be 
stretched well beyond acceptable norms. 
 
6. We suggest that you say to Toomey that: 
 
- you want to know what he wishes to discuss with the Prime Minister so that she can 

be adequately briefed if a meeting can be arranged 
 
- what is the current state of play with CASA and the grounded B767s? 
 
- you are expecting a preliminary report on the foreign ownership limits from officials 

early next week but he will appreciate that there are some complex issues to be 
worked through and these will take time 

 
- you are sympathetic to the plight the airline finds itself in but there are some hard 

questions that there will need to be convincing answers to 
 
- while the New Zealand Government has made considerable progress in changing the 

relevant bilateral criteria, the move of substantial parts of the Air New Zealand 
operation to Melbourne may be seen to place in question the airline’s “principal place 
of business”, relevant under the new criteria 

 
- you are concerned that lifting the foreign ownership restrictions could be interpreted 

as placing at risk the exercise of New Zealand air rights by Air New Zealand and 
therefore economically important air services to New Zealand to finance fleet 
replacement for Australia and the expansion of Ansett International 

 
- you are interested in Air New Zealand’s plans for growing its international operations 

out of New Zealand 
 
- you are concerned that changing the limits could also be perceived as simply 

providing BIL, now headquartered in Singapore, with an exit strategy by increasing 
the value of the “A” shares, the bulk of which are indirectly owned by BIL 

 



- alternatively, if BIL were to stay, permitting Singapore Airlines to raise its stake 
could have Air New Zealand perceived as a Singaporean carrier making it difficult 
for New Zealand to liberalise its bilateral air services arrangements 

 
- given financial market commentary on the issue, you are left wondering whether, 

given the poor financial state of Ansett, the proposed equity raising is likely to be 
successful 

 
- officials will be looking to work through these issues with his team 
 
Recommendation 
 
7. I recommend that you note the contents of this report. 
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