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Purpose and Executive Summary 

 
1 The purpose of this memorandum is to brief the Kiwi shareholder and other Ministers  
on the aeropolitical acceptability under our bilateral air services agreements of an increased 
foreign shareholding in Air New Zealand Limited.  Air New Zealand has requested a change 
in government policy to enable it to raise more foreign equity capital, through an increased 
shareholding in the airline by Singapore Airlines, while keeping control of the airline in New 
Zealand.  Qantas has also expressed an interest in obtaining an equity stake in Air New 
Zealand.  
 
2 The aeropolitical risks associated with an increased foreign shareholding are that 
other countries may be more reluctant to grant future traffic rights to New Zealand, or (more 
unlikely) that operating rights may be revoked. 
 
3 From  the aeropolitical point of view the risk of permitting Air New Zealand to 
exceed the existing policy limitations on foreign shareholding is manageable, provided that 
there are mechanisms in place to retain effective control of the airline in New Zealand and 
BIL exits as a shareholder.   
 
4 If BIL were to remain a shareholder in Air New Zealand and Singapore Airlines was 
to increase its stake, there is a risk that other countries (in particular Japan) could look behind 
the structures around the BIL shareholding and question the ownership of Air New Zealand. 
The magnitude of the risk rises with an increased combined holding by Singapore Airlines 
and BIL.  
  
5 Officials will be reporting to Ministers early next week on a further range of issues 
relating to Air New Zealand’s future including Air New Zealand’s need for funding, the costs 
and benefits of the A and B share structure, the general implications for New Zealand of a 
foreign airline as a cornerstone shareholder in Air New Zealand, and other issues related to 
particular options.  
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Background 
 
Proposals 
 
6 In a letter of 20 June 2001, Air New Zealand Limited’s Acting Chairman, Dr J 
Farmer, advised the Kiwi shareholder of the company’s request that policy changes be made 
to enable it to restructure its capital and proceed with a capital raising programme.  He 
requested that “Government modify its aviation policy to permit: 
 

1. A resolution to be put before Air New Zealand’s shareholders to amend the 
company’s Constitution by merging the A and B classes of ordinary shares into a 
single class while maintaining control of the company in New Zealand hands as 
required by the Kiwi shareholder. 
 
2. Singapore Airlines Limited (SIA) to acquire a significantly increased 
proportion of the resulting class of ordinary shares in Air New Zealand by way of a 
direct subscription of additional equity, subject to the agreement of Air New 
Zealand’s shareholders.” 
 

7 In a Memorandum of Understanding between Air New Zealand Limited and 
Singapore Airlines Limited, unanimously agreed by the Air New Zealand Board, Singapore 
Airlines Limited undertakes to subscribe for additional shares in Air New Zealand to raise its 
stake to 49% of the enlarged equity.  Singapore Airlines applied to the Kiwi shareholder on 6 
July for Kiwi shareholder approval to increase its investment in Air New Zealand.  Air New 
Zealand has advised that any reductions in that level would have major impact on the amount 
of new equity that Singapore Airlines would bring to Air New Zealand and on the latter’s 
capability of raising the further funding required from other sources.  The need for and use of 
this funding will be the subject of further reporting to Ministers. 
 
8 Qantas has put forward to Ministers a proposal to take an equity stake in Air New 
Zealand and has been discussing this further with officials.  The proposal is dependent on 
being able to purchase Singapore Airlines’ shares in Air New Zealand.  Singapore Airlines 
advised that it was in Air New Zealand for the long haul and would not sell its shareholding 
to Qantas, thereby effectively precluding Qantas at this stage from applying to the Kiwi 
shareholder for approval of its proposal to purchase shares in Air New Zealand. 
 
Foreign Ownership Limits 
 
9 The Kiwi share is a special rights convertible preference share held by the Crown, 
with the powers currently exercised by the Minister of Transport.  It was established to 
enable the Kiwi shareholder to act in various ways to preserve the airline’s substantial 
ownership and effective control in the hands of New Zealand nationals.  The powers of the 
Kiwi shareholder are fixed in the airline’s Constitution, which spells out in detail measures 
that implement the government’s ownership and control policy requirements.  The objective 
of this was to protect the airline’s access to traffic rights negotiated by the New Zealand 
government.  In particular it enabled the government to place a cap on the amount of foreign 
shareholding and on investments in the airline by other airlines to ensure that it was regarded 
as a New Zealand substantially owned and effectively controlled international airline. 
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10 When Air New Zealand was privatised in 1989 a maximum of 35% foreign 
ownership was permitted.  It was considered to be the outer limit acceptable at the time and 
established an international precedent. In 1995, when the Australian Government sold its 
75% share in Qantas, provision was made for a total of 49% foreign investment in the airline, 
along with a 25% cap on single foreign airline investment and a 35% cap on total foreign 
airline investments.  These changes had proven to be acceptable to Australia’s bilateral 
partners, many of which were also New Zealand’s bilateral partners.  Accordingly in 1996, 
when Air New Zealand was seeking additional equity to help fund its purchase of 50% of 
Ansett Australia, the ownership limits for New Zealand airlines were changed to move them 
in line with the Australian limits. 
 
11   
 
 
                                    Qantas’ Chairman has publicly advocated removing the 49% limit 
because of her concerns at the competitive constraint this imposes on Qantas’ access to 
equity given the small size of the Australian equity market for an airline. 
 
Acceptability to bilateral partners of ownership arrangements  
 
12 There has been a worldwide move in the last few years to relax the limitations on 
international airlines’ access to cross border equity.  Examples include the 46% ownership of 
Air Pacific by Qantas, the 49% of the Belgian carrier Sabena held by Swissair, the 49% 
ownership of Virgin Atlantic by Singapore Airlines, and the 49% ownership of Ansett 
International by Air New Zealand.  As more and more airlines have been privatised and as 
more liberal approaches have been taken to exchanges of traffic rights, the relevance of 
constraints on ownership has diminished. 
 
13 Nevertheless, some countries would be concerned if their bilateral exchanges of 
traffic rights were potentially undermined or circumvented by third country airline 
investment deriving benefits that had not been reciprocated in bilateral arrangements with 
that third state.  In particular, a country might be concerned if Singapore Airlines were to 
derive economic benefit through Air New Zealand’s traffic rights to that country when that 
country did not have an exchange of traffic rights that allowed Singapore Airlines those 
rights.  One or two other states regard their ability to be able raise sufficient equity in their 
home markets as a comparative advantage that they should not dilute by conceding the 
opportunity for partner states to raise more foreign equity than the ‘substantial ownership’ by 
nationals would allow. 
 
Substantial Ownership 

Background 

14 There are several examples of international airlines being demonstrably more than 
50% foreign owned, although in most cases the airlines are based in small developing 
countries.  There are other examples where the airline shares are freely traded like in the 
cases of British Airways and Cathay Pacific, and the extent of foreign ownership is not clear.  
In addition, there are several instances of substantial cornerstone shareholdings by foreign 
airline investments in international airlines, and in every case the foreign airline holding is 
under 50%.  There is also the situation in the European Union where the international airlines 
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operating within the Union are not necessarily owned in the state designating them, but can 
be owned among any of the states within the Union.  Combinations of substantial foreign 
airline investment with additional foreign investment are not common, although Air New 
Zealand’s current ownership including Singapore Airlines, other foreign B shareholders, and 
an offshore located BIL might be regarded as virtually 80% foreign. 
 
15 New Zealand has been a leader in liberalising its air services relationships and has 
gained the respect of its partners for removing all constraints, not just those that may be 
deemed to benefit particularly Air New Zealand.  We are in a stronger position than 
Australia, for example, to change our foreign investment caps because of our widespread 
success in preparing the way with our bilateral partners.  The right for a party to refuse to 
grant operating authorisations were they are not satisfied that substantial ownership of the 
airline is in the hands of nationals of the party designating the airline are not now applicable 
in 8 of the 12 foreign markets in which Air New Zealand operates, or in 20 of our 45 air 
services agreements (see Annex 1).  The relative ease with which this has been achieved 
reflects the degrees of comfort states have with the need for international airlines to have 
freer and more competitive access to equity.  In many cases this has been the reason for the 
governments themselves having privatised their carriers rather than become exposed to 
continual demands for increased capital. 
 
Assessment 
 
16 Our assessment is that the risk of any of our bilateral partners withdrawing operating 
authorisations from Air New Zealand on ownership grounds in the event that the government 
approved the Board’s proposal for a 49% holding by Singapore Airlines is manageable 
provided that BIL exited the company or that a transition process that lead to the exit of BIL 
was clearly in place and that the effective control measures discussed below are dealt with.  
However, it is possible that New Zealand might have greater difficulty in future negotiations 
with states which have airlines that feel threatened by Singapore Airlines.  Bilateral partners 
would make such a judgement based on their view of the overall ownership and governance 
arrangements for Air New Zealand.   
 
17 The current combined shareholding of Singapore Airlines and BIL is 55% (BIL 30% 
and Singapore Airlines 25%). As Singapore Airlines investment in Air New Zealand rises, 
countries which have been prepared to accept the trust arrangements around the BIL 
shareholding may be less willing to do so and may argue that the airline was majority owned 
in Singapore. The risk increases the greater the combined holdings of Singapore Airlines and 
BIL. Under the Board’s proposal the BIL holding would be diluted.  The extent of this 
dilution would depend on whether or not BIL took up the proposed rights issue. 
 
Comment 
 
18 For those countries where substantial ownership is still a component of our bilaterals, 
the risk of partner government intervention by those to which Air New Zealand operates 
would be manageable in the important markets of the United Kingdom, Fiji and French 
Polynesia.  Some extra effort is likely to be needed to convince Japan that the traffic rights 
traded with them are not, in effect, being utilised by and therefore of benefit to Singapore 
Airlines. 
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19 In the case of the United Kingdom, its policy has already moved ahead but it has not 
yet had the opportunity to reflect that in bilateral agreements, pending the outcome of its 
complex negotiations with the United States.  The UK authorities have however suggested 
that talks with New Zealand later this year may present an opportunity to write the 
substantial ownership criterion out of our bilateral arrangements.  In the case of Fiji and 
French Polynesia, among other reasons, the contribution Air New Zealand makes to their 
tourism industries is so significant that it would be most unlikely that difficulties with Air 
New Zealand’s ownership would emerge.  Qantas’ shareholding in Air Pacific would also be 
a factor. 
 
Japan 
 
20 Air New Zealand is currently the only operator on the non-stop New Zealand – Japan 
route.  Japan Airlines operates out of capacity constrained airports and is unlikely to utilise 
scarce landing slots currently used on high value routes to re-enter the New Zealand market. 
Withdrawal of Air New Zealand’s operating rights to Japan would therefore have a 
significant effect on air services between the two countries to the detriment of the tourism 
industry and traders. 
 
21 A request to Japan for consultations to explain any change in foreign ownership limits 
would be a logical step to take with the Japanese authorities.  Factors that would be important 
in allaying any concerns Japan might have would include the very good air services 
relationship between the two aeronautical authorities.  The relationship between Air New 
Zealand and Japan Airlines (JAL) is also very good.  The latter has a close and influential 
relationship with the Japanese authorities, and has maintained a close commercial partnership 
with Air New Zealand, continuing to code-share on Air New Zealand’s services to New 
Zealand even though is JAL is not a member of any alliance and it is All Nippon Airways 
that is the Japanese member of the Star Alliance. 
 
22 The New Zealand – Japan route is very much an origin – destination, end to end route 
with very little traffic originating in or destined for third countries.  This would comfort the 
Japanese that their airlines were not losing traffic from other routes on to a route in which 
Singapore Airlines,   
                                   is a potentially substantial beneficiary through its equity in Air New 
Zealand.  If after these considerations, the Japanese were inclined to withdraw Air New 
Zealand’s operating rights, the substantial detrimental impact on Japan’s overall relationship 
with New Zealand would become relevant, as would the loss of a direct service between the 
two countries and the disruption this would cause to Japanese tourists.    

 

23 Finally, Japan’s apparent satisfaction, after careful questioning, with Ansett 
International’s access to traffic rights to and from Japan should be noted.  Ansett 
International is 49% owned by Air New Zealand, with two Australian institutions nominally 
holding the other 51%, albeit in a passive investment.  Japan would be well aware that Air 
New Zealand owns 100% of Ansett Holdings and that it accordingly, in reality, controls the 
international arm of the airline.  There are examples of holding companies being put in place 
for operations on a particular route (to deal with political sensitivies regarding Taiwan) and 
such a model would be an option were there residual difficulties with Japanese traffic rights. 
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Effective Control 
 
24 Of crucial importance to the acceptance by bilateral partners of any proposal to 
increase Air New Zealand’s ownership arrangements is ensuring that bilateral partners would 
continue to consider that the effective control of the airline is in the hands of New Zealand 
nationals.  Bilateral partners have been relatively relaxed about withdrawing ownership 
constraints from air services arrangements.  Only within the European Union and in Australia 
however has there been a move to abandon the ability to withdraw operating authorisations 
from a carrier not able to be shown as effectively controlled by nationals in the country 
designating it.  The reluctance to relax the effective control criterion reflects a view that this 
is the key to preventing third party circumvention of bilateral traffic rights. 
 
25 Many of New Zealand’s air services agreements permit the other country to withdraw 
operating authorisations from a New Zealand carrier if the partner country is not satisfied that 
the carrier is effectively controlled by New Zealand nationals, if New Zealand is not its 
principal place of business, or if the airline is not incorporated in New Zealand.  Effective 
control is not defined but, in practice, will be assessed with regard to the overall structure of 
the airline’s ownership and governance along with the other two factors.  If Air New Zealand 
is majority owned offshore, particularly where this shareholding is concentrated in a single 
party or a single country, bilateral partners would look to see that additional measures are in 
place to guarantee and demonstrate that the company is controlled by New Zealanders. 
 
26 A number of provisions in Air New Zealand’s existing constitution reflect the need 
for the company to demonstrate that it is a New Zealand based company, effectively 
controlled by New Zealand nationals.  The more important of these cannot be amended, 
removed or altered without the written consent of the Kiwi Shareholder, such as the:  

 name of the company  

 location of Head Office  

 rights attaching to shares 

 limitations on share ownership where operating authorisations are revoked or are likely to 
be revoked  

 Kiwi shareholder approval for sale of main undertaking  

 composition of the Board  

 qualification of directors  

 nationality of chairperson. 

 

27 The overall effect of these provisions is that persons recognised as New Zealanders 
must hold a majority of the shares in Air New Zealand, that these New Zealand shareholders 
must appoint the majority of the directors (who in turn must be New Zealand citizens) and 
that the company Chairperson must be a New Zealand citizen. 
 
28 Many of these provisions would be carried over into any new structure.  Any decision 
to increase the foreign ownership caps would require amendments to relevant provisions in 
the Air New Zealand constitution. The A and B shareholding categories were established to 
be a transparent disclosure for bilateral partners about where Air New Zealand’s substantial 
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ownership lay.  If the A and B structure were collapsed the amendments would include the 
establishment of new procedures to monitor the level of foreign shareholding in the airline.  
Such procedures are included in, for example, the British Airways and Qantas constitutions. 
 
29 If the government accepts that the current maximum levels of foreign equity and 
airline equity can be lifted, it would be possible if necessary to include additional measures to 
preserve the status of Air New Zealand as effectively controlled by New Zealanders. Possible 
measures could include a foreign airline investor holding non-voting stock, which may be 
particularly important if the investor is Singapore Airlines and BIL retains its shares.  This 
approach has been used successfully by Air Canada to allow greater investment by a foreign 
airline than would otherwise have been the case.  Other possible measures could include 
restrictions on the rights attached to shares and the appointment of directors, extending the 
existing rights of the Board and/or Kiwi Shareholder relating to the compulsory sale of 
‘affected shares’ when Air New Zealand’s operating authorisations are likely to be 
withdrawn to the removal of directors, and requiring the chairperson to be a New Zealand 
resident as well as citizen. More detailed advice on the particular measures that may be 
needed under any specific ownership scenario and the risks that accompany those measures 
will be incorporated into future advice to Ministers. Any amendment to the Air New Zealand 
constitution cannot be imposed unilaterally by the Kiwi shareholder, as it would require 75% 
shareholder approval. 

30 In considering any extra controls on Air New Zealand it is important to balance the 
need to protect the bilateral rights with good governance of the company.  Mechanisms 
which interfere with the governance of the company and further separate ownership and 
control will affect, among other things its efficiency and its cost of capital.  If such controls 
exceed the minimum necessary to protect the bilateral rights the costs may outweigh the 
benefits. 
 
National interest  

31 In addition to the possible measures for ensuring that effective control of Air New 
Zealand remains in the hands of New Zealand nationals in order to safeguard the traffic rights 
under the bilaterals there are a range of  other critical national interest issues which arise 
from any proposal to increase the foreign ownership caps on Air New Zealand in which the 
Government could have an interest. These national interest issues include the impact of 
increased foreign ownership (and in particular foreign airline ownership) on: 

 
• New Zealand consumers (of both domestic and international services); 
 
• tourism flows and promotion; 
 
• trade and  business linkages; 
 
 
• the  diffusion of new technology and practices into New  Zealand; 
 
 
• activity  levels and employment, both in airline services and supporting domestic  

infrastructure (eg, catering and engineering); 
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• the status  of Air New Zealand as a national flag carrier.    
 
32 It may be necessary to mitigate the risks of a foreign airline shareholder pursuing 
objectives  which harm the national interest.  This could be achieved by setting terms and 
conditions attached by the  Kiwi Shareholder to any foreign shareholding approval.  
 
33 The nature of possible terms and conditions would require careful consideration. For 
example, setting rigid conditions which specify the routes, capacity, and employment levels 
Air New Zealand must  maintain into the future may prove counter-productive if they reduce 
the  airline’s ability to respond to changing market conditions. 
 
34 Officials propose to report further on national interest issues in subsequent advice to 
Ministers. 

Consultation 

35 The Ministry of Transport has consulted with Treasury, the Department of the Prime 
Minister and Cabinet, the Ministry of Economic Development, and the Ministry of Foreign 
Affairs and Trade in preparing this report. 

Recommendation 

36 I recommend that you: 
 

a. note that under the company’s constitution, the Kiwi shareholder’s approval 
would be required before the Air New Zealand Board’s requests to merge the 
A and B shares and to the application by Singapore Airlines to increase its 
shareholding in the company to 49% could be implemented; 

 
b. note that in 8 of the 12 air services agreements under which Air New Zealand 

operates its own aircraft, there is no ‘substantial ownership’ criterion as a 
basis for which air traffic rights can be refused; 

 
c. note our assessment that the risk to Air New Zealand’s continued access to 

New Zealand’s bilateral air services traffic rights arising from implementation 
of the Board’s requests would be manageable provided there was a transition 
path in place that lead to the exit of BIL and that mechanisms were in place to 
ensure that effective control of the airline was retained in New Zealand; 

 
d. note that in the event that the ownership restrictions are lifted: 
 

i. if determined necessary, a strengthening of governance provisions in 
Air New Zealand’s Constitution could ensure that effective control of 
the airline is seen to be clearly in the hands of New Zealand nationals; 
and 

 
ii conditions could, if necessary, be imposed upon Air New Zealand, 

under the Kiwi shareholder’s powers, to convey the government’s 
expectations of the airline under the new level of allowable foreign 
ownership; 
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e. note that copies of this memorandum have be referred to the Prime Minister 

and Deputy Prime Minister; 
 
 
 
 
 
 
Alastair Bisley 
Secretary for Transport 
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ANNEX 1 
 
POI, PPB, EC  POI, PPB  SO & EC  

(18) + 1  (2)  (25)  
Australia O Macau - Argentina - 
Austria CS Taiwan O Brazil - 
Belgium CS   Canada CS 
Brunei -   China - 
Chile -   Fiji O 
Cook Islands O   France O 
Denmark -   Germany CS 
Hong Kong1 O   India - 
Ireland CS   Indonesia - 
Malaysia2 CS   Italy - 
Mexico CS   Japan O 
Norway -   Korea - 
Peru -   Luxembourg - 
Samoa O   Nauru - 
Singapore O   Netherlands CS 
Sweden -   Niue - 
Tonga O   Papua New Guinea - 
United States O   Russia - 
    Solomon Islands - 
Spain -   South Africa - 
    Switzerland CS 
    Thailand CS 
    United Arab  

  Emirates 
- 

    United Kingdom O 
    Vanuatu - 
 
 
1 Government is to be in position to exercise regulatory control over designated airlines.  Parties not to designate an airline that is not 
managed and controlled within its territory. 
2 MoU 1997 states that it is current policy not to designate an airline that is not SO&EC.  Change in policy not to occur unless Party is 
confident rights won't be lost with many other partners.  Consultations to be held prior to event. 

 
 

KEY 

 
O = Air NZ operating 
CS = Air NZ codeshare only 
 
POI = Place of Incorporation 
PPB = Principal Place of Business 
EC = Effective Control 
SO = Substantial Ownership 


