
Terms of References for Consultants 
 
1.  Cameron & Company, June 2001 
 
Description of Services (clause 1.1): 
 
The Contractor will provide a report on Air New Zealand Limited as outlined below (the 
“report”): 
 

• Air New Zealand’s Current Financial Position 

Base documents for this task will be Air New Zealand’s financial reporting (both 
statutory and to the Stock Exchange) and analysts’ reports on the company.  
The Contract will seek to identify: 

− The extent to which Air New Zealand has a short term cash 
requirement that cannot be met from operating cashflows. 

− Air New Zealand’s capacity to raise cash from debt or equity 
capital providers. 

− Other potential sources of liquidity for Air New Zealand including 
business divestments. 

 
• Air New Zealand Capital Programme 

A number of statements have been made regarding Air New Zealand’s capital 
needs including one that has set capital requirements in the range of $8 to $12 
billion.  Clearly, the capital needs are driven by the competitive strategy that Air 
New Zealand seeks to follow over the next few years.  Different business plans 
will require different levels of capital from outside capital providers.  The 
Contractor will seek to identify the range of business models and their 
associated capital needs and comment on the issues associated with each of 
these business plans.  Included in this will be comment on Air New Zealand’s 
short term capital needs. 

This work will be closely related to the analysis of Air New Zealand’s financial 
position.  To the extent that the Contractor has no access to the Air New 
Zealand business plan and any analysis that Air New Zealand has done of 
alternative business plans the Contractor’s conclusions in this area may be 
somewhat speculative. 

• Options Available to Air New Zealand 

The Contractor will seek to focus on two sets of options: 

− Those available within the current capital structure and regulatory 
framework. 

− Those available in the event that the current capital structure and 
regulatory framework are relaxed. 
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• Presence in the Australian Passenger Services Market 

There may be some useful information regarding the importance of owning Ansett in 
both Air New Zealand reporting and in analysts’ comment on the airline over the past 
year or two.  To the extent possible, the Contractor will seek to compare the value of 
Ansett at the time of purchase with outturns since purchase. 
 

• Global Airline Market 

The Contractor will review recent industry and investment literature on the 
position of both Qantas and Air New Zealand in the regional carrier market and 
seek to identify alternative business plans for Air New Zealand and Qantas in 
the event that the ownership of Air New Zealand and/or Ansett Australia 
changes. 

• One Australasian Carrier/Barriers to Entry 

The Contractor will follow the approach of the Commerce Act in considering only those 
benefits and detriments associated with markets in New Zealand.  Consequently, the 
Contractor will consider: 
(i) The likely location of associated services and businesses (such a aircraft 

maintenance and engineering) of a single Australasian airline;  
(ii) The likely location of airline management and head office functions; and (iii) the 

impact of these locational decisions for taxation revenue of the New Zealand 
government, employment and economic development in New Zealand. 
 

The Contractor’s analysis of the public benefits and detriments that might arise 
from having one Australasian carrier will begin with the analysis conducted by 
the Commerce Commission in their consideration of the proposed merger 
between Ansett Australia and Air New Zealand in 1996 (CC Decision 278).  This 
material will be updated with recent evidence on the operation of Australasian 
airline markets, including the entry of Virgin to Australia and the failure of Ansett 
New Zealand.  The Contractor’s analysis will include a full assessment of the 
barriers to entry in the airline industry, based both on Decision 278, more recent 
analysis on barriers to entry in New Zealand, and approaches to barriers to 
entry in the consideration of airline mergers in other countries.  The Contractor’s 
consideration of assessments of barriers to entry in the airline markets of other 
countries will be facilitated by drawing on information available to Charles River 
Associates Inc offices in North America and Europe. 

 

• Air New Zealand Brand 

It is probably not useful to try to ascribe a numerical value to Air New Zealand’s 
brand at this stage.  Perhaps the key question is whether an offshore airline 
acquirer of Air New Zealand would continue to operate an Air New Zealand 
branded business unit or whether it would operate under the parent brand.  The 
Contractor will review the literature on airline takeovers with a view to finding 
similar examples that might give a guide to the behaviour of an Air New Zealand 
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acquirer. 

The Contractor will consider the importance of the Air New Zealand brand by assessing 
whether, following any purchase of Air New Zealand by Qantas, it is likely that Qantas 
would keep Air New Zealand as a separate brand (based on a pure business decision) 
and setting out the importance associated with the brand from the perspective of 
Qantas. 

 
• Implications for New Zealand Employment, Taxation and Economic 

Development 

The Contractor will seek to identify the key business plan changes that might be 
implemented by an offshore owner of Air New Zealand.  Because different 
offshore owners will have different business plans for Air New Zealand it will be 
difficult to put any reliable figures around these alternatives. 

2.  Cameron & Company, July 2001 
 
Description of Services (clause 1.1): 
 
The Contractor will provide a report that will include: 
 
1. Air New Zealand Strategy. 
 
1.1 Current Air New Zealand Position 

− Proposal in brief. 

− Interelatedness of elements – 
finances/performance/strategy. 

− Timetable. 
 
1.2 Financial Position 

− Outline of Salomon’s material. 

− Outline of Air New Zealand material. 

− Summary analyst material. 

[Fill out with further Air NZ discussions]. 
 
1.3 Strategy Overview. 

− Air New Zealand’s preferred option. 

− Other options. 

− Interaction of strategy and financing requirements. 

− Interaction of financing requirements and regulatory 
changes sought. 
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[This section will draw out: 

− Air New Zealand is presenting a “no alternative” scenario. 

− Based on this scenario, financing requirements are large, 
immediate (and probably interim). 

− Need for financing is presented as driving regulatory 
change. 

− Important for government to understand: 

− Alternatives exist (and may need less cash). 

− Less cash means less regulatory change. 
 
1.4 Implications of strategy. 

− Australian-centric Air New Zealand.  [Ansett domestic and 
international grow, New Zealand ops relatively static]. 

− Success or failure of Air New Zealand in future will be 
almost entirely driven by Australian operations. [Short run: Ansett 
turnaround and growth.  Long-run: Australian passenger 
numbers]. 

 
1.5 Success of Strategy – Key Issues 

− Describe Ansett situation. 

− Magnitude of change required. 

− Australian competitive environment. 

− Critical success factors for turnaround. 

− Within management control: 

 Product. 

 Service. 

 Costs. 

 Network. 

(a) Partial Control: 

 Virgin Blue. 

(b) Outside Management Control 

 Exchange Rates. 

 Fuel. 
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 Competitor behaviour. 

− Governance. 

 Importance. 

 Role of SIA/other large shareholders. 

 Issues emerging from proposal. 
 
1.6 Wrap-up first section. 

− Strategic choices. 

− Financing. 

− Drivers of success/failure of strategy. 

− Consequences of success/failure. 
 
2. Capital Requirements and Interaction with A/B Share Structure. 
 
2.1 Brief description current structure. 

− Changes requested in proposal. 

− Justification for changes. 
 
2.2 Alleged problems with current structure.  [outsider and insider Views]. 

− Control. 

− Capital raising. 

− Governance. 

− Corporate control market. 
 
2.3 Implications of changes. 

− Control. 

− Regulatory (NZSE etc). 
 
2.4 Capital Raising. 

− A/B share issues. 

− Certification issues. 

[Draw out why change is being requested, what it will deliver, and what 
are the alternatives]. 

− Why share structure changes are not a sufficient condition 
for success. 
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2.5 Other costs/benefits of status quo/proposed changes. 

− Control. 

− Governance. 

− Bilaterals. 
 

[Work in discussion on other large Singapore domiciled investor]. 
 
3. Shareholder Issues. 
 
3.1 Current Proposal. 

− SIA cornerstone (ie control). 
 
3.2 Does Air New Zealand need a (new) cornerstone shareholder? 

− Yes 

 Certification. 

 Control. 

 Competitor signaling. 

 Synergies. 

 Feeds. 

− No: 

 How important are the above? 

 What role could alliances play? 

 Can BIL play a role? 
 
3.3 Other Airlines as cornerstones. 

− Options (if any). 

− What airlines bring: 

 Advantages. 

 Disadvantages. 

− What they do not bring. 

− [Draw out attributes of SIA relative to other airlines]. 
 
3.4 Non-airlines as cornerstones. 

− Air NZ requirements. 
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− Compare Air NZ requirements against attributes of: 

 Corporate (eg BIL). 

 Institutional (eg AMP). 

 Private Equity. 

− [Note: all the above are offshore]. 

− [Draw out attributes Government might want to see in Air 
NZ shareholder]. 

 
3.  PA Consulting, July 2001 
 
Description of Services (clause 1.1): 
 

Terms of Reference : New Zealand Airline Regulation 
 
Air New Zealand (“Air NZ”) has sought the approval of the New Zealand Government to 
raise its foreign airline ownership limits1 to allow Singapore Airlines (“SIA”) to increase 
its investment in the airline.  Air NZ’s case is based on the need to retain its 100% 
ownership of Ansett Australia (“Ansett”)2 as part of a growth strategy which the airline 
regards as vital to its future viability. 
 
Task 
 
The New Zealand Treasury and Ministry of Transport (the “Crown team”) would like the 
contractor to comment on the future business strategies available to Air NZ.  
Specifically, the contractor should comment on the commercial risks, benefits and 
consequences of the following options:  
 
A. Air NZ selling its shareholding in Ansett to a Star Alliance partner (most 

probably SIA); and 
 
B. Air NZ continuing to own 100% of Ansett, under different scenarios relating to 

value-based airline competition in the Australian domestic market. 
 
Deliverables 
 
Given the very tight time-frame for this work (see below) the contractor is not expected 
to conduct in-depth primary or secondary research, or submit a comprehensive 
“integrated” report.  Instead the contractor is expected to utilise its/his/her available 
expertise and knowledge to provide an ongoing consultancy to the Crown team, 
including the preparation of short reports and commentaries on specific subjects. 
  

                                                 
1 Under current regulation a single foreign-owned airline can own up to 25%, and the total 
foreign airline ownership is limited to 35%.  Singapore Airlines currently has a 25% ownership 
stake.   
 
2 Ansett Holdings is also the beneficial owner of Ansett International.   
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Specific Questions to be Answered 
 
In addressing this task the contractor will: 

a. Identify the circumstances in which the trans-national ownership of airlines can 
generate network economies for airlines, and benefits to consumers.   

b. Comment on any benefits (eg, tourism) that accrue to New Zealand by virtue of 
it having a national flag carrier, whether these benefits are likely to persist in the 
light of future developments in the airline industry, and whether there are any 
additional benefits from having majority ownership and/or control by New 
Zealand nationals. 

c. Apply the analysis in (a) above to assess the extent to which ownership of 
Ansett provides significant network economies to Air NZ over and above those 
available through alternatives (eg, the Star Alliance).   

d. Apply the analysis in (a) and (b) above to assess the benefit and risks 
associated with a foreign airline taking an increased shareholding in Air NZ.   

e. Assess how future changes in international airline regulation and ownership are 
likely to impact on Air NZ, and on competition on the direct air routes to and 
from New Zealand.   

 
The above work should be developed with a view to addressing the following 
questions: 
  

• Is Air NZ's growth strategy is critical to its long term profitability? 
• Is Ansett ownership the best (and only) growth opportunity available to 

Air NZ? 
• Can Air NZ remain profitable without a growth strategy, and what are the 

implications for NZ's business, trade and tourism interests (ie, will other 
airlines take up opportunities to expand services which Air NZ forgoes)? 

 
Expertise 
 
The contractor should have expertise in: 

• network economics (with specific application to the airline industry);   

• international aviation regulation; and 

• aviation developments in Asia-Pacific region. 
 
4.  Cameron & Company, August 2001 
 
Description of Services (clause 1.1): 
 
The Contractor will be required to provide the services of Rob Cameron on call as and 
when required (including evenings and weekends) until 31 August 2001 for the 
purposes of the role of lead negotiator in negotiations for the Crown with Air New 
Zealand and Singapore Airlines and with Qantas.   
 
The Contractor will be required to provide the services of Murdo Beattie throughout the 
month of August 2001 to advise the Crown Negotiating Team on capital markets and 
financial issues in negotiations with Air New Zealand and Singapore Airlines and with 
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Qantas. 
 
5.  PA Consulting, August 2001 
 
Description of Services (clause 1.1) 
 
Background 
 
Air New Zealand (Air NZ) is to announce its 2001 financial results on 4th September 
2001.  It is very important that Air NZ has all the agreements and approvals needed to 
allow it to present a credible recovery plan to the market at this time.   
 
Given the pressing nature of this issue, the New Zealand Government has appointed a 
Crown Negotiation Team (CNT), with the lead negotiator being Rob Cameron of 
Cameron & Associates.  The CNT is to conduct negotiations on the following basis and 
with the following accountabilities: 

− negotiate in principle a national interest package separately with (1) Singapore 
Airlines (SIA) / Air NZ, and (2) Qantas, with the objective of securing the greatest 
benefit for Air NZ and New Zealand; 

− report, through the Minister of Finance, to an ad-hoc group of Ministers as to which 
option is the preferred option to progress in detail, by Friday 10th August 2001; 

− negotiate with the preferred airline towards a Heads of Agreement; 

− report, through the Minister of Finance, to the ad hoc group of Ministers where 
necessary to seek approval of negotiating points outside an approved strategy; and 

− seek ad hoc ministerial intervention, if necessary, to break any stalemates between 
the parties. 

  
 
Services & Deliverables 
 
The Contractor has been commissioned to utilise its expertise and knowledge in airline 
and aviation issues to support the Crown’s negotiations.  Accordingly, Sam Fairchild of 
PA Consulting Ltd has been appointed as a member of the CNT, and will be based in 
New Zealand for the duration of the negotiations.    
 
The specific services and deliverables to be supplied by the Contractor each day will 
be determined by the Treasury, based on developments in the ongoing negotiations 
between the CNT, Air NZ, SIA and Qantas.   
 
The specific services and deliverables to be supplied by the offshore staff of the 
Contractor will be agreed between the Treasury and Contractor on an ongoing basis, 
based on developments in the ongoing negotiations between the CNT, Air NZ, SIA and 
Qantas.   
 
6.  Cameron & Co, September 2001 – January 2002 
 
Description of Services (clause 1.1): 
 
The Contractor will be required to provide the services of Cameron & Co as and when 
required until the completion of the project (that is, when the Crown’s Tranche B equity 
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injection has been made) for the purposes of completing financial and business due 
diligence on Air New Zealand, making recommendations on the quantum of capital 
required for the Tranche B equity injection and pricing the Tranche B equity injection.  
There may also be associated tasks, such as assisting in negotiations with Air New 
Zealand’s bankers, which will require services to be provided.  Attached to this 
document is a schedule setting out the proposed due diligence exercise. 
 
7.  PA Consulting, September – October 2001 
 
Description of Services (clause 1.1) 
 
Background 
 
The Government has agreed a rescue package for Air New Zealand that provides for 
an equity injection to be made of up to $585 million subject to due diligence.  The due 
diligence exercise will inform the Government of the viability of the airline’s business 
and the quantum of capital required and its pricing. 
 
The Crown wishes to progress the due diligence exercise and has appointed Rob 
Cameron of Cameron and Company to lead the due diligence team.  The exercise has 
been split into three components being financial, aviation and legal due diligence. 
 
The due diligence exercise is required to be completed by 25 October.  Following that 
date, the due diligence team is expected to prepare a report to the Crown providing its 
findings and recommendations due to the Crown by 31 October. 
 
Services & Deliverables 
 
The Contractor has been commissioned to utilise its expertise and knowledge in airline 
and aviation issues to participate in the due diligence exercise.  Accordingly, Sam 
Fairchild of PA Consulting Ltd has been appointed as the co-ordinator of the PA 
Consulting team, primarily tasked with reviewing the aviation strategy elements of the 
Air NZ business plans and the flow on effects on the projected financial performance 
and position of the airline and identifying risks to the business.  It is expected that over 
the duration of the project, Sam Fairchild and members of his team will be located in 
New Zealand at various times. 
 
The specific services required of the contractor, together with Cameron &Co, are as 
specified in the attached Due Diligence Work Plan. 
 
 


