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Treasury and Ministry of Transport Report: Air New Zealand - 
Assessment of Growth Strategy and Shareholding Policy Issues 

Executive Summary 

Air New Zealand Proposal 

The Air New Zealand (Air NZ) Board has proposed that the Government allows: 
 
• Singapore Airlines (SIA) to increase its shareholding to 49%; 
• Merges the ‘A’ and ‘B’ shares to provide for one class of shares; and 
• Agrees the terms of governance for the SIA holding. 
 
while enhancing the rights of the Kiwi share and other constitutional amendments to 
guarantee on-going control in the hands of New Zealanders. 
 
Adverse Financial Position 

The Air NZ proposal has arisen as a result of adverse business conditions and structural 
problems with its recent acquisition of Ansett.  The effects of both have placed severe strain 
on Air NZ’s financial position and Balance Sheet.  Air NZ is to announce a net loss (after 
interest expense) of around NZ$360 million on 4 September 2001.   
 
 
 
Strategic Plan for Trans-National Growth (Ansett) 

Air NZ’s strategic plan calls for the recapitalisation of Ansett, estimated at around $8 billion 
over five years.  Immediate requirements are $0.850 billion.  It is proposed that new equity 
be issued to SIA to be followed by a rights issue to all shareholders.  It will then be 
incumbent upon Air NZ to demonstrate progress in turning around Ansett over the 
forthcoming year to secure further debt and equity financing to meet the five year capital 
requirements. 
 
The key reason underpinning Air NZ’s decision to invest in, and retain, ownership of Ansett is 
that ownership provides guaranteed feeder traffic to Air NZ as well as integration and 
revenue benefits.  The Treasury and the Ministry of Transport contracted aviation experts 
from PA Consulting to provide an assessment of the magnitude of net benefits that could be 
available to Air NZ with or without Ansett and as a member of the Star Alliance in both cases.  
PA Consulting was asked to comment on what the implications of their findings were for the 
future viability of Air NZ.  PA Consulting has endorsed Air NZ’s strategic plan as being 
necessary to assure its future viability.  
 
Air NZ has, to date, had difficulty reaching into the Alliance to extract the magnitude of 
benefits that are potentially available (PA consulting estimates these benefits at up to $ 
million per annum and notes that Air NZ may have achieved $   million per annum).  The 
reason for this lies with Air NZ’s relative size compared with other Star Alliance members.   
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It is recognised however that the turnaround case for Ansett is risky.  Air NZ’s greatest 
strength may lie with its senior management team that has had experience in airline 
turnarounds, with Qantas and the former Australian Airlines. 
 
Foreign Ownership Limits 

Air NZ proposes that the current ‘A’ and ‘B’ share structure be merged to provide for one 
class of shares.  Implicit in this proposal is the lifting of the underlying foreign ownership 
limits, with the exception of the limit applying to foreign airlines that would be set at 49% 
under the Air NZ/SIA proposal. 
 
Officials agree that the benefits of removing the foreign ownership limits and merging the ‘A’ 
and ‘B’ share structure to provide for one class of shares outweigh the costs, while the risks 
to bilateral air traffic rights can be managed by having Air NZ manage a register of 
shareholders, including their nationality. 
 
The key benefits are, for Air NZ, access to deeper capital markets that would provide 
financing at a lower cost of capital.  Such benefits would flow through to consumers by way 
of lower priced services.  For shareholders, it would probably lead to a merging of the share 
price somewhere between the current ‘A’ price of $1.05 and ‘B’ price of $1.40.  It would 
facilitate the exit of large shareholders such as Brierley that has had difficulty to date placing 
its 30% ‘A’ shareholding with domestic investors.  For the national interest, it would provide 
greater opportunity for Air NZ’s continued viability. 
 
This paper is the first of two companion papers.  Paper 2 discusses options for facilitating a 
recapitalision of Air NZ. 

Recommended Action 

It is recommended that you: 
 
a note the companion paper to this paper contains a full set of recommendations 

covering both papers; and 
 
b refer a copy of this report to the Prime Minister and Deputy Prime Minister. 
 
 
 
 
 
Dr Alan Bollard      Alastair Bisley 
Secretary to the Treasury    Secretary for Transport 
 
 
Prime Minister 
Deputy Prime Minister 
 
Referred:    Yes/No 
 
 
 
 
 
Hon Dr Michael Cullen    Hon Mark Gosche 
Treasurer/Minister of Finance   Minister of Transport 
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Treasury and Ministry of Transport Report: Air New Zealand - 
Assessment of Growth Strategy and 
Shareholding Policy Issues 

Purpose of Report 

1. This report is the first of two companion papers reporting on Air New Zealand (Air NZ).  
It is presented in two parts as follows: 

 
• Part I presents analysis of the drivers of the Air NZ proposal, the merits of Air 

NZ’s proposed trans-national growth strategy against a no growth strategy and 
the risks that arise from Air NZ’s preferred business case for growth (ownership 
and the turnaround of Ansett).  

 
• Part II presents a discussion on the merits of retaining or dispensing with the 

current foreign ownership limits for Air NZ and the ‘A’ and ‘B’ share structure. 

Analysis 

Role of the Government  

2. When considering matters put before it by the Air NZ board, the following are the key 
responsibilities of Ministers: 

 
• having regard to New Zealand’s air services agreements, determining and setting 

policy for the appropriate regulatory settings for foreign ownership and control in 
Air New Zealand; 

 
• approving a foreign airline taking an equity stake in Air NZ through the powers of 

the Kiwi shareholder; 
 
• seeking Air NZ’s and a proposing foreign airline’s agreement (and agreement of 

shareholders where necessary) to any terms and conditions the Government may 
wish Air NZ to provide undertakings for to assure the national interest is 
protected, including New Zealand’s bilateral air traffic rights; and 

 
• approving changes to the Air NZ constitution (along with other Air NZ 

shareholders) relating to the protection of Air NZ’s use of New Zealand air rights 
through the powers of the Kiwi shareholder. 

 
Consultants’ Assessments 

3. The Treasury and the Ministry of Transport contracted for the following work to be 
completed by independent consultants: 

 
• a team of aviation experts from PA Consulting (PA) from the United States has 

examined the network benefits arising to Air NZ from its ownership of Ansett 
compared with it either participating in the Star Alliance or operating without 
either Ansett or the Star Alliance; and 
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• Cameron & Company in Wellington have explored capital markets issues relating 
to different levels of cornerstone shareholding in Air NZ as well as the risks, costs 
and benefits of having the ‘A’ and ‘B’ shareholding structures. 

 
4. We have yet to receive formal reports from PA.  The work they undertook was intensive 

over a very short period of time.  We have had briefings on the findings and 
interpretation of their analyses. 

 
5. The final reports from PA are likely to contain caveats around the usefulness of the 

historical data it had access to regarding Ansett’s operations and Air NZ’s traffic feed 
from the Star Alliance.  As we understand it, PA was able to substitute data from other 
sources that at best provides an ‘orders of magnitude’ analysis.  

 
Part I:  Air NZ Proposal and Strategy for Growth 

Air NZ Proposal 

6. Air NZ proposes that the Government: 
 

• allows Singapore Airlines (SIA) to increase its shareholding to 49%; 
 
• merges the ‘A’ and ‘B’ shares to provide one class of share; and 
 
• agrees the terms of governance for the SIA holding. 

 
while enhancing the rights of the Kiwi Share and other constitutional amendments to 
guarantee on-going control in the hands of New Zealanders. 

 
7. The proposal provides for Air NZ to receive a capital injection from SIA of $466 million 

to be followed by a rights issue to all shareholders to raise $384 million of which $188 
million is to come from SIA.  In total, this package is intended to raise $850 million, the 
minimum necessary to allow Air NZ to implement its strategic plan. 

 
Drivers of Air NZ’s Proposal 

8. There are two broad drivers of Air NZ’s proposal and its current financial position and 
performance.  One is market conditions resulting from the low point in the business 
cycle faced by the aviation industry.  The other is structural, arising from its purchase of 
Ansett. 

 
Market Conditions 
 
9. Air NZ is currently facing very difficult trading conditions, as are most airlines.  In 

particular, the price of fuel has been persistently high, against the US dollar (the 
currency of around 35 percent of Air NZ’s costs) the Australian and New Zealand 
dollars have been persistently low and competition in the Australian domestic market 
and on the Tasman has been strong.  Airlines have been jockeying for market share in 
the Australian market where new value-based airlines (Virgin Blue and the now 
Qantas-owned Impulse Airlines) have been loss-leading on airfares in order to attract 
market share.  In addition, the Easter grounding of the Ansett 767 fleet, for safety 
reasons, has further exacerbated the problems of the Air NZ group. 

 
Structural 
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10. Air NZ purchased Ansett in two tranches, 50% in 1996 and 50% in 1999.  The total cost 
of the purchase was NZ$2.1 billion.  Problems inherited as part of the purchase 
included an aging Ansett fleet of aircraft with significant maintenance requirements and 
the effects of steadily declining market share over several years prior to acquisition.  
Since the purchase, market conditions in Australia in particular and in the aviation 
industry in general, have exacerbated the problems faced by Air NZ.  We understand 
Ansett is currently losing $20 million per week.  

 
Adverse Operating Results 
 
11. Air NZ’s financial position and performance for the year ending 30 June 2001 are likely 

to be very poor as follows: 
 

• a net loss before taxation of around $360 million (after interest expense), of which 
$327 million is attributable to Ansett and $33 million to Air NZ (we note that the 
global airline industry has experienced a cyclical downturn over the past year with 
many of the large airlines set to report reduced profitability or losses); and 

 
• net debt of $6.5 billion (including capitalisation of operating leases), giving overall 

market gearing of 87% (ie as a proportion of total assets at market value, Air NZ 
has 87% financed by debt). 

 
12.  
 

                            Cameron & Co and PA Consulting have advised that Air NZ’s 
representation of its financial position is credible. 

  
Capital Requirements 
 
13. In order to improve its Ansett operations, Air NZ needs to undertake a capital 

investment programme, largely to replace the Ansett aircraft that are considerably aged 
by world aviation standards.  The capital investment and growth requirements of the Air 
NZ and Ansett fleets are set out in the table below: 

  
 Capital Investment 

Cumulative over  
5 Years 

$b 
Air NZ Domestic & 
International 

1.357

Ansett International 1.706
Ansett Domestic 3.529
Virgin Blue1 1.318
Total $8.0
Minimum Equity Funding 
Required Immediately $0.850

 
14. Capital investment includes aircraft replacement and growth, inflight product and 

buildings, terminals and plant. 
 
15. As depicted in the above table, the majority of capital expenditure will be focussed on 

the Ansett fleet.  That fleet has an average age of 13.8 years while the Air NZ fleet has 
an average age of 7.1 years.  The industry average is 9.7 years. 

                                                 
1 We understand Air NZ is currently in negotiations for the purchase of Virgin Blue. 
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16. Air NZ projects the following growth of New Zealand services over the next five years: 
 

•   
 

•   
 
 

•  
  

 
•   

 
•   

 
17. We reported to you in June on the potential options available to Air NZ to raise capital 

(Treasury report T2001/975 dated 20 June 2001 refers).  At the present gearing level, 
Air NZ would be unable to raise further debt.  The only viable option is equity financing.  
However, the foreign ownership limits to which Air NZ is subject require Air NZ to raise 
$1.03 from the New Zealand market for every $1.00 of foreign equity raised.  An equity 
raising exercise conducted by Air NZ last year was 20% under-subscribed, indicating 
New Zealand investors have a limited appetite for ownership of Air NZ. 

 
18. We have taken advice from Cameron & Co on the extent to which equity financing is 

likely to be provided by the New Zealand domestic market.  Cameron & Co consider 
that if Air NZ is able to present a credible story as to future value to the market and 
assuming no further adverse events occur that affect either Air NZ or the appetite of 
New Zealanders to invest in the equity markets in general, Air NZ should be able to 
raise up to $200 million from the New Zealand domestic market.   

 
19. Therefore, Air NZ has two clear choices, either: 
 

• source a new investor, or consortium of investors with capital and capacity to 
provide the initial $0.850 billion required and any additional equity required to 
support the capital expenditure of $8b over the next five years (ie sufficient to 
support debt financing); or 

 
• sell Ansett. 

 
Air NZ’s Growth Strategy 

20. Air NZ has elected to pursue equity financing as it firmly believes its future viability is 
dependent on its owership of Ansett.  The case for equity ownership over Star Alliance 
co-operation benefits rests with the need for Air NZ to secure feeder traffic from Ansett.  
As a very small player within the Star Alliance, Air NZ has been unable to exercise 
sufficient leverage within the Alliance to access the significant level of benefits 
potentially available. 

 
21. The Treasury and the Ministry of Transport contracted PA Consulting’s aviation team to 

undertake a network analysis to determine the extent to which Air NZ needs to own 
Ansett in order to remain viable into the future.  This involved comparing the level of net 
benefits that Air NZ would achieve through ownership of Ansett versus participation on 
its own within the Star Alliance.  The findings are broadly as follows: 
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• Air NZ has not achieved the benefits from traffic feed that it could from the Star 
Alliance due to its relatively small size in the Alliance (PA estimated benefits of    
$   million per annum were achieved from a possible $    million); 

 
• Air NZ has not realised cost savings ($188 million per annum for three years) and 

revenue improvements ($200 million per annum) from the integration of Ansett 
and Air NZ; 

 
• Air NZ needs a strong equity partner that is part of the Alliance to assist it to 

reach into the Alliance to secure the traffic feed benefits; 
 
•   

 
 
 

 
• without the benefit of feeder traffic from Ansett, Air NZ would find it difficult to 

compete in future with Qantas and the new Ansett owner (SIA) on key 
international routes (eg Akld-LAX); it might also find it difficult to mount a 
challenge to those airlines in the New Zealand domestic market if either entered. 

 
PA Consulting Conclusions 

22. The aviation market has shifted significantly since 1998 with the consolidation of 
strategic airline alliances.  These alliances were developed to exploit regional feeders 
and crush non-alliance members.  They are highly effective at diverting traffic away 
from them, especially higher yield traffic.  PA considers that without Ansett, Air NZ 
would be left with little ability to improve yields, reduce costs per unit, engage in cost-
reducing joint purchases, or access new capital for fleet improvement.  In its view, 
today’s aviation market requires leveraged access to a global alliance network as well 
as access to reasonably costed capital.   

 
23. PA considers the purchase of Ansett was the right strategic move on the part of Air NZ 

to assure its viability in the future.  The Australian market offers Air NZ the benefits of 
its size, its higher growth rate and strength of competition for tourism dollars.  Even 
more critical is the high percentage of dual destination tourists that Air NZ would be 
able to capture with Ansett.  With Ansett owned by SIA, there would be less promotion 
of New Zealand as a dual destination and a high probability that Ansett would seek to 
compete on the trans-Tasman run for any significant dual destination business.  

 
24. A sale of Ansett, while Air NZ is known to be under distress and when there is only one 

obvious purchaser (SIA) would lead to Air NZ having very little, if any, leverage to 
negotiate a reasonable price.  The Air NZ Balance Sheet is ill positioned to sustain a 
substantial value write off and were this to occur would leave a much smaller Air NZ to 
continue meeting significant debt financing costs. 

 
Ansett Business Case - Risks 

25. The way in which Air NZ chooses to implement its growth strategy is a matter between 
the Board of Air NZ and the company’s shareholders.  We have not endeavoured to 
second guess the merits of the business case – the case being the turnaround of 
Ansett Australia and growth of Ansett International.   
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26. We have, however, reviewed the case in order to understand the risks that may 
present and to understand how readily equipped Air NZ might be for managing those 
risks.   

 
27. We note that if Air NZ fails to turn around Ansett, or fails to do so within its projected 

timeline, there are two parties that may bear the consequences – the shareholders 
and/or the Crown.  The Crown could be asked to either again lift the foreign 
shareholding caps to allow a foreign airline or investor to inject more equity to Air NZ or 
if such an investor did not present, the Crown could be asked to finance the airline. 

 
28. We note the following aspects of the Ansett business case that we consider pose risks 

to the turnaround and growth of Ansett: 
 

• uncontrollable drivers of current losses may persist (ie heavy Australian domestic 
competition, high fuel prices and low Australian and New Zealand dollars); 

 
• Air NZ considers the Ansett turnaround case to critically require the removal of 

Virgin Blue from the Australian domestic market (by either Air NZ purchasing it 
and gaining the benefit of its lower cost aircraft) or by it folding.  We understand 
that while Virgin has taken only 2% of Ansett’s market share, it has markedly 
depressed passenger revenue yields and this suggests that the Ansett 
turnaround case is very sensitive to competition; 

 
• it has proved very difficult in the past for airlines to be turned around.  It took 

three attempts to turn around Continental Airlines; and 
 
• PA Consulting found that historical key route performance data relating to the 

Ansett operations was almost non-existent and therefore, it is not clear how well 
Air NZ can understand the magnitude of the task of turning Ansett around. 

 
29. There are some mitigating factors to these risks: 
 

• a number of senior Air NZ personnel have previously been employed by Qantas 
and have served that airline during both its turnaround and the turnaround of the 
former Australian Airlines.  Our consultants have endorsed the personnel as 
being up to the task of turning around Ansett if anybody is; 

 
• the lack of good data regarding Ansett may not be a serious issue – it is possible 

to simulate data and understand the magnitude of the problem from studies of 
airline industry data; and 

 
• we understand Air NZ is in negotiations currently to purchase Virgin Blue and that 

this is supported by SIA as part of the Air NZ strategy. 
 
Part 2:  Foreign Ownership Limits and ‘A’ and ‘B’ Share Structure 

Foreign Ownership Limits 

30. Twenty of New Zealand’s 45 Air Services Agreements permit the other party to refuse 
to grant, or to revoke, operating authorisations from a New Zealand airline where that 
other party is not satisfied that the airline is substantially owned and effectively 
controlled by New Zealand nationals (in many of our new bilateral agreements the 
criteria are principal place of business, place of incorporation and effective control).  
Officials have reported in more detail on these issues in an earlier report. 
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31. To ensure that the right of New Zealand airlines to utilise the rights negotiated in Air 
Services Agreements are not put at risk, current policy is that New Zealand will not 
designate an airline if it is more than 49% foreign owned.  In addition there are limits of 
25% for any one foreign airline and 35% for foreign airlines in total.  In the case of Air 
NZ this limit is enforced through the ‘A’ and ‘B’ shares structure and the requirement for 
airlines to seek Kiwi shareholder approval to purchase shares in the airline. 

 
32. The Air New Zealand proposal would require a change to this policy. 
 
Optimal Shareholding Structure for Air NZ 

33. Constraining the nationality of investors in Air NZ, while protecting its rights under the 
bilateral air services agreements, has the following financial and governance 
implications for Air NZ: 

 
• it limits access to capital – Air NZ’s ability to raise capital is constrained by the 

size of the domestic market.  The smaller the market, the harder it is for capital to 
be raised; and 

 
• it increases Air NZ’s cost of capital – New Zealand investors will seek higher 

returns on their investments because their holdings are less liquid (and therefore 
diversification is a more costly process).  This puts Air NZ at a relative 
disadvantage to its competitors by imposing on it a higher cost structure. 

 
34. For shareholders, it raises the following issues: 
 

• it removes Air NZ from the market for corporate control – this makes it next to 
impossible to have the control of a poorly performing management team 
challenged from other shareholders since such a challenge would need to be 
made by domestic shareholders; and 

 
• domestic shareholders have less liquidity in the market for their shares. 

 
Governance 
 
35. Air NZ (as with any other company) is most likely to be well governed when each and 

every shareholder possesses the same rights to influence the business.  In the case of 
Air NZ, constraints have been imposed on the composition of the Board and its 
shareholders.  These measures have been reasonably limited in their effect to date, but 
should more be required as a result of increasing foreign ownership limits, governance 
could become less effective.  This could lead to disincentives for investors with capital 
and capacity to invest if they are unable to exert the control they could otherwise do in 
other investment opportunities that provide similar or better rates of return.  Minority 
Crown shareholding could also pose governance risks for Air NZ. 

 
36. It is therefore important to ensure that measures taken to constrain the board and its 

shareholders are the minimum necessary to protect New Zealand’s national interest 
and in particular Air NZ’s use of New Zealand’s bilateral air traffic rights to significant 
markets.   

 
‘A’ and ‘B’ Share Structure 
 
37. The current framework provides for New Zealand domestic shareholders to hold ‘A’ 

shares (ie 51% of Air NZ shareholders) and foreign investors to hold ‘B’ shares (ie 49% 
of Air NZ shareholders, including foreign airlines).  The purpose of the ‘A’ and ‘B’ share 
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structure was initially to allow bilateral partners to easily understand the extent of 
foreign and domestic ownership of Air NZ.   

 
38. Air NZ proposes that the ‘A’ and ‘B’ share structure is merged into one class of shares, 

together with a lifting of the underlying foreign ownership limits (except the single 
foreign airline limit which is proposed to be set at 49%).  

 
39. Officials consider that while a merger of the share structure will improve the liquidity of 

the market for small shareholders, in the absence of raising the caps on foreign 
ownership, the costs of moving to an alternative regime (ie to a different mechanism for 
recording nationality of ownership) would outweigh the benefits.  That is because 
merging the shares, but retaining a 49% foreign ownership cap would provide little 
room for foreign investors to purchase ‘A’ shares from New Zealand shareholders.  The 
case for lifting the total foreign investment cap is discussed in the next section. 

 
40. The following is an example of why merging the shares without lifting the foreign 

ownership caps would be of little benefit.  If Brierley (a substantial ‘A’ shareholder) 
wished to exit its substantial shareholding and, following the merger of shares into one 
class, the price improvement induced that sale, Brierley would still not be able to place 
the shares with a foreign investor unless there was sufficient room under the ownership 
caps.   

 
Foreign Ownership Restrictions 
 
41. The real benefit to all parties (ie shareholders and Air NZ) is the lifting of the underlying 

foreign ownership restrictions.  This would allow Air NZ access to deeper capital 
markets that would provide cheaper capital.  It would provide New Zealand 
shareholders with greater ability to diversify their holdings thereby reducing the rate of 
return on capital that they will require.  This rationale underlies Air NZ’s proposal. 

 
42. Officials have reported separately on the risk to the bilateral arrangements that might 

arise should the foreign shareholding in Air NZ increase.  Officials have concluded that 
this risk is manageable if SIA moved to 49%, provided Brierley (BIL) exits Air NZ (or 
there is at least a clear transition path leading to the exit of BIL) and that measures are 
in place to ensure effective control of the company lies in the hands of New 
Zealanders. If BIL was to remain a shareholder in the interim some transitional 
arrangement such as non-voting stock may be necessary. 

 
43. If BIL remains a shareholder and SIA increases its stake in Air NZ there is a risk that 

other countries will be less willing to expand the bilateral rights available to New 
Zealand airlines, and a smaller risk that operating authorisations may be revoked.  As 
SIA’s stake in Air NZ rises, other countries may become less willing to accept the 
arrangements that allow the Singapore headquartered BIL to hold shares as a New 
Zealand entity. 

 
44. Alternatively, if the Government was to take a stake in Air NZ this would be likely to 

give bilateral partners sufficient comfort about the New Zealand nature of the airline 
that an increased SIA stake of around 35% would be acceptable. 

 
45. The following table provides an analysis of the proportions of shareholdings among 

major equity parties in Air NZ currently and under various options, including an option 
that SIA lifts its equity stake to 35% and the Crown takes a 10% stake.  The data is 
based on new equity plus a rights issue and assumes the rights are taken up by all 
parties (including BIL): 
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Options SIA 

‘B’ Shares 
BIL 

‘A’ shares 
Total 

SIA & BIL 
Total 

Domestic 
‘A’ shares 

Total 
Foreign 

‘B’ shares 
Current  25% 30.3% 55.3% 51% 49%
SIA 49% 49% 20% 69% 35% 65%
SIA 35%/Crown 
10% 35% 22% 57%

 
48% 52%

SIA 35%/Crown 
10% - BIL does 
not take up rights2 35% 15% 50%

 
 

48% 52%
 
46. It is clear that either proposal will lead to a breach of the 49% total foreign ownership 

cap.  Under the Air NZ/SIA proposal, total foreign equity will be at least 65%; under the 
SIA/Crown option, it will be at least 52%. 

 
47. It should be noted that ‘B’ shares are available to be owned by New Zealanders as well 

as foreigners.  Some proportion of ‘B’ shares is held by New Zealanders in which case 
the current 49% cap will not have been breached.  However, we think New Zealand 
ownership of ‘B’ shares is unlikely to be substantial.   

 
48. Officials consider that the benefits of lifting the foreign ownership limits outweigh any 

additional risk that may arise with respect to bilateral air traffic rights and that this risk 
can be managed.  In order to implement this change, the Air NZ Constitution would 
need to be changed (that requires 75% shareholder approval for each class of 
shareholder). 

 
Proposed New Share Structure 
 
49. There are two ways in which the foreign ownership problem can be addressed: 
 

• the Constitution could be amended to lift the foreign ownership cap to 
accommodate the resulting increase (eg if the SIA/Crown option is agreed, the 
cap could be lifted to 52%); or 

 
• the foreign ownership cap could be removed in its entirety while retaining a limit 

for foreign airlines. 
 
Having a foreign ownership cap over 49% specified however would not be advisable 
from the point of view of placing landing rights at risk. 

50. Officials recommend that: 
 

• the limit for foreign airlines owning Air NZ shares be lifted to either 35% or 49% 
and all other limits be removed; 

 
• the ‘A’ and ‘B’ structure be merged to provide for one class of share; 
 
• the extent to which shares are owned by foreigners or New Zealand nationals is 

monitored by Air NZ through a register; 
 
• Kiwi shareholder approval continue to be required for any foreign airline investing 

in Air NZ; 

                                                 
2 The Brierley rights are taken up by other New Zealand nationals or an underwriter. 
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• the Kiwi Shareholder is required to approve any significant (eg 10%) tranches of 

shares purchased by foreign investors, including associated persons; and 
 
• the current provision that allows affected shares to be sold if bilateral air traffic 

rights are at risk is retained, coupled with the addition of a provision for voting 
rights on affected shares (ie shares purchased by foreigners) to be restricted if 
bilateral air traffic rights are at risk (the latter being a more moderate mechanism 
to ensure effective control). 

 
Capital Raising Implications at Different Levels of Cornerstone (foreign airline) 
Shareholding 

51. The following table represents the capital raising hurdles faced by Air NZ at different 
levels of foreign airline shareholding.  The calculations are based on the need to raise 
$850 million.  The cornerstone shareholder calculations include new equity and 
subsequent rights issue funding. 

 
Cornerstone 
Shareholding 

Cornerstone 
Shareholder 
$m 

Domestic 
Funding  
$m 

Total Market 
Funding 
$m 

35% 397 231 453 
49% 655 99 195 

 
SIA 35% 
Crown 10% 

 
580 

 
138 

 
270 

 
52. Cameron & Co advise that, in their view, the New Zealand domestic market is unlikely 

to provide more than $200 million of equity.  This view is based on analysis of a history 
of rights issues over the past 10 years that have provided funding close to $200 million 
with the remainder being subscribed to by either foreign investors or being met by the 
underwriter. 

 
53. However, Cameron & Co note that necessary conditions to achieve the rights issue will 

include Air NZ’s ability to present a credible story as to future value to the market.  
They also note that if further adverse events occur that affect either Air NZ or the 
appetite of New Zealanders to invest in the equity markets in general, the ability to 
raise $200 million may be impeded. 

 
54. We conclude that under either the SIA 49% option or the SIA 35%/Crown 10% option, 

the New Zealand domestic market should be able to meet Air NZ’s remaining equity 
needs, provided that the market does not react adversely to Crown involvement. 

 


