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Options 

Executive Summary 

The Board of Air New Zealand (Air NZ) has proposed that the Kiwi shareholder 
approve changes to the company’s constitution to facilitate the implementation of a 
strategic plan to recapitalise the airline through Singapore Airlines (SIA) increasing its 
stake in the Air NZ from 25% to 49%.   The proposal raises a number of national 
interest issues, including: 
 
• the benefits derived from tourism, to the extent that they would not be delivered 

by a smaller Air NZ (without Ansett) or by another carrier if Air NZ was no longer 
viable; 

 
• protection of New Zealand’s bilateral air traffic rights; and 
 
• the presence of a viable national flag carrier for New Zealand. 
 
Officials have assessed the costs and benefits of five options for recapitalising Air NZ: 
 
Option 1 : the Air NZ / SIA proposal, involving SIA increasing its shareholding to 49% 
 
Option 2 : a “joint recapitalisation” with SIA increasing its shareholding to 35% and 
the Crown taking a 10% stake at $186 million 
 
Option 3 : SIA fallback, involving SIA increasing its shareholding in Air NZ to 35%, 
and securing an 80% stake in Ansett 
 
Option 4 : Qantas proposal, involving Qantas purchasing SIA’s 25% shareholding, 
and purchasing Brierley Investment’s (BIL’s) 30% stake and placing this in a NZ based 
trust 
 
Option 5 : “Do Nothing”, with no changes being made to the Air NZ constitution, and 
consequently Air NZ being forced to sell Ansett 
 
Of these options, option 3 (“SIA fallback”) is unlikely to be acceptable to Air NZ, as it is 
largely the same as the “Do Nothing” option.  Air NZ would lose the integration and 
“feeder” benefits associated with ownership of Ansett.  The Air NZ Board has indicated 
that it would prefer to sell all its shareholding in Ansett rather than retain a minority 
stake.  Option 5 (“Do Nothing”) could jeopardise Air NZ’s near term viability if it led to a 
low value sale of Ansett, and over the medium term would lead to a downsizing of Air 
NZ as it became increasingly uncompetitive with major international carriers on long-
haul routes. 
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A summary of the pros and cons of the three other options is presented below: 
 

Pros § Best satisfies Air NZ’s immediate capitalisation requirements 
§ Provides an opportunity to secure undertakings from SIA to better 

position Air NZ within the STAR Alliance, as well as a range of other 
benefits negotiated as part of a “national interest package” 

§ Subject to a satisfactory “national interest package’, it holds the 
greatest promise of maximising traffic feed into Air NZ – with 
consequent benefits for NZ tourism 

§  Clearest path to implementation – it has the support of SIA, Air 
NZ Board, and BIL 

Option 1 : Air 
NZ/ SIA 
Proposal 
 
Singapore 
Airlines 49%  
 
A & B shares 
collapsed 

Cons § Bilateral air rights may be at risk, particularly if bilateral partners 
“link” the Singapore-based shareholdings (SIA and BIL) 

§ Contingent on the turn around of Ansett – this carries considerable 
risk 

Pros § Satisfies Air NZ’s immediate capitalisation requirements 
§ The risks to bilateral air rights are manageable, even if bilateral 

partners “link” the Singapore-based shareholdings (the combined 
shareholding of SIA and BIL will increase from 55.3% to 57% if BIL 
participates in the rights issue – it will reduce to 50% if BIL doesn’t 
participate) 

§ Provides an opportunity to secure undertakings from SIA to better 
position Air NZ within the STAR Alliance, as well as a range of other 
benefits negotiated as part of a “national interest package” 

§ Leaves open the option of the Crown selling down its stake to SIA 
(subject to SIA meeting the terms of any “national interest package” 
negotiated with the Government and Air NZ) 

 

Option 2 : Joint 
Recapitalisation 
 
Singapore 
Airlines 35% 
 
Crown 10% 
 
A & B shares 
collapsed 

Cons § Capital cost to the Crown of $186 million in current financial year; 
Crown shareholding may pose governance risks for Air NZ 

§ Crown exposed to high levels of commercial risk, including 
demands for future investment (such as the purchase of the BIL 
stake and Air NZ ongoing capital requirements) 

§ Contingent on the turn around of Ansett – this carries considerable 
risk 

§ Uncertain path to implementation – the approval of SIA, Air NZ 
Board, and Air NZ shareholders (including BIL) would be required 

§ Any benefits derived from a “national interest package” are likely to 
be less than under Option 1, unless the Crown grants SIA the right 
to purchase the Crown’s shares as part of a negotiated package   

Option 4: 
Qantas 
Proposal 
 
Qantas buys  
SIA’s 25% 

Pros § Immediately restores health to Air NZ’s Balance Sheet  

§ Does not require major changes to the Air NZ Constitution (eg, 
current overseas ownership caps or the A & B share structure) 

§ Does not require additional investment from the NZ equities market 

§ Is likely to be supported by BIL 
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Ansett sold 
 
BIL shareholding 
(30%) purchased 
by Qantas and 
held in NZ-based 
trust 
 
 

Cons § Air NZ is likely to be marginalised over time - it is likely to have 
“regional feeder” status within the One World alliance, as Qantas is 
already the alliance’s regional representative 

§  Air NZ is poorly placed to attract feeder traffic within One 
World, because of Qantas’s incentive to divert tourism traffic to 
Australia, and because of the considerable time required to secure 
anti-trust approvals in the USA 

§ Trans -Tasman and NZ domestic competition may be adversely 
affected, given the uncertainty of entry by third parties 

§ Very uncertain path to implementation – it is dependent on (1) SIA 
selling its 25% stake to Qantas and (2) a range of regulatory 
approvals by NZ and Australian competition and foreign investment 
authorities 

§ Transfer of BIL shares to Qantas via a NZ-based trust may not be 
credible to our bilateral partners  

 
 
In summary, there is no riskless option.  In our assessment: 
 
• only the options involving increased SIA shareholding provide the opportunity to 

secure Air NZ’s medium term position as an international airline; 
 
• because commercial players (and in some cases regulatory authorities) have to 

agree to elements of the various options, the only options we are currently 
confident can be implemented are the Air NZ/ SIA proposal (option 1) and “Do 
Nothing” (option 5) - we are least confident about the “do-ability” of the Qantas 
proposal (option 4); 

 
• the greater the foreign airline shareholding, the more risk around present and 

future landing rights; and 
 
• the smaller SIA shareholding, the less incentive SIA has to secure Star Alliance 

benefits for Air NZ. 
 
Given that Air NZ needs to present a credible business plan to the market when it 
announces its financial results for 2001 on 4 September, considerable urgency needs 
to be accorded to the development of a preferred option, and its implementation.  It 
should be noted that agreement of the commercial parties to any option (other than 
option 1) cannot be assured.  It is possible that Ministers may need to review the 
options again if their first option is rejected. 
 
The following are the key next steps: 
 
• papers to be prepared for presentation to Cabinet on Monday 30 July 2001, 

identifying a preferred option; and 
 
• a negotiating strategy and mandate needs to be sought from Cabinet, that 

would include particular dimensions of the “national interest package” that could 
be sought and measures needed to assure effective control of Air NZ rests in 
New Zealand hands. 
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Ministers may wish to consider meeting with Air NZ to advise the feasible options and 
what would be required of it in terms of the “national interest package” and the effective 
control measures.  Ministers may also wish to consider discussing their preferred 
options with the Australian government. 

Recommended Action 

It is recommended that you: 
 
a note that Air New Zealand has sought Government approval to a range of 

regulatory changes to facilitate the implementation of a strategic plan which 
involves SIA increasing its shareholding in Air NZ from 25% to 49%; 

 
b note that officials contracted independent analysis from aviation experts, PA 

Consulting, to assess the relative magnitudes of costs and benefits derived from 
the Air NZ/SIA proposal and other possible options as follows: 

 
• Option 1 : the Air NZ / SIA proposal, involving SIA increasing its 

shareholding to 49%; 
 

• Option 2 : SIA/Crown joint recapitalisation with SIA increasing its 
shareholding to 35% and the Crown taking a 10% stake; 

 
• Option 3 : SIA fallback, involving SIA increasing its shareholding in Air 

NZ to 35%, and securing an 80% stake in Ansett; 
 

• Option 4 : Qantas proposal, involving Qantas purchasing SIA’s 25% 
shareholding, and purchasing Brierly Investment’s (BIL’s) 30% stake and 
placing this in a NZ-based trust; and 

 
• Option 5 : “Do Nothing” , with no changes being made to the Air NZ 

constitution, and consequently Air NZ being forced to sell Ansett. 
 
c note that merging the ‘A’ and ‘B’ share structure, together with lifting the foreign 

ownership limits (except the foreign airline limit), will provide benefits to Air NZ, its 
shareholders and the national interest to the extent it assists Air NZ gain access 
to more capital at cheaper rates, with any risks to bilateral air traffic rights being 
managed through alternative mechanisms (discussed in paper 1); 

 
d note that considerable urgency needs to be given to the development of a 

preferred option, and its detailed implementation, so that Air NZ can present a 
credible strategic plan to the market when it announces its 2001 financial results 
on 4 September; 

 
e indicate which of the five options outlined in paragraph 2 above you would like 

to have developed as your preferred option for the Cabinet paper; 
 
f direct officials to prepare a paper for consideration by Cabinet at its meeting on 

Monday 30th July 2001 outlining options for recapitalising Air NZ, and a plan and 
negotiating strategy for implementing the preferred option; 
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g note that you may wish to confer with the Australian Government and the Chair 
of Air Zealand on your preferred option(s) prior to presenting a paper to Cabinet; 
and 
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h refer a copy of this report to the Prime Minister and the 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 Report: Air New Zealand - Options 

Purpose of Report 

1. This report is the second 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 conditions that any proposal for increased 

foreign ownership in Air NZ would require – specifically, these conditions 
relate to minimising risk to bilateral air traffic rights and to securing 
undertakings from Singapore Airlines (SIA) to deliver benefits that are in the 
public interest; 

 
• Part II presents an assessment of: 

 
- the Air NZ proposal that SIA increases its equity stake to 49% and 

that the ‘A’ and ‘B’ shareholding structure is merged; and 
 

- other options, including an option for SIA to raise its equity stake in 
Air NZ to 35% and the Crown to take a 10% stake. 

Analysis 

Part I: Conditions to any Increased Foreign Shareholding in Air NZ 

Effective Control Conditions  

2. 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 landing rights. 

 
3. SIA has supported embedding the requirements for Air NZ to be incorporated and 

headquartered in New Zealand and to have its principal place of business as 
New Zealand. 

 
4. Taking into account SIA’s and Air NZ’s experience in the international aviation 

arena, SIA also accepts that it should not be able to exercise the normal 
influence that would attach to a 49% shareholding. 

 
5. In particular, SIA has proposed that foreign shareholders only be permitted to 

appoint six of the 13 directors, and that Singapore Airlines itself will be able to 
appoint only five of these directors.  SIA has also proposed that the existing 
requirements regarding nationality of the board and the chairman remain.   

 
6. Officials also propose that the 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 new constitution (with the necessary amendments if the ‘A’ 
and ‘B’ share classes are merged). 
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7. Officials are working with a commercial barrister familiar with Air NZ’s constitution 

to further develop these options.  We will report back to you with proposed 
options for securing effective control as part of any proposed negotiations 
strategy. 

 
National Interest Conditions 

8. When considering what Air NZ-related issues are in the public’s interest, we 
considered those issues against the following criteria: 

 
• that they accrue to the residents of New Zealand as distinct from the 

shareholders of Air NZ; and 
 
• that the relevance of those issues be considered against a counter-factual – 

what would be delivered to the national interest under the next best case. 
 
9. Against this backdrop, we concluded the following to be in the public interest: 
 

• benefits derived from tourism, 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; 

 
• protection of New Zealand’s bilateral air traffic rights; 
 
• presence of a viable national flag carrier for New Zealand; and 
 
• efficient operating regime for Air NZ so that it utilises only those resources 

needed in its business. 
 
10. When considering how to ensure benefits for the public 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. 

 

11. PA Consulting (PA) notes that tourism accounts for 10% of the New Zealand 
economy and represents 52% of all arrivals into New Zealand and that carrier 
identity plays a major role in travellers’ destination selection and where tourists 
spend their money.  It is important to be in a position to secure tourist spending in 
New Zealand from tourists who are bound also for Australia.    

12. Risks to the viability of the national carrier could impact on the decisions of 
corporates to locate manufacturing and services in New Zealand.  The ability for 
passengers and freight to be transported on services that are transparent, 
frequent and of reasonable quality are imperative.  
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13. We note that it is unlikely to be a simple exercise to identify the precise 
commitments sought or secure the commitments required of a foreign airline 
investor, as well as identifying how such commitments might be enforced.  To the 
extent the commitments sought are of a commercial nature, they may be more 
appropriately negotiated between Air NZ and the foreign airline investor.  This 
could however require Air NZ to satisfy the Crown that the conditions had 
adequately been provided for. 

 
14. We recommend that Ministers seek to negotiate a public interest package with Air 

NZ and any foreign airline they approve to take an increased equity stake in Air 
NZ as part of the 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). 
 
15. While it appears that the above set of requirements are commercial in nature and 

are more appropriately left to Air NZ and the foreign airline to negotiate, 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. 

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

transfer and employment and skills opportunities.  We consider that these 
benefits will arise as a matter of course and need not be explicitly provided for.  
However, Ministers may wish to secure some undertakings on these dimensions.  
The key issue is ensuring that any provisions are enforceable.  It should be noted 
that the Air NZ Constitution already includes requirements for the Air NZ brand to 
be protected and for Air NZ to have its Head Office in New Zealand (among other 
things). 

 
Negotiating Leverage 

17. If Ministers elect to progress an option with SIA, we note that SIA would be in a 
very strong position in negotiations (because no matter the outcome, it stands to 
gain Ansett, on the facr of it, the key strategic asset). It may nevertheless be 
within the Government’s ability to secure a public interest package.     

 
18. This is because in progressing into negotiations with the Crown, SIA appears to 

have a genuine interest in being a part of Air NZ as well as Ansett.  We also note 
that many of the above package items are in fact included in SIA’s application to 
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the Kiwi shareholder to increase its equity stake in Air NZ.  Therefore, SIA may 
be prepared to make those undertakings binding. 

 
19. Nevertheless, the lower the shareholding the Government permits Singapore to 

take in Air NZ, the less strength the Government has to secure an agreed public 
interest package from SIA. 

 
20. An important condition in the public interest package could be for SIA/Air NZ to 

demonstrate that increasing its shareholding would not put New Zealand’s 
bilateral air traffic rights at risk.  This could provide an incentive for the 
Singapore-based shareholding of SIA and Brierley (BIL) to be rationalised over 
time. 

 
21. If the Crown seeks both a public interest package, and a lower SIA shareholding 

than in the Air NZ proposal, it might strengthen its position by tying the public 
interest package to a further tranche of shares for SIA to take up.  This could 
occur as follows: 

 
• allowing Singapore to take 35% and capping the foreign airline ownership at 

that level but undertaking to lift the cap to say 49% in the event Singapore 
can demonstrate that it has met the conditions of the public interest 
package over time; and 

 
• allowing Singapore to take 35% and the Crown taking 10% with an agreement 

to sell down the Crown’s holding to SIA upon satisfaction that SIA has met 
its commitments under the public interest package. 

 
22. If Ministers elect to progress a Qantas option with Air NZ, we note again that 

such an option is dependent on SIA selling its 25% stake in Air NZ to Qantas.  It 
is not clear why SIA would sell its Air NZ shares to Qantas since if it did it would 
strengthen its major regional competitor. 

 
Part 2: Air New Zealand Capital: Options 

23. The options available to Air NZ are presented in the attached annexes to this 
document.  They are summarised below, with the Annex number identified. 

  
• Annex One:  Air NZ/Singapore Airlines proposal:  SIA increases its equity 

stake to 49%; the ‘A’ and ‘B’ share structure is merged and the underlying 
foreign ownership caps are lifted (with the exception of the foreign airline 
cap).   

 
This option would potentially return the greatest benefit to the national 
interest but would put bilateral air services agreements at risk with such risk 
being difficult to manage while Singapore-based BIL continues to own a 
significant shareholding.  If BIL exited, the risks would be manageable.  
This option provides the greatest certainty of capital investment for Air NZ 
and is likely therefore to have the greatest security for the airline’s viability 
into the future. 

 
• Annex Two:  Singapore Airlines/Crown option:  SIA increases its equity 

stake to 35% and the Crown takes a 10% stake; the ‘A’ and ‘B’ share 
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structure would need to be merged and the underlying foreign ownership 
caps lifted (with the exception of the foreign airline cap). 

 
This option could only be implemented with the agreement of the Air NZ 
and SIA boards.  It would also have the potential to return benefits to the 
national interest but at a reduced level to Option 1.  Risks to bilateral air 
services agreements would be manageable.  This option provides sufficient 
capital to allow Air NZ to achieve the balance of its immediate financial 
needs in the domestic and foreign equity markets. 
 
This option gives rise to fiscal risks to the Crown of $186 million 
immediately and up to $200 million per annum over the next five years.  It 
also could give rise to governance risks for Air NZ.  It is not clear how the 
Australian government may react to this proposal. 

 
• Annex Three:  Singapore Airlines/Ansett option:  SIA increases its equity 

stake to 35% and buys 80% of Ansett; the ‘A’ and ‘B’ share structure would 
need to be merged and the underlying foreign ownership caps lifted (with 
the exception of the foreign airline cap); 

 
This option is likely to return little to the national interest, as SIA would 
focus its efforts on the Australian market to reap the rewards from its high 
ownership stake in Ansett.   

 
• Annex Four:  Qantas option:  Qantas purchases SIA’s 25% shareholding and 

buys out the BIL 30% shareholding to be held in a New Zealand-based 
trust; Qantas claims that ownership caps and the ‘A’ and ‘B’ share structure 
do not need to be altered, officials do not agree. 

 
24. This option may address Air NZ’s financial needs in the short term, but in the 

medium to longer term PA Consulting advise this option is likely to see Air NZ 
marginalized in favour of Qantas, with consequential disadvantages for the 
national interest (eg reduced tourism).  The regulatory barriers (eg competition 
and Overseas Investment Commission) are high.  It is not clear that Qantas’ 
proposal to buy out the BIL shareholding to be placed in a Trust structure would 
pass the Overseas Investment Commission’s test as domestic investment.  
Bilateral air traffic rights may be at risk given 55% of shares would be held by or 
on behalf of Qantas.  In addition, the option is dependent on SIA selling its 25% 
shareholding in Air NZ to Qantas. 

 
• Annex Five:  Do Nothing:  the Crown would decline to lift foreign ownership 

caps or merge the ‘A’ and ‘B’ share structure – Air NZ would be forced to 
sell Ansett.  

 
Air NZ is likely to become little more than a regional feeder for the major 
airlines, Qantas and SIA.  Over time, it would be competed off its profitable 
long-haul routes (eg Akld-LAX). 

 
25. Above all else, we note that there is no riskless option: 
 

• only the options involving increased SIA shareholding appear to secure Air NZ’s 
medium term position as an international airline; 
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• because commercial players, and possibly Australian regulatory authorities, 

have to agree to elements of the various options, the only options we can 
be certain can be implemented are the Air NZ/SIA proposal and the “Do 
Nothing” option (the Qantas option requires a sale of SIA’s 25% 
shareholding as well as clearance of competition and foreign investment 
regulatory hurdles); 

 
• the greater the foreign airline shareholding, the more risk around present and 

future landing rights; and 
 
• the smaller SIA shareholding, the less incentive SIA has to secure Star Alliance 

benefits for Air NZ.  PA Consulting sees these benefits as a key potential 
factor in Air NZ’s financial recovery. 

 
Possible Outcomes from Negotiations 
 
26. As noted in this report, any option for recapitalisation, other than the one put 

forward by Air NZ/SIA, would be subject to both airline Boards’ agreement.  The 
key party is likely to be SIA.  If the SIA 35%/Crown 10% option is favoured by 
Ministers, SIA may either: 

 
• agree to that option; 
 
• agree to the national interest package; or agree to it at some lower level than 

would be achievable under a higher SIA shareholding; or disagree to the 
proposal for a national interest package in its entirety; and 

 
• disagree to a lower level of shareholding in Air NZ, instead preferring to wait 

until Air NZ is forced to sell Ansett. 
 
27. In the event that either party does not accept Ministers’ preferred option, the 

Government will need to revisit the options. 
 
Implementation Requirements 
 
28. The following would be required to implement any of the options: 
 

• the New Zealand government would be required to approve regulatory changes 
for options that require foreign ownership caps lifted and the ‘A’ and ‘B’ 
share structure merged; 

 
• the Boards of Air NZ and SIA or Qantas would need to approve a proposal that 

affected them; 
 
• 75% of each class of Air NZ shareholders would need to approve any change to 

the Air NZ Constitution (ie merger of ‘A’ and ‘B’ share structure and lifting of 
the foreign ownership caps) as required by the Companies Act; 

 
• 50% of all unaffected shareholders in Air NZ would need to approve the issue of 

new equity that takes the purchaser to within 20% and 50% ownership of 
the company, as required by the Takeovers Act;  
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• any increase in foreign investment would need to be approved by the Overseas 

Investment Commission; 
 
• Australian Foreign Investment Review Board (FIRB) would possibly need to 

approve any change in foreign ownership that affected Ansett (ie any 
change in foreign ownership in Air NZ would affect Ansett); 

 
• the New Zealand Commerce Commission and the Australian ACCC would need 

to authorise a Qantas proposal; it is possible that any other foreign airline 
purchasing Air NZ equity would require a clearance; 

 
• any Crown acquisition would require an appropriation. 

 
Process 

29. 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 the above options cannot be assured, 
and so it is possible that Ministers may need if their first option is rejected, to 
review the options again. 

 
30. The following are the key next steps: 
 

• papers to be prepared for presentation to Cabinet on Monday 30 July 2001, 
identifying a preferred option; 

 
• a negotiating strategy and mandate needs to be sought from Cabinet, that 

would include particular dimensions of the national interest package that 
could be sought and measures needed to assure effective control of Air NZ 
rests in New Zealand hands; 

 
• Ministers may wish to consider meeting with Air NZ to discuss the feasible 

options and what would be required of it in terms of the national interest 
package and the effective control measures; and 

 
• Ministers may wish to consider discussing preferred options with the Australian 

government. 
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Annex One 
 
Option 1: The Air New Zealand/Singapore Airlines proposal 
 
Air NZ prefers this proposal because it provides a strong equity partner that could 
assist it to: 
 
•   
 
 
• secure ongoing capital financing for the Ansett turnaround; 
 
• provide credible competition to Qantas in the regional market; and 
 
• provide certification to the market that Air NZ is backed by a strong partner. 
 
Changes in Regulatory Environment Required:  
 
• Lifting the single foreign airline ownership cap in Air NZ from 25% to 49%. 
 
• removing the total foreign ownership cap of 49% - this is because the proposal 

would have SIA at 49% and the current 24% of foreign shareholders (although 
some of that 24% may be New Zealand nationals) diluted through new equity to 
16%, bringing total foreign shareholding to 65%; 

 
• collapse of ‘A’ and ‘B’ Air NZ share structure (for the same reason as above). 
 
How Would the Commercial Players Respond? 
 
This option would provide the Air NZ/Ansett group with a sound capital base for 
medium term fleet renewal. It is both Air NZ and SIA preferred option. 
 
The collapse of the ‘A’ and ‘B’ shares distinction would go some way to facilitate BIL’s 
exit from Air NZ in the medium term. It would allow BIL to sell to international 
institutional (non-airline) investors as well as to New Zealand investors.   
 
Qantas is opposed to this option because it would entrench the position of their 
strongest regional competitor across the Australian and New Zealand markets. This 
option puts the most pressure on Qantas to operate a full competitive domestic service 
in New Zealand, so that they can meet the strengthened competition from Air 
NZ/Ansett/SIA on all fronts.   
 

In considering options that Air NZ may have open to it (to the extent these options have 
been presented to date), PA considers that the only viable one is an equity alliance 
with SIA.  It notes that three options may be viable in the near term, but probably not in 
the longer term – Air NZ as a lone player without Ansett, Air NZ with minority ownership 
of Ansett and a Qantas-Air NZ partnership. 

 
Public Interest Issues 
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This option should provide a strong potential to maintain and grow tourist promotion, 
since SIA as Air NZ’s major shareholder is not only financially very strong, but also has 
a disproportionate incentive to ensure that visitors to Australia and New Zealand visit 
New Zealand, since (unlike for example Qantas) about half its regional investment 
would be in New Zealand.  
 
There would be some pressure to rationalise operations across Australia, New Zealand 
and Singapore. That might lead to some work at present being done in New Zealand 
transferring overseas, but this pressure would be mitigated by the growth arising from 
Air NZ’s stronger financial position, and by the low costs of operating in New Zealand. 
 
This option provides the most secure future for Air NZ as a national flag carrier. 
 
Risks 
 
The main risk is the possible adverse reaction of some of our bilateral partners over 
landing rights particularly while Singapore-based BIL holds a stake.  This could lead to 
possible opportunities lost in future to negotiate more liberal bilateral air services 
arrangements with countries that would not countenance the reconfigured equity 
holdings in Air NZ.   
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Annex Two 
 
Option 2: Singapore Airlines and the New Zealand Government Jointly 
Recapitalise Air NZ 
 
This proposal may have some attraction to Air NZ and SIA, but it has not been raised 
with them.  It allows Air NZ to raise the necessary capital.  The lower SIA equity stake 
will probably weaken incentives to provide the full range of benefits to Air NZ that it 
might do under its preferred proposal, and does not provide SIA with the control of 
Ansett it apparently wishes. 
 
This would cost the government $186 million for 154 million shares. 
 
Changes in Regulatory Environment Required:  
 
• Lifting the single foreign airline ownership cap in Air NZ from 25% to 35%; 
 
• Removing the total foreign ownership cap of 49% - this is because the proposal 

would have SIA at 35% and the current 24% of foreign shareholders (although 
some of that 24% may be New Zealand nationals) diluted through new equity to 
17%, bringing total foreign shareholding to 52%; 

 
• Collapse of ‘A’ and ‘B’ Air NZ share structure (for the same reason as above). 
 
How Would the Commercial Players Respond? 
 
This option would provide the Air NZ/Ansett group with a sound capital base for 
medium term fleet renewal. It is thus likely to be acceptable to Air NZ. 
 
SIA is in a very strong negotiating position. If their main objective is to secure control of 
Ansett Australia, they may well reject this option, given that it does not offer them 
control of Ansett, and that under a no-change option (option 5 below) they would be 
able to secure Ansett Australia in a distress sale.  PA Consulting’s conclusion is that 
Ansett offers SIA the higher level of profit potential of the two airlines, and that SIA’s 
real target is Australia. 
 
The collapse of the ‘A’ and ‘B’ shares distinction would go some way to facilitate BIL’s 
exit from Air NZ in the medium term. It would allow BIL to sell to international 
institutional (non-airline) investors as well as to New Zealand investors.  If the New 
Zealand Government were prepared to take up equity in Air NZ, BIL is likely to press 
the government to buy the BIL shares also, given the paucity of other potential buyers 
for the shares.  
 
Qantas will oppose this option because it would strengthen the position of their 
strongest regional competitor across the Australia and New Zealand markets. This 
option puts some pressure on Qantas to operate a full competitive domestic service in 
New Zealand, so that they can meet the strengthened competition from SIA on all 
fronts.   
 
Risks 
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• an investment in Air NZ would expose the Crown to a business with high levels 
of commercial risk.  The future of Air NZ is dependent on the successful 
turnaround of Ansett.  In addition, as long as the Crown owns the shares it will be 
exposed to further calls for capital financing for the $8 billion in capital investment 
needed over the next five years.  This could be up to $200 million per annum for 
the next five years; 

 
• a Crown shareholding may give rise to governance risks for Air NZ (ie the 

Crown’s goals may be quite different from the commercial goals of the other 
shareholders);  

 
• if the Crown wished to exit the shares in the future, it is unlikely that it could do 

so to New Zealand investors who have shown reluctance to date to invest large 
amounts of capital in the airline.  The most obvious buyer of the Crown’s equity 
stake would be SIA. Indeed SIA might insist on a right-of-first-refusal over the 
Crown shares as a condition for agreeing to this option; 

 
• the Government may come under pressure to buy the BIL shareholding at the 

same time; 
 
• unless SIA and Air NZ agree to the proposal, this option can not  be 

implemented; 
 
• the risks to bilateral air services agreements are lower than for option 1 but 

could still present (the Singapore-based shareholding (ie SIA and BIL) as a 
proportion of total shares changes very little from the status quo); and 

 
• the Crown would require an appropriation that would need to be sanctioned by 

Parliament; it would need to consider the merits of appointing a member to the 
Board (if its shareholding is significant enough) and the requirements of a 
monitoring regime for its investment. 

 
Public Interest Issues 
 
This option should provide potential to maintain and grow tourist promotion, since SIA 
as Air NZ’s major shareholder is not only financially very strong, but also has a 
disproportionate incentive to ensure that visitors to Australia and New Zealand visit 
New Zealand, since (unlike for example Qantas) about half its regional investment 
would be in New Zealand. SIA’s incentives to ensure promotion of New Zealand are 
somewhat weaker than they are under option 1 where their shareholding in Air NZ is 
higher. 
 
There would be some pressure to rationalise operations across Australia, New Zealand 
and Singapore. That might lead to some work at present being done in New Zealand 
transferring overseas, but this pressure would be mitigated by the growth arising from 
Air NZ’s stronger financial position, (and by the low costs of operating in New Zealand).  
 
This option provides a relatively secure future for Air NZ as the national flag carrier.  
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Annex Three 
 
Option 3:  Singapore Airlines 35% and 80% of Ansett 
 
Changes in Regulatory Environment Required:  
 
• lifting the single foreign airline ownership cap in Air NZ from 25% to 35%; 
 
• removing the total foreign ownership cap of 49% - this is because the proposal 

would have SIA at 35% and the current 24% of foreign shareholders (although 
some of that 24% may be New Zealand nationals) diluted through new equity to 
17%, bringing total foreign shareholding to 52%; and 

 
• collapse of ‘A’ and ‘B’ Air NZ share structure (for the same reason as above). 
 
How Would the Commercial Players Respond? 
 
This option would reduce the need for Air NZ to finance the recapitalisation of Ansett.  
However, it would also deprive Air NZ of control and revenue sharing of Ansett.  Air NZ 
considers control of Ansett to be vital to allow it to capture the feeder benefits of Ansett.  
It would expose Air NZ to meeting 20% of the financing costs of Ansett with those 
requirements being set by the major shareholder, SIA.  Therefore, this proposal is 
unlikely to be supported by Air NZ.  
 
SIA may prefer to own Ansett outright.  However, it may see some benefit in having Air 
NZ alongside it, those benefits being Air NZ’s ability to work within the Australasian 
market.  SIA would also be aware that it would have the power to squeeze Air NZ out 
of its holding by placing heavy capital financing demands on it over time. 
 
The collapse of the ‘A’ and ‘B’ shares distinction would go some way to facilitate BIL’s 
exit from Air NZ in the medium term. It would allow BIL to sell to international 
institutional (non-airline) investors as well as to New Zealand investors.   
 
Qantas would probably oppose this option because it would strengthen their main 
domestic competitor. 
 
PA Consulting advise that with minority ownership of Ansett, the majority owner, SIA, 
would focus its attention on achieving benefits from the Australian acquisition, Ansett, 
rather than on Air NZ, since it will reap the majority of its benefits from that acquisition. 
 
Risks  
 
We understand Air NZ would prefer to own all or none of Ansett and therefore any 
proposal for part ownership is likely to be turned down. 
 
Public Interest Issues 
 
This option does not provide as much incentive to maintain and grow tourist promotion, 
since SIA as Air NZ’s major shareholder would stand to gain much more from 
promotion of Australian tourism through their 80% Ansett shareholding. SIA’s 
incentives to ensure promotion of New Zealand are a good deal weaker than they are 
under option 1 where their shareholding in Air NZ is higher. 
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There would be some pressure to rationalise operations across Australia New Zealand 
and Singapore. That might lead to some work at present being done in New Zealand 
transferring overseas, but this pressure would be mitigated by the growth arising from 
Air NZ’s stronger financial position and by the low costs of operating in New Zealand.  
 
Under this option Air NZ faces some risk of being marginalized in the regional air 
transport industry, given that its major shareholder would be focussing more on Ansett.   
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Annex Four 
 
Option 4:  Qantas Option 
 
We understand this option initially rated highly with Air NZ but was ruled out on the 
basis that it would face very high regulatory hurdles.  In addition, PA Consulting were of 
the view that while it might be an attractive solution to Air NZ’s problems in the near 
term, it is likely to eventually lead to it being marginalized in much the same way as it 
would under the Option 5 scenario that has Air NZ selling Ansett. 
 
Changes in Regulatory Environment Required:  
 
• Commerce Commission (New Zealand) and ACCC (Australia) approval with 

respect to the consequences for domestic and Trans-Tasman competition, in 
particular. 

 
How Would the Commercial Players Respond? 
 
This option produces a smaller Air NZ that would be viable in the near term but would 
probably struggle in the longer term.  PA Consulting advised that with Qantas being the 
key player in the Australasian regional market, it is likely to marginalize Air NZ and 
retain the greatest proportion of benefits from integration for itself.  In the longer term, 
PA consider Air NZ would be little better off than under the ‘do nothing’ scenario that 
would require it to sell Ansett. 
 
Notwithstanding the above, Air NZ may still find the proposal attractive since it provides 
a solution to its near term problems. 
 
Risks 
 
This option: 
 
• cannot be implemented without the sale of SIA’s’ 25% stake in Air NZ to 

Qantas.  At present, SIA is saying it would not sell those shares to Qantas.  
Assuming SIA does not get Government approval to take a larger stake in Air NZ, 
and therefore Air NZ divests Ansett, SIA then has the option to retain its 25% 
stake in Air NZ or divest it.  If it divested it to Qantas, its major competitor in the 
Australian market, it would be allowing Qantas to strengthen its competitive 
position in the regional market.  It is not clear why SIA would do that; 

 
• would put New Zealand’s bilateral air traffic rights at risk due to the Trust 

structure in which Qantas proposes to hold the 30% BIL shares – the risk is that 
bilateral partners do not accept the Trust as being for the beneficial interests of 
New Zealanders and/or regard the Trust as lifting Qantas’ ownership in Air NZ to 
55%; 

 
• would lead to substantive competition on the Trans Tasman and New Zealand 

domestic markets only if SIA brought Ansett into both markets (which would 
require the Australian and New Zealand government’s approval).  There can be 
no assurance that SIA would do that and even if it did, that it would endure over 
time.  The Commerce Commission is unlikely to accept behavioural undertakings 
as part of an approval.  Therefore, this option would probably result in Qantas 
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achieving a dominant position (the Air NZ/Qantas combined market share is the 
Air NZ/Qantas combined market share is virtually 100% at present) in the New 
Zealand domestic and Trans-Tasman markets (and potentially on international 
routes) that lead to reductions in consumer welfare (ie consumers will pay more 
for travel); 

 
• provides for BIL to sell its shares to a Qantas-controlled entity.  BIL is thus likely 

to be comfortable with the option.  However, as the entity would appear to rest 
beneficial ownership with Qantas, it is difficult to see how that would meet with 
the approval of the Overseas Investment Commission.  It would appear to be no 
more than a corporate veil designed to circumvent regulatory settings; 

 
• is likely to require Air NZ to leave the Star Alliance, and have it join, as a 

subsidiary regional member, the OneWorld grouping. That would reduce Air NZ’s 
capacity to secure benefits from membership of an alliance, and would have 
some costs for Air NZ’s customers. In addition a US antitrust immunity to allow 
Air NZ to co-operate with American Airlines rather than United Airlines would take 
months to years to secure; and 

 
• may result in the loss of some highly regarded senior personnel within Air NZ 

and this may affect the future operating performance of the airline. 
 
In sum this option is unlikely to be viable both because SIA will not agree to it, and 
because of the competition issues it raises particularly in the domestic and Trans-
Tasman markets. It is likely to lead to a smaller Air NZ that may be viable in the near 
term but one that would act as a support player for Qantas and may eventually become 
marginalized to, at best, a regional player.  
 
PA Consulting advise that, in partnership with Qantas, Air NZ would need to switch to 
the OneWorld Alliance in which Qantas already has the role of regional carrier.  Qantas 
is likely to endeavour to prevent Air NZ from eroding its share of high yield international 
traffic and would likely marginalize Air NZ from routes that are highly profitable for it (eg 
Akld/Sydney-LAX).  Air NZ may be allowed the trans-Tasman route, but would face stiff 
competition from Singapore-owned Ansett. 
 
Public Interest Issues 
 
Qantas argue that this option would produce high-level joint Australia-New Zealand 
tourist promotion. It is in fact not at all clear that the Qantas option would produce 
stronger tourist promotion than the SIA options. Although Qantas/Air NZ would be a 
larger operation than Ansett/Air NZ, the operations of Ansett/Air NZ are 
disproportionately located in New Zealand, providing a strong incentive for that 
company to promote New Zealand as part of the package.  
 
There would be some pressure to rationalise operations across Australia and New 
Zealand. That might lead to some work at present being done in New Zealand 
transferring overseas, but this pressure would be mitigated by the low costs of 
operating in New Zealand. PA Consulting also concludes that this option would over 
the medium term lead to a downsizing of Air NZ, with a consequent loss of 
employment. 
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Under this option Air NZ is likely to become a subsidiary regional carrier to Qantas, and 
is likely to withdraw from some long-haul services. 
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Annex Five 
 
Option 5:  No Change to Air New Zealand Ownership Rules 
 
This option would force Air NZ to execute a quick sale of Ansett with the likelihood of a 
significant write down in its Balance Sheet.  The impact of a low value sale (that leaves 
Air NZ retaining high debt levels) and reduced future operating revenues would 
threaten the viability of the airline in the near term.  In the longer term, Air NZ would 
find it difficult to compete on international routes with its two strong regional 
competitors – Qantas and Ansett (that would be owned by SIA). 
 
There is risk that without a credible strategic plan on 4 September, Air NZ’s lenders 
may call in their credit lines.  This could potentially bring forward insolvency. 
 
How Would the Commercial Players Respond? 
 
Air NZ would not desire this option.   
 
SIA would be able to secure Ansett Australia at least cost due to a distress sale. It is 
unclear whether they would wish to retain their Air NZ shareholding after that. They 
could sell it to other international parties, or another airline.   
 
This option would lock BIL in as a medium term shareholder, given that their shares 
can only be sold to New Zealand residents, whose demand for the shares is limited.  
 
A weakened Air NZ would place relatively little pressure on Qantas to operate a full 
competitive domestic service in New Zealand.  Qantas might equally continue to 
pursue ownership of Air NZ.    
 
This option would inevitably result in the loss of some highly regarded senior 
management within Air NZ and this may affect the future operating performance of the 
airline. 
 
PA Consulting advises that without Ansett, Air NZ will find it difficult to compete for 
traffic feed within an Alliance (if permitted to stay) and will increasingly come under 
heavy competition from its other competitors, Qantas and the new Ansett owner, SIA.  
It will have little ability to lower its unit cost to compete with these bigger players. 
 
Public Interest Issues 
 
This option would lead to a weaker and in the long term smaller Air NZ. It is likely to 
over time withdraw from at least some long-haul routes. Both its incentive to carry out 
tourist promotion and its capacity to do so would be significantly weakened. 
 
PA Consulting concludes that this option would over the medium term lead to a 
downsizing of Air NZ, with a consequent loss of employment. 
 
Under this option Air NZ would not be strong enough in the medium term to compete 
with major international carriers on long-haul routes, and would gradually evolve into a 
Trans-Tasman/ South Pacific/domestic airline. 
 
 


