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20 June 2001 GD/44/5  

Treasury Report: Air New Zealand:  Assessment of Problems and 
Options 

Executive Summary 

It is very difficult to be definitive about Air New Zealand’s (Air NZ) financial position by 
considering public information alone.  Time has not permitted more extensive research to be 
undertaken. 
 
The following preliminary view about Air NZ’s financial position, capital requirements and 
operating performance have been formed: 
 
• It is currently liquid, with probable cash balances of around $1 billion at the end of June 

2001 and June 2002; 

• Industry-wide cyclical problems are contributing to Air NZ’s operating performance 
difficulties, with factors such as high fuel prices and the low value of the Australian and 
New Zealand dollars against the US dollar impacting on its cost structure; 

• Air NZ-specific problems are further contributing to the airline’s operating difficulties, 
including heavy competition in the Australian domestic market and the recent 
grounding of the Ansett aircraft at Easter that has pressured Air NZ into bringing 
forward its aircraft replacement plans for the airline; 

• It is likely to incur a loss of around $200 million at the end of June 2001, most of which 
is likely to be attributable to its Ansett operations; 

• The airline faces a capital investment programme costed by it at $8-12 billion over five 
years. 

There appear to be three key options Air NZ could consider to address its financial problems: 
 
• Immediate relief to its high debt levels and intensive capital investment requirements 

might be provided through a sale of all or some of Ansett; 

• Initiatives (such as divesting non-core assets, making a rights offering) could be taken 
to free up cash in the short term to provide Air NZ with sufficient flexibility to enable it to 
weather losses while attempting to turn the fortunes of Ansett around; this might 
provide a window of up to two years to achieve improvement in the Ansett operations 
which might restore investor confidence leading to more fruitful capital raising exercises 
in future; 

• Seek Government intervention by either easing ownership limits to enable Air NZ to 
attract additional foreign airline equity and/or inject capital, or provide some other form 
of financial assistance, to the airline. 

Other issues that may be of interest to Ministers are whether: 
 
• Air NZ’s ownership of Ansett gives rise to public benefits for New Zealand through, for 

example, increased tourism; 
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• Air NZ needs to operate on a larger scale in order to compete effectively in the global 
market place; 

• The nature of any public benefits and/or detriments that might accrue to New Zealand if 
there was only one Australasian-owned airline. 

The Treasury has taken independent advice from Cameron & Company and Neil Quigley 
(Pro Vice-Chancellor at Victoria University).  Again, there has been insufficient time for both 
parties to be definitive in their advice.  However, preliminary conclusions that should be 
tested further are that 
 
• There are unlikely to be substantial benefits accruing to New Zealand (ie over and 

above the commercial return to Air NZ) from ownership of Ansett; many of the benefits 
of ownership could be obtained through air alliances (although we note that code 
sharing within an Alliance will inevitably be a second best option to an airline operating 
on a particular route); 

• The Alliances provide many of the benefits of ownership without the risks (through co-
operation and co-ordination within those alliances); 

• One Australian-owned airline is likely to give rise to detriments to New Zealand in 
excess of any benefits – these primarily arising through reduction in choice for 
consumers and less choice for tourists to use their airpoints to come to NZ (in 
particular, United Airlines has the largest number of airpoints issued that many 
American tourists utilise to travel to New Zealand).  

Officials from the Treasury and Ministry of Transport are scheduled to meet with Air NZ 
tomorrow morning to discuss issues relating to the material reported in this paper.  We will 
also seek to gain an understanding of why the recent proposal from the Air NZ Board, 
regarding Singapore Airlines taking a greater stake in the airline, has merit to the Board over 
other options.  We will report to Ministers as required on developments in this area. 

Recommended Action 

It is recommended that you: 
 
a note that this report presents background to the key issues with respect to Air NZ; 
 
b note that much of the commercial information and analysis provided in this report has 

been derived in a very short period of time and has been developed by analysing 
publicly available information in most part and has not yet been substantially tested by 
officials; 

 
c note that officials from the Ministry of Transport and the Treasury will report back to 

you with any further information and analysis that may become available on the issues 
discussed in this report or any other issues that may become relevant; 

 
d note that as yet the Government has not received written advice of any proposals, 

including the recent verbally advised Singapore Airlines/Air New Zealand proposal, and 
that until the details of proposals are provided,  it is not clear what issues they raise for 
the Government; 

 
e  note that it would be desirable for the Government to consider any one option in the 

context of other potential options available to Air NZ; 
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f note that officials from the Ministry of Transport and the Treasury will report to you as 
soon as possible after the receipt of any written proposal; and 

 
g refer a copy of this report to the Prime Minister and Deputy Prime Minister. 
 
 
 
 
 
Dr A E 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:  Assessment of Problems and 
Options 

Purpose of Report 

1. This report presents the background to issues regarding Air New Zealand that may be 
relevant to Ministers when considering any proposals from the airline, or other airlines, to 
either: 

 
• change foreign ownership limits in Air New Zealand; and/or 

• inject Crown capital, or provide some other form of financial support, to Air New 
Zealand. 

2. In particular, this report advises you of: 
 

• the current problems being experienced by Air New Zealand (Air NZ) (refer to headings 
“Domestic and International Air Services Market” (page 6), “Problems faced by Air New 
Zealand” (page 7), “Air New Zealand’s Financial Position” (page 8), “Air New Zealand’s 
Capital Requirements over the Medium Term” (page 9)); 

• possible options that the airline could implement to assure its viability into the future 
(refer to heading “Possible Restructuring Options for Air NZ” (page 10); 

• implications for Government, as regulator and Kiwi Share owner, arising from any 
options that Air NZ might seek to implement (refer to heading “Key Issues for the 
Government arising out of Air NZ’s Commercial Options” (page 13); 

• policy implications that may arise with any options presented to Government (refer to 
heading “Regulatory Issues” (page 14) and “Policy Issues” (page 17). 

3. The Treasury commissioned independent advice from Cameron & Company in conjunction 
with Neil Quigley.  Owing to the short time available for researching and analysing data and 
information, the parties have focussed their efforts on publicly available information only.  
Much of the information received to date is reported to you at face value, as we have not had 
time to probe the presented data and information to any great extent. 

 
4. The Ministry of Transport engaged legal advice from Richard Clarke on the implications of 

easing ownership limits with regard to the Air NZ constitution. 
 
5. It is intended that as events unfold further, the information and data underpinning the analysis 

in this report will be explored further as necessary.  The issues continuing to be worked on 
are noted at the end of this report (see “Further Work” (page 17)). 

 
6. In the event the Government is the recipient of any proposals regarding Air NZ, we will report 

further on the specifics of those proposals and how they impact the Government’s regulatory, 
fiscal and policy settings (eg competition policy, Takeovers Code, Air Services Agreements, 
Overseas Investment Commission). 

 
7. Attached, as Annex One to this report, is a diagram presenting Air NZ’s current ownership 

and share structure. 
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Analysis 

Government’s Interest in Air New Zealand 

8. The Government’s interests in Air NZ arise as a result of its following roles: 
 

• owner of the Kiwi Share that enables the Government to restrict foreign airline 
ownership in Air NZ and to veto any moves to change the company name, the 
location of the Head Office, the composition of the Board or the nationality 
requirement for the chairperson; 

• regulator of the airlines’ market, including the setting of foreign ownership limits in 
Air NZ through international air services licences.  These limits are reflected in 
the Kiwi Share limitations on foreign ownership by setting limits as follows:  25 
percent for any one foreign airline, 35 percent for all airlines and 49 percent for all 
foreign investors.  For transparency purposes, the 49 percent are identified as ‘B’ 
shares; the remaining 51 percent are ‘A’ shares and are available only to New 
Zealand nationals; 

• regulator of the business environment, including competition policy, takeovers 
code, and overseas investment policy; 

• policy maker on issues such as employment, skills, taxation, economic and 
regional development and guardian of the national public benefit that may, in this 
case, be derived from having a national carrier; 

• the possible recipient of a proposal to finance the airline by debt or equity, as a 
lender of last resort. 

 
Domestic and International Air Services Market 

9. The domestic and international air services market in Australasia is characterised as 
follows: 
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10. The airline market in Australasia is currently experiencing difficult times.  In particular: 
 

• the cost of fuel is high; 

• the value of both the New Zealand and Australian dollars against the US dollar is 
persistently low (around 35 percent of Air NZ’s total costs are in US dollars); 

• there has been intense competition within the Australian domestic market from 
value-based airlines (Virgin Blue and the recently collapsed Impulse Airlines); 

• the grounding of the Ansett Australia aircraft at Easter and the collapse of Qantas 
New Zealand.   

11. Air New Zealand is expected to return a loss for the year ending 30 June 2001 of 
around NZ$200 million while Qantas expects its profit to be down from A$200 
million to $550 million in the current year. 

 
12. Qantas’ recent acquisition of Impulse Airlines will have further increased its Australian 

domestic market share. 
 
Problems Faced by Air New Zealand 

13. The issues that are Air New Zealand-specific and consequently need to be dealt with 
by the airline are: 

 
• high debt levels relative to equity (78% funded by debt; 22% funded by equity, 

based on market capitalisation (book gearing is 62%)); 

• capital requirements for the Air NZ/Ansett fleet of which the majority will largely 
be attributable to maintaining and upgrading the Ansett Australia fleet of aircraft 
(Air NZ has estimated this cost at $8-12 billion). 

14. We have not, as yet, been able to determine what proportion of capital relates to the 
Ansett fleet and what relates to the Air NZ fleet.  However, with the Ansett fleet having 
an average age of 13.8 years compared with the Air NZ average fleet age of 7.1 years, 
it can be presumed the majority is earmarked for the Ansett fleet.  In addition, some 
proportion will be for growing both airlines in accordance with projected tourism growth. 

 
15. Over the last five years, Ansett has been losing market share to Qantas largely due to 

the unwillingness of the former shareholder, Newscorp, to invest in fleet replacement 
and expansion.  More recently, market share has been lost to new entrants (Impulse 
and Virgin Blue).  As a result, Ansett has become one of several airlines internationally 
to face the challenge of maintaining an older fleet of aircraft and in doing so it was 
found wanting in aspects of its engineering management systems at Easter. 
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16. The grounding of the Ansett fleet at Easter has pressured Air NZ into advancing 

arrangements for the disposal of Ansett’s 10 B767-200 aircraft.  It has sold the aircraft 
and is now leasing the aircraft back for an average period of four years that allows it to 
gradually replace the aircraft.  Air NZ’s market research data indicates that the manner 
in which it handled the grounding has enabled it to maintain its customer loyalty and 
market share.   

 
17. We note that some market commentators are of the view that Air NZ paid too much for 

Ansett and question whether Air NZ undertook effective due diligence.  In addition, 
synergy benefits seem to be slower than expected to materialise. 

 
18. In addition, there may be tensions within the Air NZ board due to different objectives 

held by the major shareholders (Singapore Airlines and Brierley). 
 
Air New Zealand’s Financial Position 
 
19. Air NZ has realised the following financial results from Ansett: 
 

• It acquired Ansett (the final 50 percent) in 1999 bringing the total price paid to 
A$1.155 billion and assumed A$770 million of debt in the transaction (the price 
paid for the second 50 percent tranche implied a total purchase price for Ansett of 
A$2.1b); 

• Profits from Ansett operations in the 1999/00 financial year amounted to around 
NZ$212m, but will be offset by the likely loss of NZ$200 million in the current 
year; 

• Air NZ’s operations (excluding Ansett) are likely to have broken even in the 
current year ending 30 June 2001; 

• Average earnings for Air NZ (prior to owning Ansett) have been around NZ$155 
million per annum. 

20. The following table sets out key financial indicators comparisons (time period 
unknown): 

 
 Air NZ 

$NZ 
est Jun 01 

Qantas 
$A 

est Jun 01 

Singapore 
$S 

est Jun 01 

United 
$US 

Dec 2000 
Net Debt 2.8 billion 2.5 billion (1.0 billion) 5.8 billion
Equity 1.6 billion 3.3 billion 11.7 billion 5.5 billion
Earnings (before 
depreciation, 
interest and tax) 

204 million 1.34 billion 2.29 billion 1.78 billion

Net Profit (200 million) 332 million 1.13 billion 339 million
Cash 1.0 billion 578 million 1.0 billion 1.17 billion
  
Net Debt as a % of 
Total Capital 
(based on book 
value) 

64% 43% Na 51%

Interest Cover 
(earnings before 
interest, income 
tax, amortisation 

2.6X 5X
 

5X 2.5X
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and depreciation) 
 
21. Relevant financial information includes: 
 

• Air NZ’s strong cash balances are projected to remain stable over the next two 
years (ie closing cash balances are expected to be around $1 billion in each 
year) and will help it to weather the difficult operating environment over the short 
term; 

• If Air NZ is unable to achieve improvement in the Ansett operations in the next 
year, it would come under increasing pressure to divest ownership of Ansett; in 
addition, such failure may reduce confidence in the market regarding the 
capability of Air NZ’s management with this being reflected in further devaluation 
of the Air NZ share price; 

• Already high debt levels are likely to preclude Air NZ from raising more debt 
financing. 

22. It would appear that Air NZ’s international and domestic operations are profitable (or at 
least breaking even in the current year); losses are attributable almost entirely to the 
Ansett operation.  

 
Air New Zealand’s Capital Requirements Over the Medium Term 

23. Air NZ has previously advised that it does not have liquidity problems in the short term.  
Nevertheless, we understand that it has $1.05 billion of short term financing due for 
repayment or roll over next year.  It seems likely that the airline’s financiers would roll 
this debt over, albeit at a higher interest cost. 

 
24. Air New Zealand has previously advised that it will require between $8-12 billion over 

the next 5-7 years primarily to replace and/or maintain the Ansett fleet of aircraft. 
 
25. The following table characterises key aircraft indicators: 
 

 Air NZ Ansett Air NZ Group 
Average 

Airline Industry 
Average 

Aircraft 
Owned 

38% 69% 55% 56.6%

Age of Fleet 7.1 years 13.8 years 10.9 years 9.7 years
Debt  NZ$2.8 billion

 
26. An airline that leases aircraft but has high debt levels is considered to be a high-risk 

airline (eg Continental Airlines that owns 28 percent of its aircraft and is 69 percent 
debt funded).  On this basis, Air NZ ranks above average in terms of risk, with 55 
percent aircraft owned and 78 percent debt.  The key issue is that an airline’s major 
capital cost is aircraft; if it is leasing them and has high debt, for what purposes is the 
debt financing put? 

 
27. With an average fleet age of 13.8 years, Ansett has one of the oldest fleets of airlines 

ranked in the Salomon Smith Barney Global Fleet Rollup Model – 2001 Fleet 
Handbook.  However, there are a number of airlines that are not too far behind, and 
whose fleets are considerably older than the industry average of 9.7 years, including: 

 
• Ryanair (value-based airline from Ireland) at 12.1 years; 

• Delta, US Airways, TWA, and Finnair all between 11 and 12 years; 
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• Qantas, American Airlines and United Airlines between 10 and 11 years; 

• Northwest Airlines and Olympic with average ages of respectively 20.4 years and 
13.3 years. 

28. Air NZ’s capital investment needs, projected at $8-12 billion over the next five years by 
the airline have been tested by independent consultants.  While we do not know Air 
NZ’s purchasing schedule is, if they were to purchase 31 new B767s and B737s 
aircraft (to replace the old fleet) it would cost around $5 billion, based on Boeing’s 
pricing schedule, at current exchange rates.  Upon completion of such an acquisition 
(in five years time) the average age of the combined Air NZ/Ansett fleet would drop 
from its current 10.9 years to five years.  This would make the combined Air NZ/Ansett 
fleet one of the most modern in the world.   

 
29. There are many ways (aside from ownership) that a fleet of aircraft could be held, 

including leasing instead of buying, purchasing or leasing newer used aircraft, retaining 
an older fleet (such as the Ansett fleet) but undertaking a rigorous safety and 
maintenance programme, or reconfiguring air services with a view to maintaining an 
optimal sized fleet of aircraft (ie rationalisation). 

 
30. A sample of costed alternative options are: 
 

• Purchase nine new B767 aircraft (at $300 million each) and maintain the average 
age of the existing fleet – cost $2.5 billion; this would reduce Air NZ’s average 
fleet age to 8.8 years; 

• Keep current level of ownership at 55 percent and upgrade the average age of 
the fleet by two years to 8.9 years – cost $1 billion. 

Possible Restructuring Options for Air NZ 

31. There are several commercial responses Air NZ could make to address its current 
problems.  These include: 

 
• raising capital:  options for raising debt are limited but there may be scope for 

raising equity or quasi equity; 

• selling assets (Ansett, aircraft and non-core assets); 

• reducing dividends (Air NZ paid around $85 million in dividends in each of 1999 
and 2000 and announced a further dividend payment of $30 million in February 
this year) and continuing to pursue operating efficiencies. 

32. Reducing dividends and generating operating efficiencies are likely to be of only limited 
assistance in the short term.  The other two options (raising capital and selling assets) 
are examined below.  

 
Equity  

33. Air NZ could make a rights offering to current shareholders (tradeable in the market).  
However, given the adverse operating conditions and financial performance projected 
for Air NZ, an offering would probably need to be heavily discounted and would be 
unlikely to raise more than $500 million (standard rule is 20-50 percent of market 
capitalisation). 
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34. Therefore, any equity raised through a rights issue would may only be an interim 

solution and the airline would probably need to consider further funding initiatives in 
due course.  We note that a rights issue for $285 million issued last year by Air NZ was 
20 percent under-subscribed.   

 
35. Another option could be for Air NZ raising quasi-equity (eg capital notes).  However, we 

have not yet scoped the potential for, and the benefits of, this option. 
 
36. An equity raising exercise is likely to run into two significant barriers: 
 

• Unless the current 49 percent limit on foreign ownership is relaxed, the amount of 
foreign equity that can be raised is limited by the amount of the domestic 
investment (for every dollar of foreign equity raised, $1.04 in domestic equity 
must be raised); 

• Brierley has indicated that it does not favour injecting more capital into Air NZ.  
The signal sent to the market by a current large shareholder not wishing to 
provide further capital to support to the airline could further impede the amount of 
capital the market is willing to provide. 

Divest non-core assets 

37. The airline is currently embarking on divestment of non-core assets (eg jet 
maintenance operations and TIAS (Travel Industry Automated System)) that, together 
with sale of its B767-200 fleet, has to date yielded capital of around $0.5 billion.  
Further divestment of A320 aircraft, terminals, Ansett’s head office and its remaining 
Equant shares could raise around a further $0.8 billion.   

 
38. We understand the airline will also look to generate operating efficiencies internally and 

is currently doing so by rationalising those duplicate activities that exist in the Ansett 
and Air NZ operations.  At the time of the Ansett purchase, Air NZ valued synergy 
benefits at NZ$325 million per annum (derived from rationalisation of IT, procurement, 
ground operations and revenue initiatives).  We understand that with the current 
uncertainty around the Air NZ business, projects that are designed to achieve the 
synergy benefits have been delayed. 

 
Sell all or part of Ansett  

39. A sale of Ansett, in the current environment, would most likely lead to a substantial 
write down in Air NZ’s Balance Sheet.  However, a sale would improve Air NZ’s 
debt:equity ratio.  Further, Air NZ would avoid the significant capital expenditure 
requirements associated with Ansett and the airline’s focus would return to its core 
New Zealand-based operations. 

 
40. We noted earlier in this report that Air NZ paid $1.155 billion for Ansett, took $0.770 

billion in debt as part of the transaction, and now has net debt at $2.8 billion.   
 
41. If Air NZ sold 100 percent of Ansett, it would in all likelihood receive capital proceeds 

worth considerably less than it paid.  The following table demonstrates the impact on 
Air NZ if a sale was made at $500 million.  Note this is done for illustrative purposes 
only and is not intended to reflect any assessment of the current market value of 
Ansett.   
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Sale at $500 million  NZ$m 

Current Position 
NZ$m 

Post Ansett Sale 
Loss on Sale 818 
Shareholders Funds 1,600 824 
Debt Reduction (including sale 
of Ansett debt) 

 
 

 
1,597 

Restated Net Debt 2,578 981 
Net Debt as a % of Total 
Capital (at book value) 

 
62.3% 

 
54.3% 

 
42. There may be two scenarios regarding Ansett: 
 

• A sale of part of the airline; or 

• A sale of 100 percent of Ansett (which might be less unattractive to Air NZ if it is 
successful in acquiring Virgin Blue1.  This may be a lower cost way for Air New 
Zealand to retain a presence in the Australian domestic air services market.  
However, we understand the Singapore Airlines’ board members oppose the 
acquisition). 

Does Air NZ need to own Ansett to assure its own viability into the future? 
 
43. Advice provided by the consultants engaged by the Treasury (Independent Advisors) 

indicates no compelling reason for ownership as follows: 
 

• Air NZ was, and could continue to be, viable without Ansett;  

• As long as Ansett is owned by a member of the Star Alliance, Air NZ would retain 
some of the benefits of ownership through co-ordination within the Alliance; 

• Partial ownership (ie 100 percent) of Ansett might be sufficient to achieve many 
of the benefits from full ownership of Ansett (eg on-flying passengers from New 
Zealand through Australia and further afield).  

44. In some industries, size and scale matter to the viability of the individual businesses.  In 
the presence of airline alliances that provide scale and size through co-operation, Air 
NZ (in this case) would seem to have access to many of the benefits that it might 
otherwise get by growing its business through ownership.  However, if there was 
further liberalisation of ownership limits worldwide, air alliances may be of less benefit 
and ownership more desirable. 

 
Does Air NZ’s ownership of Ansett gives rise to any net benefits that accrue to New 
Zealand? 
 
45. Such benefits might be characterised as additional tourism brought to New Zealand 

through ownership of a foreign country’s airline creating the incentive to maximise 
revenue opportunities for the entire length of a passenger’s journey.  In this case, Air 
NZ may be able to influence travellers’ choice of destination by pricing in such a way so 
as to encourage travellers to travel to New Zealand destinations, rather than, or as well 
as, other Australian or Asian/Pacific destinations.  The same applies vice versa – an 
additional range of destinations is more readily available to New Zealanders travelling 

                                                 
1 We understand that Virgin Blue is not yet profitable in its Australian operations but the airline’s 

financial performance may improve with the removal of Impulse from the value-based market 
that has opened up slots to be taken by Virgin Blue on the profitable Melbourne-Sydney route.   



Commercial Sensitive 
 

 

T2001/975: Air New Zealand :  Assessment of Problems and Options  Page 13 
 

abroad.  Alternatively these benefits may accrue by virtue of the visibility of the New 
Zealand airline in the foreign market. 

 
46. If these benefits arise, they should be assessed as incremental to those that would be 

achieved by New Zealand through Air NZ’s membership of the Star Alliance.  They 
should only be considered also where they are incremental to the commercial benefits 
Air NZ would achieve from ownership (ie over and above Ansett’s contribution to Air 
NZ’s net profit). 

 
47. The Independent Advisors consider that significant gains to the nation by Air NZ 

owning and operating Ansett are unlikely.  In their view, the majority of benefits are 
likely to be equally achieved through Air NZ’s participation in the Star Alliance.  We 
note that while Air NZ owns Ansett, the aircraft carry the Ansett brand’s signage with 
the result that the actual owner of the airline is not well known or understood. 

 
48. The Ministry of Transport, however, note that airlines always give preference to placing 

passengers on their own aircraft ahead of code-shared services of an alliance partner.  
The retention of Ansett is important for traffic feed on to Air New Zealand’s trans-
Tasman and trans-Pacific services. 

 
49. The Treasury notes that trans-Tasman traffic is almost entirely Qantas and Air NZ, and 

assuming Ansett remains a member of the Star Alliance, even if Air NZ relinquishes 
ownership, Ansett would still direct any traffic it could not carry to Air NZ rather than 
Qantas. 

 
Key Issues for the Government arising out of Air NZ’s Commercial Options 

50. Air NZ, or another airline, may ask Ministers to act on two particular issues: 
 

• Relaxe the ownership limits on foreign shareholders (including airlines) in order to 
facilitate Air NZ’s ability to raise foreign equity; 

• Provide capital, or other financial assistance, to assist the airline meet its capital 
requirements. 

 
Relaxing Ownership Limits  

51. If this proposal surfaces, it would be intended to provide Air NZ with greater access to 
foreign capital markets that are deeper than the domestic market which would in turn 
lower the cost of funds to Air NZ.  Such a proposal could entail the Government either: 

 
• Easing the ownership limits.  In particular, it may be proposed that the ownership 

limit on one foreign airline from the current 25 percent be lifted to the next 
threshold of 35 percent (being the limit for aggregate airline ownership); and/or 

• Collapsing the ‘A’ and ‘B’ classes of shares with the effect of removing the limit 
on foreign ownership, but retaining the 25 and 35 percent airline ownership limits. 

52. There are scenarios in which either of these options could be sanctioned by the 
Government with minimum or no risk of bilateral partners denying access to traffic 
rights to Air NZ negotiated in the air services agreements.  There is a discussion, 
prepared by the Ministry of Transport, of some of the issues relating to the ‘substantial 
ownership’ criterion in bilateral agreements at Annex 2. 
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53. It is not clear that easing the foreign airline limit alone would necessarily enable the 
magnitude of capital Air NZ requires to be raised.  This will depend on the extent to 
which domestic investors’ attitudes towards further investment in Air NZ are affected by 
stronger shareholding.   

 
Capital Injection 

54. It is possible that, if all else fails, Air NZ will look to the Government for some financial 
assistance, probably an equity injection.  This option has the following risks: 

 
• the primary beneficiaries of any Government investment would be Australian 

consumers (ie because the capital is likely to be used largely to upgrade the 
Ansett aircraft) and shareholders in Air NZ, many of whom are non-New 
Zealanders; 

• it would lead to the Crown taking business risk on behalf of taxpayers; if the 
airline was unable to improve its performance, the Government would take the 
loss in any equity contribution;  

• bailing out a private business would set a precedent that would be very difficult to 
contain in future; 

• it is not clear that such an investment would provide the most optimal return the 
Crown could get for the capital invested (ie there may be higher value 
investments around other Government priority expenditure areas, for example 
health and education). 

55. Balanced against this is the value that Ministers may attribute to the presence of a 
national flag carrier. 

 
Regulatory Issues 

56. The following issues will be pertinent in almost any transaction that involves new 
investors in Air NZ and will take several months to undertake due process. 

 
Air Services Agreements 

57. Under the bilateral air services agreements that govern international air services, 
airlines wishing to operate services to and from New Zealand are required to be 
designated by their host country.  They may also be required to satisfy other countries 
to which they operate that they are effectively controlled and, in a small number of key 
markets, substantially owned by New Zealand nationals.  The Government, when 
designating and licensing an international airline would take account of the risk of 
ongoing access to traffic rights under the agreements. 

 
Civil Aviation Act 

58. The Civil Aviation Act establishes the Minister of Transport as the International Air 
Services Licensing Authority responsible for the allocation of traffic rights gained by 
New Zealand in air services agreements.  The licence is the vehicle for implementing 
the Government's policy that designated New Zealand international airlines will 
continue to be required to be substantially owned and effectively controlled by New 
Zealand nationals.  The liberalisation of air services arrangements pertaining to 
ownership since the policy was established creates more flexibility in some bilateral 
relationships, should the Government wish to change this policy in future. 
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Air NZ Constitution 

59. The Air New Zealand Constitution establishes the Kiwi share, which is a single $1 
special rights convertible preference share that gives the Government the ability to 
maintain substantial ownership and effective control of the airline in New Zealand, in 
order to protect the airline's designation under the bilateral air services agreements.  
To this end, the Constitution specifies that the total number of B shares on issue at any 
time shall not exceed 49% of the total number of ordinary shares on issue.   

 
60. The Constitution also provides that nobody who owns or operates an airline business 

may hold B shares without the consent of the Kiwi Shareholder, who is currently the 
Minister of Transport.  Such consent may be given on such terms and conditions as the 
Kiwi Shareholder thinks fit.  Current government policy of 25% maximum for a foreign 
airline shareholder and 35% maximum for total airline shareholdings is implemented 
through this provision. 

 
61. The Constitution also empowers the Kiwi shareholder to require that "affected shares" 

be sold, giving the Kiwi Shareholder ultimate ability to ensure compliance with the 49%, 
25% and 35% maxima.  It also requires that without the consent of the Kiwi 
Shareholder, there can be no change to the name of the company, the location of head 
office; or to the requirement that the Chairman be a New Zealand citizen. 

 
Takeovers Code 

62. The Takeovers Code comes into effect on 1 July 2001.  In the Air NZ context, it would 
require the airline to achieve the consent of the majority of its remaining shareholders 
to a takeover of more than 20 percent of the airline.   

 
63. The Takeovers Panel is a body independent from the Crown.  Ministers are not 

empowered to provide a party with dispensation from the Code other than through 
legislative means. 

 
Overseas Investment Commission (OIC) 

64. A proposal to acquire 25 percent of Air NZ by a foreign investor would require the 
approval of the Overseas Investment Commission.  Similarly, a proposal to buy less 
than 25 percent but with additional agreements (eg joint venture arrangements) would 
trigger the Overseas Investment Commission criteria. 

 
65. The OIC would look primarily at whether the proposed investment was economically 

sound and in the national interest. 
 

Commerce Commission 

66. Based on its 1995 decision regarding the proposed Air NZ takeover of Ansett Holdings, 
we expect the Commerce Commission to require a competing airline proposing to take 
a significant ownership stake in Air NZ to provide robust evidence on the following key 
points: 

 
• efficiency losses arising from the probable substantial lessening of competition in 

the domestic and trans-Tasman air passenger services market; 

• net benefits of a Qantas/Air NZ partnership to New Zealand outweigh any 
efficiency losses; 
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• non-reliance on the Commission accepting behavioural undertakings that 
domestic and trans-Tasman air services would be provided by another competing 
airline, whether those undertakings are of a legal nature or not. 

67. We note that the Commerce Commission was not satisfied on any of these dimensions 
in 1995.  In addition, the recent amendments to the Commerce Act have increased the 
burden on parties to a merger to demonstrate the proposal would not lead to the 
substantial lessening of competition (there have not been any Commission 
determinations to date allowing an examination of the extent to which the hurdle has 
been lifted). 

 
68. Independent advice is that there are no regulatory barriers to entry and it should 

therefore be relatively easy for established airlines to enter the market.  Other barriers 
to entry (eg the prospect of a vigorous competitive response by Qantas and Air NZ to 
entry on either the trans-Tasman or the NZ domestic market) are considered to be 
quite low.  This has been borne out in the entry into the domestic market over recent 
years of Ansett New Zealand (latterly Qantas New Zealand) and Origin Pacific.  While 
regulation of landing slots at airports in Australia poses a barrier in that market, similar 
barriers are not present in New Zealand.  This may be given some acknowledgement 
by the Commerce Commission in its assessment of benefits of a proposal.  However 
the Commission would give weight to the argument based on the probability of entry 
occurring, which might be somewhat low. 

 
Public Benefits/Detriments from having one Australasian-owned airline 
 
69. It is unlikely that merging Air NZ and Qantas into one Australasian-owned airline would 

provide substantial benefits over the current market arrangements.  Air NZ and Qantas 
both behave as Australasian-owned airlines, each making decisions to fly the routes 
that are commercially most valuable.   

 
70. In recent years, being attached to a successful global airline alliance has become very 

important to achieving and maintaining international market penetration.  Air New 
Zealand and Singapore Airlines are members of the largest of these global alliances, 
the Star Alliance.  It has a 21.3% share of the international air travel market and serves 
894 airports while Qantas is a member of the OneWorld Alliance, which has a 16.4% 
share of the international market and serves 561 airports. 

 
71. The detriment that might accrue to New Zealanders rests with any proposal that 

requires Air NZ to withdraw from the Star Alliance to become part of OneWorld (the 
British Airways-led alliance of which Qantas is part).  This has three significant impacts 
that all lead to a probable welfare reduction for New Zealand consumers of 
international air passenger services: 

 
• fewer choices between alliances since the OneWorld alliance would dominate the 

Australasian market with the Star Alliance then largely represented by United 
Airlines and Singapore Airlines; 

• to access more choice, NZ travellers may need to travel to another destination 
(eg Sydney) to interconnect; 

• Air NZ may offer less favourable terms for airpoints. 

72. In addition, tourism opportunities from United States inbound tourists could be reduced 
through the reduction in capacity and flight opportunities with the ending of code 
sharing capability with Air NZ.  This may not be insignificant since United Airlines are 
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known to have the most airpoints issued to its customers that are frequently used to 
transport US tourists to New Zealand.  

 
Policy Issues 

Impact on New Zealand Economy 

73. Air NZ already operates and manages its facilities across New Zealand and Australia.  
Decisions regarding location are probably based on relative efficiency (eg cost of 
labour, compliance with domestic regulation and capital).  Under a partnership with 
Qantas, the same efficiency rationales are likely to apply.   There may however be 
some scope for relocating activities between the two countries if either has a 
comparative advantage (eg New Zealand may have more expertise in maintaining 
particular aircraft, while Australia may similarly have more expertise in another type).  
We cannot be sure how much and which way any flows might go.  We note though that 
any cost savings made by Air NZ as a result of more efficient allocation of services will 
flow through to New Zealand consumers by way of price reductions (assuming an 
ongoing competitive market).   

 
74. It is also worth noting that when Ansett operated in New Zealand, it had its aircraft 

serviced in New Zealand, presumably because it was more cost effective to do so. 
 
75. In any event, the Government has the ability under the Kiwi Share to extract 

undertakings from Qantas to achieve particular outcomes if it wishes. 
 
76. We therefore conclude that there are unlikely to be any significant public detriments or 

benefits in terms of employment or economic and regional development.  We are not 
able, at this time, to comment on any taxation implications that might arise.  

 
National Flag Carrier 

77. The Government may wish to be assured that in any partnership between Air NZ and 
another airline, the Air NZ brand is retained.  As noted above, the Minister could seek 
to lock such an undertaking in under the Kiwi Share.  However, this may not guarantee 
that the brand is seen internationally. 

 
78. While we cannot be sure what Qantas’ motives in a partnership with Air NZ might be, 

we note that the Air NZ brand appears to be profitable in its own right.  Shareholders, 
having provided the capital to acquire a share of Air NZ, would be unlikely to endorse 
the actions of a Board that sought to actively destroy that value.  Nevertheless it may 
remain a risk that Qantas sees a higher return associated with limiting the activities of 
its current competitor. 

 
Further Work 

79. The Treasury will continue to work with Cameron & Company on the commercial 
issues relating to Air NZ.  Officials from the Ministry of Transport and the Treasury will 
report to you as appropriate on the following issues: 

 
• the problems faced by Air NZ and in particular, the differences in financial 

performance between Air NZ’s and Ansett’s domestic and international 
operations and the capital requirements for each, including the airline’s 
requirements for growth; 

• the potential for, and benefits of, Air NZ raising quasi-equity (eg capital notes); 

• the performance of Air NZ and its potential to be viable in the future; 
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• taxation and economic and regional development implications that may arise with 
one Australasian-owned airline; 

• competition issues that may arise with one Australasian-owned airline; 

• a conceptual understanding of the benefits and costs of belonging to an air 
alliance compared with the benefits and costs of owning a foreign airline; 

• expectations of the further liberalisation of air rights and the implications for air 
alliances. 

80. Officials are to meet with Air New Zealand later this week with a view to clarifying a 
number of issues related to the advice provided in this report. 
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ANNEX ONE 

 
 
 
 
Air New Zealand’s Ownership and Share Structure 
 
 

1  Up to 10% can be held by other airlines but currently is not. 

100% Air NZ 

49%1 
Foreign and Domestic ‘B’ Shares 

51% 
Domestic ‘A’ Shares 

24% 
Other Investors 

25% 
Singapore Airlines 

30% 
Brierley Investments

21% 
Other NZ Investors
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ANNEX TWO 
 
 
Air Services Agreements – Ownership Constraints 

Bilateral Agreements 
 
1. Air traffic rights are sovereign rights for market access, exchanged mostly in bilateral 

air services agreements.  The rights are conferred by states on airlines by a process of 
designation, which have traditionally afforded the opportunity for the countries receiving 
the designation to be satisfied that the airline designated is substantially owned and 
effectively controlled in the designating country.  If a country receiving a designation is 
not satisfied that substantial ownership and effective control reside in the country 
designating the airline, it has the discretion to be able to withdraw, suspend or 
condition the traffic rights that may otherwise be exercised under that bilateral 
agreement by that airline. 

 
2. The criterion of substantial ownership is less now of a factor in the acceptability of 

designation of an airline than it has been in previous years, especially when 
governments owned most of the international airlines.   New Zealand has been at the 
forefront of negotiating substantial ownership out of the air services agreements, and 
has succeeded in 21 out of our 46 bilateral relationships.  The reasons for negotiating 
removal of substantial ownership as a criterion include: such an international industry in 
its own right not having the same access to international equity as most other 
industries; the provisions of the Bogor Declaration, which include a goal that there will 
be open investment among APEC economies by 2010; and the widespread experience 
across many countries that the capital requirements of an international airline can often 
not be met from within the equity market of a single state. 

 
NZ Reaction to Partners’ Airlines 

3. The Government’s approach towards foreign airlines serving New Zealand has been 
one of toleration in respect of their sources of equity.  This approach has been based 
on there having been no evidence of a third country airline achieving back-door entry 
into the New Zealand market while refusing to trade access rights for New Zealand 
international airlines.  For example, in the case of Aerolineas Argentinas, the benefit to 
the New Zealand economy of having the linkage with South America was deemed to 
be far more important than any concern that we did not yet have an agreement with 
Spain, whose airline has owned up to 85% of the Argentinian airline. 

 
Reaction of Bilateral Partners 
 
4. During bilateral negotiations over the past few years there has been the odd instance 

of a bilateral partner questioning the ownership of Air New Zealand.  The partner has in 
each case been satisfied that the arrangements in place for handling the BIL 
shareholding were adequate to ensure that the airline continued to be regarded as New 
Zealand owned and controlled.  The arrangements included the trust set up by BIL NZ 
Assets, with the blessing of the Overseas Investment Commission, which ensured that 
as the overseas ownership of BIL increased the control of the voting of the BIL A 
shares remained in the hands of New Zealand nationals.  This was a unique 
arrangement and was permitted by the OIC at a time when BIL’s foreign ownership 
level was over the 25% cap because the company had clearly been in New Zealand 
ownership and control, and there were a substantial number of small New Zealand 
shareholders.  The company has subsequently moved its head office to Singapore and 
its place of incorporation to Bermuda, but the trust arrangements protecting the New 
Zealand control of the BIL A shares remain.  
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Likely Partner Reactions to ‘Substantial Ownership’ Scenarios 
 
5. If BIL were to continue to hold 30% of the shares in a situation where a foreign airline 

held more than 25% shareholding in Air New Zealand, we could expect intense 
questioning, at least from Japan, about Air New Zealand’s ownership.  The same would 
also apply in the event that a foreign airline were to replace the BIL trust arrangement 
with a trust in which it held an interest.  The situation would be all the more difficult 
because trust arrangements are not widely understood outside common law 
jurisdictions.  In terms of the likely partner reactions, the one we are most concerned 
about is Japan, because of its importance as a major high-spending tourism generator 
and the fact that the non-stop New Zealand – Japan market is effectively an Air New 
Zealand monopoly.  Japan has always shown a concern in its bilateral relationships not 
to have the rights it has exchanged with those countries circumvented by market 
access being achieved by third countries.  It is also known that Japan, among others 
including the French, is particularly nervous about the encroachment that Singapore 
Airlines is making into its markets with third country traffic.  Our Australian counterparts 
share exactly the same uncertainty about Japan’s likely reaction in this area. 

 
6. Other countries to which Air New Zealand operates where the substantial ownership 

criterion still exists include the United Kingdom, France (Tahiti and Noumea), and Fiji.  
The UK has a liberal policy but has chosen not to liberalise its arrangements with us to 
date.  When it is ready to move, the UK can be expected to require the removal of 
effective control as a criterion for acceptance of designation to ensure that New 
Zealand would accept the designation by the UK of a UK based airline not controlled by 
UK nationals.  This is to provide for the European Union’s aim to enable airlines to be 
owned and controlled anywhere within the Union.  Although this does raise the 
possibility of circumvention of some of our restrictive bilaterals with European 
countries, it could be an acceptable compromise and one which would not hinder New 
Zealand’s own ability to retain effective control as a criterion for its own designated 
airlines. 

 
7. The French route of most importance to New Zealand is that through Tahiti to Los 

Angeles.  The French Polynesian tourism industry is quite dependent on Air New 
Zealand, and this could deter the French from otherwise reacting negatively.  In the 
case of Fiji, the aviation relationship has long been difficult.  However, Air New Zealand 
is very important to Fiji’s inbound tourism and therefore its economy.  Also, Qantas has 
a dominant (46%) share in Air Pacific.  These two factors would likely mitigate any 
otherwise adverse reaction to changes in Air New Zealand’s foreign ownership.  In 
these cases, for the reasons cited, it is considered that the risk to air traffic rights of Air 
New Zealand’s ownership constraints being eased is manageable. 

 
8. A market that Air New Zealand does not serve at this time, but in which the ownership 

requirements are very much maintained, is Korea.   
 
 
 
 
 
 
9. If a proposal were to be received and seriously considered whereby foreign ownership 

would exceed 49%, it would be prudent during the consideration process to discuss the 
position with the Japanese.  Japan has stated that its policy is flexible on such matters 
and it has made an exception in two cases regarding foreign ownership limits.  Sabena, 
the Belgian carrier 49% owned by Swissair, operates into Tokyo but does so on the 
basis that it only carries Belgium – Japan traffic and there is no advantage to a third 
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country.  Japan has recently questioned the ownership structure of Ansett International, 
which is 49% owned by Air New Zealand.  Ansett operates into Japan but it does so 
under a much larger (than New Zealand’s) economic and aviation relationship in which 
Qantas is the dominant designated airline.  Anecdotal evidence is that Japan Airlines 
has refrained from entering into initiatives with Air New Zealand where this could have 
had an adverse reaction on its relationship with Qantas.  Nevertheless Air New 
Zealand has a fruitful relationship with Japan Airlines, and this could be valuable in 
consultations with the Japanese if there were to be consideration of easing current 
equity constraints. 

 


