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Qantas celebrates buy-out deal
but leverage could be a drag

Competition might also make for a bumpy

ride, say Raphael Minder and Sundeep Tucker

See Lex

After setting a new standard
forbrinkmanship in negotla-
tions 011 Wednesday by
rejocting a A$lOMbn ($&5bn)
offer, Qantas executives
were all smiles yesterday
after confirming that they
had agreed to a A$11.lbn
buy-out proposal from a
group of Australian aM
North American private
equity groups.

After the stress of recent
weeks, those involved in the
den! cnn also be forgiven
their celebratory drink in
Sydney last night.

However, assuming share-
holders approve the deal,
there is plenty of hard work
to get through if Geoff
Dixon, Qantas chief execu-
tive, is to meet the expecta-
tions of the airline's new
owners.

The foremost question is
how to remain profitable in
a cydlical industry where a
volatile oil price plays havoc
with forecasts. The airline
wi!! also seek to head off any
possible opening up
of the skies to competitors
such as Singapore Airlines,
which is itching to compete
against Qantas 011 lucrative
flights to the US west coast.

With the private equity
owners funding their bid
with 80 per cent debt, the
deal in a bighly ieveraged
bet 011 an industry renowned
for its vulnerability to exter-
na! factors and it remains to
be seen whether Qantas will
have the financial capacity
to weather downturns or
plot expansion.

Margaret Jackson, chair-
man, argued yesterday's

A$11.lbn buy-out offer was a
return to its roots for one of
the world's longest continu-
ously operating carriers,
describing the air!ine's out-
back creation 86 years ago as
a
lready "the largest private
equity deal in Australian
history."

But beyond all the taih of
"business as usual" for an
airline that is heading for its
l4th consecutive profitable
year, there was a clear sense
that Qantas will face more of
an overhaul than just wel-
coming a new group of
financial backers.

The new owners plan to
bring in a lot of aviation
expertise and some of the
sector's best-known actors
011 to the Qantas board.
Even though Ms Jackson
said yesterday lt was time
for her to leave and allow Mr
Dixon, the highly regarded
chief executive, to "f!y solo",
the straight-talking Mr
Dixon will have to work
alongside a much more air-
line-savvy group of directors
than the current board.

Two directors of Allco
Finance are former airline
chefs — aviation veteran Rod
Eddington, who most
recently ran British Air-
ways, and David Turnbull,
who, like Mr Eddington,
once headed Catbay Pacific.
Meanwhile, David Bonder-
man, the head of Texas
Pacific Group, can claim
among his aviation forays
one of the most successful
buy-out deals in the airline
sector — the turnround of
Continental, the US airline
that TPG acquired in 1993
and returned to profit in

Onex of Canada already
owns Spirits Aerospace,
the world's leading sup-
plier of commercial air-
craft components.
Finally, Macquarie,
Australia's leading
investment bank, has
been a pioneer in the man-
agement of airport infra-
structure assets, includ-
ing Sydney airport.

Furthermore, some
of the new investors will
come with long-established
ideas about how to make an
impact in the Australian avi-
ation market. In a report,
the Centre for Asia Pacific
Aviation noted that TPG bad
been "scouting the Asia-
Pacific region for several
years for a long-term invest-
ment foliowing its planned
involvement in the failed
Tesna bid to revive Ansett",
the Australian airline that
went bankrupt in the wake
of the September 11 2001
attacks.

While TPG in particular
has shown how to quit a suc-
cessful airline investment
relatively quickly, the
group's official spokesman,
Bob Mansfield of Allco,

nsisted yesterday that the
new owners wou!d "offer
patient capital" and stick
around for between five to 10
years.

Analysts said the owners
would likely take a dose
look at offloading periphera!
assets such as the frequent-
f!yer programme and the ir-
line's catering activities. Mr
Dixon said that private
equity bad the reputation of
allowing management to
"run a tigbter airline and
that may weil be true".

But trade anions yester-
day sounded a clear
warning against any
attempt to cut costs
more aggressively or
dispiace more jobs
abroad. More than 90
per cent of Qantas'
37,000 staff is in Aus-
tra!ia.

Having struc-
tured the deal in
order to meet
4ustralian own-
ership restric-
tions, the con-
sortium got a
clear indica-ion
yesterday
that the deal
bad the govern-
ment's blessing. John
Howard, prime minister
told reporters he hoped "the
Qantas we know is the Qan-
tas we keep".

But, he stressed, "that
doesn't mean to say its
shares can't change hands."
A tougher challenge could
be convincing Canberra to
resist pressure from rivals to
have better access to the US
and other lucrative interna-
tional routes.

On Wednesday, the board
of Virgin Blue, Qantas's
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main domes-
tic competitor,

said it would proceed
with plans to fly to the

US, pending regulatory
approval.

The government also
rejected this year a request
from Singapore Airlines to
fly routes between Australia
and the US. And Mr Dixon
said yesterday he did not
expect that policy to be as a
result of the change in own-
ership.

Singapore Airlines shares
rose to a six-year high yes-
terday, with investors taking
a different view from Mr
Dixon and analysts argue
that, even if in the short
term Canberra is unlikely to
reverse its decision on Singa-
pore Airlines, competition
will ultimately stiffen for
Qantas on the US route.

But Mr Dixon warned yes-
terday that Qantas could
challenge others on routes
such as London to Los Auge-
les or Shanghai to London.

He also suggested that one
of the key consequences of
the ownership change could
be that Qantas will play a
lead role in any consolida-
tion of the sector.

The private equity consortium
buying Qantas is considering
installing Geoff Dixon, the
carrier's chief executive, as
chairman as weil, according to
people familiar with the matter,
write Sundeep Tucker in Hong
Kong and Raphael Minder in

Sydney.
Combining the roles is

considered contrary to
governance best practice at
listed companies, and awarding
the pugnacious Mr Dixon
stronger executive powers would
underscore the vastly different

management approach favoured
by buy-out groups.

Qantas shareholders will within

weeks vote on whether to
follow yesterday's board
recommendation to accept the
takeover bid from a consortium

including Australia's Macquarie
Bank and Texas Pacific Group of
the US.

Capital Group of the US,
which owns a 12.8 per cent
stake, is believed to back the
offer of A$5.60 a share. Qantas
stock yesterday ended 4 per
cent higher at A$5.28,

In a widely hailed move, Mr
Dixon promised to hand over

any proceeds from a long-term
incentive plan, potentially worth
A$60m, to Aboriginal charities.

If the consortium decides

against making Mr Dixon
chairman, it is understood that
Bob Mansfield, former chairman
of Telstra, would be a teading
cartdidate to assume the post.

Mr Mansfield, who is a
non-executive director at
Australla's Allco Finance, one of
the main consortium members, is
a confidant of John Howard,
prime minister, and would be
expected to heip smooth
relations with lawmakers.

Airline Partners Australia, the
consortium vehicle, will have an
il-member board, including two
non-executives unconnected to
the buyers. Sir Rod Eddington,
the former British Airways chief

executive who ja also on the
AIlco Finance board, is not
expected to join the APA board.

Allco Finance and Ailco Equity

Partners, its listed affiliate, will
together own about 35 per cent
of Qantas's equity. Mr Dixon
declined to comment about the
chairman role. He also hit out
at a warning by the Moody's
rating ageracy that it rnight
downgrade the airline's debt to
junk status. 'The capital structure
is more than adequate."

The buy-out will be 80 per
cent debt-flnanced, to be

arranged by Morgan Stanley.
Qantas was advised by UBS and

Carnegie Wylie.

Qantas Airways
Stare price (AS)

6 _____________

CONSORTIUM MAY PUT AIRUNE CHIEF INTO

CHAIRMAN'S SEAT WITH COMBINED ROLE
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2000 2001 2002 2003 2004 2005 2006

By the numbers
Year ending Jun 30 (A$m)

2005 2006
2007

forecast

Sales reoenue 12,564

E0ITDA 2,240

Profit before fax

Net profit after fax

Unusual fern after fax

Reported profitafter fax

13,542 14,897

2,031 2,147

899 729 922

627 612 678

62 -128 -123

689 485 554
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Airline Partners Australia
Consortum ownership

Voting Economic

interest (%) interest (%)

AIlco Equity Partners 35.0 27.0

AtIco Finance Group 11.0 8.0

Macquarie Bank <15.0 <15.0

TPG <15.0 25.0

Onex Partners 9.0 12.5

Ottier toreign investors <15.0 11.5

Qantas Management — 1.0

Sources: Thomson Vatastream; CreditSuisse; company

Er Graphic: Lee Coad
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