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Treasury Report:  Project 20: Amendments to the Crown Standby Facility 

Date:   11 March 2021 Report No: T2021/603 

File Number: SE-1-3-21 

Action sought 

  Action sought  Deadline  

Minister of Finance 
(Hon Grant Robertson) 

Agree to amendments to the size, 
tenure, and interest rate of the Air 
NZ Crown Standby Facility to 
facilitate a delay in the capital raising

15 March 2021 

Associate Minister of Finance 
(Hon David Parker) 

Note the contents of the report 15 March 2021 

Contact for telephone discussion (if required) 

Name Position Telephone 1st Contact 

Lars Piepke Principal Advisor, 
Commercial Performance

 

Maureena van der Lem Manager, Commercial 
Performance 

N/A 
(mob) 

 

Minister’s Office actions (if required) 

Return the signed report to Treasury 
 

Note any 
feedback on 
the quality of 
the report 

 

 

Enclosure: No 

[39] [35]
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Treasury Report:  Project 20: Amendments to the Crown Standby 
Facility 

Purpose of Report 

1. This report seeks your approval for amendments to the Air New Zealand (Air NZ) 
Crown Standby Facility (CSF) including changes to tenure, size, and interest rate. 

Background 

2. You met with the Chair of Air NZ on 10 March 2021 to discuss whether a delay in the 
proposed timing of Air NZ’s capital raising would be beneficial. A delay of up to 
3 months would provide extra time for aviation market conditions to stabilise as 
increased information became available regarding vaccine rollout and border 
re-openings. This would allow for increased confidence in the financial forecasting 
underpinning the capital raise. In addition, Air NZ would have the time to further 
renegotiate existing agreements relating to aircraft funding, leasing payments, and 
plane deliveries in order to reduce its capital requirements. 

3. Following the meeting officials and Air NZ management were asked to quickly 
undertake further work to ensure that the delay was feasible. Primarily this extra work 
relates to the extension and amendment of the CSF, as it is the mechanism to ensure 
that Air NZ has sufficient liquidity during the period of the extension until the capital 
raise is completed. 

4. It would be advantageous to make as few changes as possible to ensure that the 
renegotiation can be swiftly concluded. The necessary changes to the CSF are an 
increase in size and an extension of its expiry date. A change in the interest rate 
reflecting market movements since the initial agreement is also proposed.   

CSF Changes 

Expiry Date  

5. The current expiry date for the CSF is 22 May 2022, being 18 months since it was first 
agreed. We propose extending the expiry date to 22 August 2023 (an extra 15 
months).  It is still the intention that proceeds from the capital raise, to be completed by 
30 September 2021, will be used to repay at least a portion if not all the outstanding 
balance of the CSF, but the extra time would also allow for a portion of the CSF to 
remain in place after the capital raise (if necessary) to give Air NZ additional time to 
raise private debt to fully repay the CSF. 

Increasing the Size  

6. We propose increasing the size of the facility from $900m to $1.5b. We propose 
applying $400m of the increase to Tranche A (taking this to $1b) and $200m to 
Tranche B (taking this to $500m). 

7. [25] and [37]
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8. Of course, the intention is for the capital raise to be completed well before March 2022, 
but the CSF needs to be sized on the basis that it is sufficient to cover Air NZ’s liquidity 
requirements if the capital raise does not proceed. 

 

 
Interest Rate 

9. 

10. 

11. 

12. We consider the advantage of reducing the interest rate margin being: (i) reducing Air 
NZ anxiety in relation to the cost of the facility which was initially priced during a spike 
in credit margins reflecting the then heightened global concerns in relation to the 
creditworthiness of the airline industry and global credit liquidity shortages; and (ii) to 
signal increased confidence in relation to the improved outlook for Air NZ ahead of its 
equity raising and potential debt restructuring. 

13. We propose a 1% step-up in the Tranche A and Tranche B all-in margins from 30 
September 2021. This is a similar feature of the existing CSF, however, we propose 
changing the existing 22 May 2021 step up date to 30 September 2021 to align with Air 
NZ’s intended capital raise. 

14. We also propose maintaining the existing feature in the CSF that if Tranche B is drawn 
on, then Tranche A will have the same interest margin as Tranche B.  

[25] and [37]

[25] and [37]
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Other Terms and Conditions 

15. We do not propose making any other significant changes to the scope or nature of the 
CSF agreement. There is no need to make broader changes to achieve the objectives 
being sought, and minimising changes provides a greater chance that amendment of 
the agreement can be completed in a reasonable timeframe. There may be some 
drafting changes that are needed as a result of the changes in tenure, size, and 
interest rate but these are unlikely to be material. 

16. We propose maintaining the current monitoring and oversight conditions but consider 
that there may be an opportunity to simplify the Approved Operating Finance Plan 
process. It is necessary to maintain some form of benchmark to monitor the CSF 
against but a more practical, streamlined process may be achievable. 

Next Steps 

17. If you are comfortable with the proposed terms, we recommend that Air NZ be asked to 
signal its acceptance by signing a revised terms sheet that incorporates them.  
Following that, we would provide you with the terms sheet for your signature. 

18. We recommend you take an oral item to Cabinet to inform your colleagues of the 
proposed changes to the CSF, and to seek agreement to an increase in the 
appropriation. We suggest an oral item rather than a paper given the urgency of 
progressing these changes. 

19. The increase in the appropriation will have no impact on Budget allowances given that 
the loan to Air NZ is expected to be repaid well within 10 years. 

20. Once terms for the amended CSF have been agreed between the Crown and Air NZ, 
Air NZ would announce the intention to raise capital before 30 September 2021 and the 
new terms of the CSF. Air NZ needs to make this announcement immediately after the 
new terms of the CFS have been agreed in order to meet its NZX continuous 
disclosure requirements. 

Costs 

21. There will be administrative costs for the Crown associated with the upcoming capital 
raise proposal,  We will be providing 
you with advice on these costs, and funding options for them, next week.   

[25] and [37]
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Recommended Action 

We recommend that you agree to the following amendments to the Air New Zealand Crown 
Standby Facility (CSF): 

 
i  extending the maturity of the CSF from 22 May 2022 to 22 August 2023 
 
ii increasing the size of the facility from $900m to $1.5bn by increasing Tranche A 

by $400m and Tranche B by $200m 
 
iii benchmarking the interest margin to apply to the CSF against current market 

margin estimates for comparable debt (i.e. an all-in margin of 350 basis points for 
Tranche A and 500 basis points for Tranche B, with a 100 basis point step up on 
both Tranches from 30 September 2021), and 

 
iv any minor, technical changes necessary to implement the amendments above. 

 
Agree/disagree. 

 Minister of Finance 
 
 
 
 
 
 
Maureena van der Lem 
Manager, Commercial Performance 
 
 
 
 
 
 
Hon Grant Robertson 
Minister of Finance 
 
 
 
 
 
 
Hon David Parker 
Associate Minister of Finance 
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