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Treasury Report:  Cabinet paper: Airways – Establishment of Uncalled 
Ordinary Share Capital Facility  

Date: 6 July 2020 Report No: T2020/2023 
File Number: SE-2-2-1 (Performance Planning and Monitoring) 

Action Sought 

 Action Sought Deadline 

Minister for State 
Owned Enterprises  
(Rt Hon Winston Peters) 

Note the contents of this report and draft Cabinet paper 8 July 2020 

Minister of Finance  
(Hon Grant Robertson) 

Direct officials to submit the attached draft Cabinet paper 
seeking approval for appropriation for an uncalled ordinary share 
capital facility for Airways Corporation of New Zealand Ltd  
Direct officials to proceed with documentation that would be 
required to establish the uncalled ordinary share capital facility 

16 July 2020 
 
 
27 July 2020 

Associate Minister of 
Finance  
(Hon David Parker) 

Note the contents of this report and draft Cabinet paper 8 July 2020 

Associate Minister for 
State Owned 
Enterprises 
(Hon Shane Jones) 

Direct officials to submit the attached draft Cabinet paper 
seeking approval for appropriation for an uncalled ordinary share 
capital facility for Airways Corporation of New Zealand Ltd  
Direct officials to proceed with documentation that would be 
required to establish the uncalled ordinary share capital facility 

16 July 2020 
 
 
27 July 2020 

Contact for Telephone Discussion (if required) 

Name Position Telephone 1st Contact 
Maruta Kanepa Senior Analyst, Commercial 

Performance 
N/A  

Shelley Hollingsworth Manager, Commercial 
Performance (mob) 

 

Actions for the Minister’s Office Staff (if required) 

Return the signed report to Treasury 
 
Note any feedback on 
the quality of the report 

 

 
Enclosure: Yes (attached)    
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Treasury Report: Cabinet paper: Airways – Establishment of Uncalled 
Ordinary Share Capital Facility 

Purpose of report 

1. This report provides for your consideration and cross-party consultation, a draft paper to 
Cabinet seeking its approval of an uncalled ordinary share capital facility for Airways 
Corporation of New Zealand Limited (Airways). This follows your decision that the preferred 
option for providing financial support to Airways is by instituting an uncalled ordinary share 
capital facility of up to $95 million for a term of two years, ending 30 June 2022 [T2020/1706].  

2. The attached draft Cabinet paper includes the following key points: 
• As a result of the impact of COVID-19, on 18 March 2020 the Ad Hoc Cabinet 

Committee on COVID-19 Response agreed to the COVID-19 Aviation Relief Package 
which included providing financial support to Airways of up to $70 million in the form of 
ordinary share capital to help mitigate the immediate risks to the entity 

• The aviation industry is continuing to experience a severe decline in air traffic volumes 
and as a result Airways is experiencing a severe decline in revenues and expects to 
deplete its cash reserves by October 2020. 

• Under normal circumstances, Airways would recover shortfalls of revenues by 
increasing prices to its customers in the following year. 

• The Airways board, based on modelling reviewed by the Treasury, has requested 
financial support of between  period 
during which it otherwise projects it will experience significant liquidity issues. 

• There is a wide range of possible recovery rates for the aviation industry – and, 
therefore, for the amount of financial support Airways will actually require. Taking this 
into account, shareholding Ministers recommend a two-year financial support package 
of $95 million. 

• There is a possibility that Airways may not need to spend all of the $95 million or 
alternatively that it may require further, on-going support, depending on the speed of 
recovery of the aviation industry. 

• Capital injections via an uncalled ordinary share capital facility are preferred over any 
debt arrangement 

• Shareholding Ministers will send a letter to Airways’ board setting expectations 
regarding prudent financial management. 

3. The proposed approach for Airways financial support is justified, notwithstanding the Crown’s 
default preference for companies to seek commercial solutions that do not involve the Crown. 
Airways is an economically significant company as New Zealand’s sole supplier of air traffic 
control services and it requires support to continue operations in this uncertain environment. 
Airways faces challenges that cannot be readily addressed through the broad-based 

[25]
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government response of fiscal and monetary policy or private sector credit channels and 
capital markets. This is due to:  
• the scale of the expected impact on revenue (which significantly exceeds the level of 

wage subsidy scheme and other available support) 

• 

• Airways’ role as an essential service provider and, therefore, a need to maintain 
business operations at high cost in the short to medium term.  

4. We note that a number of questions were raised during Ministerial consultation on the initial 
advice [T2020/1706] which we have sought to address further in this report.  

Risks 

5. Following Ministers’ decision on the preferred length and quantum of financial support 
provided to Airways [T2020/1706], the proposed uncalled ordinary share capital facility is 
expected to cover operating and minimum capital expenditure cash outflows until the end of 
FY21.  

6. 
 This will need ongoing monitoring for 

the following reasons: 
• A decision from the Civil Aviation Authority (CAA) on the extent of minimum service 

levels provided at seven regional airports may require Airways to progress with a digital 
solution. CAA will finish its determination on the aeronautical studies (minimum level of 
service provided in these airports) in six to nine months. 

• 

7. We recommend that you set an expectation in the amended Letter of Expectations that 
Airways consult with shareholding Ministers if these risks eventuate. 

Aeronautical studies in seven airports that Airways’ is considering withdrawing services from 
8. CAA’s decision on aeronautical studies / safety cases for airports, where Airways is 

considering withdrawing services, could require Airways to put in place a certain level of air 
traffic management services to ensure safety of air traffic. It is currently assumed that the 
current plans meet CAA’s requirements, 

9. 

10. 

11. 

[25]
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12. 

13. 

Questions raised during Ministerial consultation – Supplementary information 

14. A number of questions were raised during Ministerial consultation on the initial advice 
[T2020/1706]. We have sought to address each of these questions below. 

If the Crown was to provide financial support to Airways, is there risk to competitive neutrality? 

15. We do not consider that the proposed financial support would breach the principles of 
competitive neutrality. Area control services, approach control services and flight information 
services make up Airways’ statutory monopoly operations and therefore, by their nature, have 
no current or potential competitors.  

16. The Civil Aviation Act 1990 allows for competition in Airways’ other core business operations – 
aerodrome control and flight information services. In practice, even though Airways does not 
have a statutory monopoly to provide control tower services, there are currently no alternative 
suppliers providing these services in New Zealand and, due to the high barriers of entry, none 
are expected. So an agreement to provide financial support is not likely to cause a substantial 
lessening of competition, as there is no current or potential competition. 

17. 

Should Airways seek to recover the revenue shortfall from the industry? 

18. 

 

19. 

20. To speed up the return to normal pricing by promoting a faster recovery of the aviation 
industry, Airways board decided that, at least in FY21, it will not review its fees and keep them 
at the previous years’ level. This is in line with the Government’s objective of fostering the 
recovery of industries impacted highly by COVID-19 (for example, tourism) in the near term. 
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21. The financial support provided by shareholders to Airways now is to enable it to continue 
providing safe air traffic services and alleviate liquidity problems and 
Airways is the sole provider of air traffic management services in New Zealand, so it is 
critically important to ensure viability of Airways’ operations. The secondary effect could be to 
not hinder the recovery of associated industries, such as tourism.  

22. Once a sustained recovery in activity is more assured, the commercially sensible path for 
Airways would be to return to normal commercial pricing for services. Then, Airways will be 
able to review the fee level based on the recovery trend and charge the industry commercial 
rates for air traffic management services.  

23. Once the industry has recovered close to a ‘new normal’, Airways should again be charging 
the ongoing required rate of return for providing the service. Prices charged to the industry 
would return it to a ‘level playing field’ vis-à-vis other industries – there would be no 
advantaged position for related industries, and the country is likely to have retained more of 
these industries than would otherwise be the case.  

24. We do not consider it to be consistent with a ‘level playing field’ approach for Airways to seek 
recovery of revenue shortfall after the aviation industry has recovered. To add a recovery 
premium on top of normal commercial pricing would be a form of penalty pricing which could: 
• hinder future industry health by putting an added burden on airlines to pay for services 

and infrastructure they did not use during the impact phase and recovery phase, and 

• potentially contribute to air navigation services being less competitive than other travel 
services in New Zealand and relative to air navigation services in other countries.  

Next steps 

25. We request that you review the attached draft Cabinet Paper and undertake any consultation 
you deem necessary. We will then incorporate any comments you or your colleagues may 
have following the cross-party consultation process. 

26. We recommend that you present the Cabinet paper (when finalised) for the meeting of the 
Cabinet Economic Development Committee on 22 July 2020 and for the Cabinet meeting on 
27 July 2020. If the recommendation is accepted, this will allow time for the uncalled ordinary 
share capital facility agreement to be finalised and put in place in time for Airways’ board and 
auditors to sign off on the Airways’ financial statements for the year to 30 June 2020. 

27. Subject to Cabinet approval, we will proceed with drafting the documentation that would be 
required to establish an uncalled ordinary share capital facility and provide the draft 
agreement for your consideration in due course. 

28. Subject to your approval of the uncalled capital facility agreement, we will draft an amended 
Letter of Expectations to Airways’ board and submit it for your consideration. 

Recommended Action 

We recommend that you: 
 
a agree for the Treasury to finalise the attached draft Cabinet paper seeking approval to 

establish an uncalled ordinary share capital facility for Airways of $95 million, subject to any 
feedback from you, and submit the Cabinet paper for cross-party consultation  

 
Agree/disagree. Agree/disagree.  
Minister of Finance Associate Minister for State Owned Enterprises 

 
 

[25]
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b direct the Treasury to proceed with drafting and providing the documentation that would be 
required to establish an uncalled ordinary share capital facility for Airways 

 
Agree/disagree. Agree/disagree.  
Minister of Finance Associate Minister for State Owned Enterprises 

 
 
 
 
Shelley Hollingsworth 
Manager, Commercial Performance 
 
 
 
 
 
 
Rt Hon Winston Peters 
Minister for State Owned Enterprises 
 
 
 
 
 
 
Hon Grant Robertson 
Minister of Finance 
 
 
 
 
 
 
Hon David Parker 
Associate Minister of Finance 
 
 
 
 
 
 
Hon Shane Jones 
Associate Minister for State Owned Enterprises 
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1  T2020/849 Economically Significant Businesses – Foundational Issues and Objectives, and T2020/809 Economically Significant 

Businesses – Intervention Options and Eligibility Criteria refer.   
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