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Treasury Report:  Airways' Uncalled Ordinary Share Capital Facility 
Agreement 

Date:   3 August 2020   Report No: T2020/2516 

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 10 August 2020

Minister of Finance 
(Hon Grant Robertson) 

Sign the attached share subscription agreement to establish an 
uncalled ordinary share capital facility 
Agree that the Associate Minister for State Owned Enterprises 
signs and sends the attached Letter of Expectations 
Agree to delegate to the Secretary to the Treasury the authority 
to approve the payment of calls on the Airways uncalled 
ordinary share capital facility 

10 August 2020

Associate Minister of 
Finance 
(Hon David Parker) 

Note the contents of this report 10 August 2020

Associate Minister for 
State Owned 
Enterprises 
(Hon Shane Jones) 

Sign the attached share subscription agreement to establish an 
uncalled ordinary share capital facility 
Agree to sign and send the attached Letter of Expectations 
Agree to delegate to the Secretary to the Treasury the authority 
to approve the payment of calls on the Airways uncalled 
ordinary share capital facility 

10 August 2020

Contact for telephone discussion (if required) 

Name Position Telephone 1st Contact 

Maruta Kanepa Senior Analyst, Commercial 
Performance 

N/A 

(mob) 

 

Shelley Hollingsworth Manager, Commercial 
Performance (mob) 

 

Minister’s Office actions (if required) 

Minister of Finance’s Office: to return the signed report to the Treasury 
Associate Minister for State Owned Enterprises’ Office: to send the signed Letter of Expectations to the 
Chair of Airways and return the signed report to the Treasury 
 
Note any feedback on the 
quality of the report 

 

 
Enclosure: 

Annex 3 – Airways additional Letter of Expectations (Treasury:4320049v1) 
  

[39]

[35]

[25]

[25]
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Treasury Report:  Airways' Uncalled Ordinary Share Capital Facility 
Agreement 

Purpose of Report 

1. This report seeks shareholding Ministers’ approval for, and execution of, a share 
subscription agreement establishing an uncalled ordinary share capital facility (the 
Facility) of up to $95 million for Airways Corporation of New Zealand Ltd (Airways).  

2. The Treasury also seeks shareholding Ministers’ approval of a Letter of Expectations 
outlining shareholding Ministers’ further expectations of Airways following this 
additional financial support provided by the Crown.  

Background 

3. Cabinet has agreed that the Crown will provide financial support to Airways by 
subscribing to a $95 million Facility. The Facility has a term of two years [T2020/2023 
and DEV-20-MIN-0140]. 

4. Shareholding Ministers asked Treasury to prepare the documentation that would be 
required to establish the Facility. We have prepared a set of board resolutions 
(Annex 1) for the board of Airways and a share subscription agreement (Annex 2), both 
of which were provided to Airways for consideration on 21 July 2020. The documents 
were prepared by the Treasury and reviewed by external legal counsel.  

5. The Facility size is based on Airways’ forecasts prepared in June 2020 for the two 
financial years to 30 June 2022. The Facility provides adequate yet flexible funding 
arrangements the company can draw upon while its cash flows are negative due to the 
subdued level of air travel as a consequence of the COVID-19 pandemic. The speed of 
sector recovery is uncertain, so Airways’ actual cash requirements over the next two 
years could vary significantly from the June 2020 forecasts. 

Terms of the Facility Agreement  

6. 

 

7. The purpose of the Facility is to ensure Airways has sufficient funds to cover any 
projected cash shortfall 

8. To protect the interests of the Crown, additional terms and obligations set out in the 
Agreement include the following provisions: 

• 

• 

[36]
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• 

Provision for an event or events which could not be reasonably foreseen 

9. 

 These external events can either 
have a direct impact on Airways’ revenue or cash expenditure and include (but are not 
limited to) the types of events described in the following paragraphs. 

10. Airways revenue would be directly negatively impacted, if it is necessary for 
New Zealand to move to an increased Alert Level. Arguably, if evidence emerges of 
community transmission of COVID-19, Airways would be able to forecast a risk of an 
increased Alert Level, but a rapid move through levels would still be unforeseeable and 
unforecastable. 

11. Airways is required to provide a certain level of safety and quality of its services to 
allow for safe and reliable air traffic in New Zealand. Changes in safety or regulatory 
requirements, could put additional demands on Airways in terms of the expenditure 
necessary to meet those requirements.  

12. The Civil Aviation Authority (CAA) sets the minimum level of safety requirements and 
respective level of services to be provided in airports, as well as monitoring their 
implementation. The CAA might determine that Airways needs to provide a level of 
service that varies materially from its current plans. Examples of potential variance 
include: 

• 

• 

• If Airways was to call on capital to comply with a changed safety and regulatory 
environment, we will seek shareholding Ministers’ approval in principle for such 
expenses.  We will keep shareholding Ministers informed about the progression 
of any changes to safety requirements and regulatory environment. 

[25]

[25]

[25]

[25,38]
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Fiscal implications 

13. The proposed Facility amounts to $95 million over two years ($45 million in 2020/21 
and $50 million in 2021/22). The associated Crown expenditure will be charged against 
the COVID-19 Response and Recovery Fund established as part of Budget 2020. 
Airways will provide forecasts periodically which will enable Crown forecasts to be 
updated.  

Proposed Letter of Expectations 

14. Attached for your consideration (Annex 3) is a Letter of Expectations (LOE) that sets 
out further expectations from shareholding Ministers in light of the Facility. The 
Treasury has drafted this letter to be supplementary to the LOE issued in April 2020 
[T2020/819], which supports Airways’ decision not to increase prices to offset volume 
shortfalls in FY21 as it takes a longer term commercial view, and requests Airways to 
continue reviewing options to right-size its operations.  

15. The follow up LOE reiterates expectations of financial responsibility in Airways’ 
utilisation of the financial support provided by the Crown – the original intervention in 
March 2020 of $70 million and the current Facility funding. 

16. The draft letter for your consideration also proposes an expectation that Airways 
consult with shareholders if there are changes and any risk of non-compliance with 
safety requirements and the regulatory environment that impact Airways’ cash 
outflows.  

Authorisation of Airways’ calls of capital 

17. To provide flexibility and quick turnaround of processing of capital calls made by 
Airways, we request shareholding Ministers agree to delegate to the Secretary to the 
Treasury the authority to approve payments of Airways’ capital calls totalling up to 
$95 million for the duration of two years (ending 30 June 2022).1 

18. This delegation ensures that Airways’ capital calls can be paid 
 

19. If you agree, attached for your consideration (Annex 4) is a delegation to the Secretary 
to the Treasury to approve the payment of capital calls in FY21 and FY22. 

Next Steps 

20. The process for shareholding Ministers to approve and execute the Facility is for each 
Minister to sign their copy of the Agreement that is attached to this report as Annex 2. 

21. Each shareholding Minister can sign a separate copy, or counterpart, of this 
Agreement. It is not necessary for both Ministers to sign the same copy.  

22. To provide Airways’ board (and auditors) sufficient confidence that the company can 
 the establishment of the Facility is needed 

before they sign off Airways’ Annual Report and financial statements for FY20.  

 
1 Similar delegations are in place, for example, for Crown Infrastructure Partners (CIP), where Minister of Finance 

and Minister for State Owned Enterprises have delegated authority to approve payment of CIP’s capital calls to 
the Secretary to the Treasury. 

[25]
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Recommended Action 

We recommend that you: 
 
a sign the attached share subscription agreement to establish an uncalled ordinary 

share capital facility of up to $95 million for Airways Corporation of New Zealand 
Limited (Airways) for a term of two years.  
 
Agree/disagree.  Agree/disagree. 
Minister of Finance Associate Minister for State Owned Enterprises  

 
b agree that the Associate Minister for State Owned Enterprises signs and sends the 

attached Letter of Expectations expressing shareholding Ministers’ expectations of 
Airways in light of further financial support provided. 
 
Agree/disagree.  Agree/disagree. 
Minister of Finance Associate Minister for State Owned Enterprises  

 
c agree to delegate to the Secretary to the Treasury the authority to approve the 

payment of calls on Airways uncalled capital totalling up to $95 million in FY21 and 
FY22, where the terms and conditions on which calls can be made on the shares are 
met. 

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

 
 
 
 
 
 
Shelley Hollingsworth 
Manager, Commercial Performance 
 
 
 
 
 
 
Rt Hon Winston Peters     Hon Grant Robertson      
Minister for State Owned Enterprises  Minister of Finance 
 
 
 
 
 
 
Hon David Parker      Hon Shane Jones 
Associate Minister of Finance    Associate Minister for State Owned 

Enterprises 
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Denise Church 
Chair 
Airways Corporation of New Zealand Ltd 

 
 
Dear Ms Church 
 
SHAREHOLDER EXPECTATIONS FOR AIRWAYS CORPORATION LTD  
 
The Government is committed to resolving key short term and long term challenges 
facing New Zealand and has undertaken steps to mitigate the impact of COVID-19 on 
the aviation industry and the wider economy. As you will appreciate, there is a high 
level of uncertainty regarding future travel restrictions and consequently the size and 
length of impacts on the aviation industry.  
 
The aviation industry is continuing to face a severe decline in air traffic volumes and on 
11 June 2020 Airways Corporation of New Zealand Ltd’s (Airways’) Board requested 
further financial support for the period during which Airways projects it will experience 
significant liquidity issues. 
 
On 27 July 2020, Cabinet decided to provide financial support to Airways of $95 million 
over two years by establishing an uncalled ordinary share capital facility. I am writing 
on behalf of the shareholding Ministers of Airways to outline shareholder expectations 
in light of this further financial support. These expectations supplement those we sent 
you on 22 April 2020 following the Crown’s agreement to subscribe for $70 million in 
new ordinary shares of the company. 
 
We expect Airways to continue to play a critical role in New Zealand's air transport 
network by being an efficient, reliable and safe Air Traffic Management service, with its 
primary objective being to ensure all aircraft and passengers operating in controlled 
airspace reach their destination safely and efficiently. 
 
In light of the uncertain economic future, we note the steps Airways has taken to 
mitigate the impact of reduced revenues flowing to it through cost cutting measures 
such as deferral of capital expenditure and immediate actions to lower the company’s 
operating cost base.  
 
We expect Airways to continue decreasing its financial risk exposure and being 
financially responsible in utilising the financial support provided by the Crown, both the 
initial intervention in March 2020 of $70 million and the current uncalled ordinary share 
capital facility funding of $95 million. Airways’ fundamental licence to operate is based 
on its safety and efficiency. In respect to any decisions Airways makes, we expect that 
you will be mindful of this and take steps to retain skills and flexibility where possible. 
 
 

[35]
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We acknowledge that in your letter of 11 June 2020 you note that, depending on the 
extent of the recovery,

 

 a more rapid recovery 
might enable an early return to traditional pricing and a reduction in company calls on 
the uncalled ordinary capital facility.  
 
Equally, we note that there remain risks to forecast revenues if, for example, restrictions 
on people movements need to be reintroduced domestically. We also understand that 
the company might need to incur expenditure additional to that planned to ensure it 
complies with safety and regulatory requirements. We have been informed that Airways 
and the respective airports/aerodromes have commissioned aeronautical studies to 
clarify the air traffic service requirements at locations where Airways currently plans to 
modify or withdraw services. Once these studies are finalised, we understand the Civil 
Aviation Authority (CAA) will then review these studies and the proposed services. We 
expect Airways to comply with the findings of these aeronautical studies and provide 
air traffic management services as required by CAA. We expect Airways to keep us 
informed during this decision-making process and any implications it has in terms of 
the company’s financial position. 
 
We expect Airways to comply with the terms of the uncalled ordinary share capital 
facility and to draw down only what is needed to ensure that Airways can meet its 
operating expenses and minimum forecast capital expenditure required to ensure safe 
and efficient air traffic management services. 
 
Engagement 
We expect Airways to keep our officials informed on the future aviation industry growth 
prospects and its’ impact on Airways’ financial information. If you have any questions 
please contact Maruta Kanepa (on ).  Alternatively you can contact Juston 
Anderson, Manager Commercial Performance, (on ).  
 
 
Yours sincerely 
 
 
 
 
 
 
Hon Shane Jones 
Associate Minister for State Owned Enterprises 
on behalf of shareholding Ministers 
 
cc: Mr Graeme Sumner, CEO, Airways, [35]
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