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Office of the Minister of Finance

Office of the Associate Minister for State Owned Enterprises 

Cabinet DEV Committee

Airways Corporation of New Zealand Ltd: Establishment of Uncalled Ordinary Share 
Capital Facility 

Proposal

1 This paper proposes that Cabinet agrees to an uncalled ordinary share capital facility
of $95 million for Airways Corporation of New Zealand Ltd (Airways), a State-Owned 
Enterprise (SOE), to provide support due to the financial and economic impacts of 
COVID-19.

Relation to government priorities

2 Airways is the sole provider of air traffic services in New Zealand. Through these 
services, New Zealand is supported in delivering a modern economy that is fit for the 
21st century. 

Executive Summary

3 As is the case for the aviation industry as a whole, Airways has been significantly 
affected by the unprecedented impact of COVID-19. Whilst airline movements in 
New Zealand will remain well below pre-COVID-19 levels for some time and the path to 
‘normality’ remains unclear, 

4 The $70 million financial support we provided Airways at end of March 2020 is 
expected to be fully utilised by October 2020. Consequently, the Airways board has 
requested further financial support  and contribute to 
economic recovery in the medium-to-long-term by providing safe air traffic management 
services.

5 Airways has made a number of changes to reduce its cost of operations and right-
size the business. Nonetheless, the currently-expected cumulative cash shortfall for the two
years to 30 June 2022 is  

6

 To promote faster 
recovery of the aviation industry and so speed up the sustainable return to normal pricing, 
Airways’ board decided that, at least in FY21, it will not review its fees and keep them at 
the prior year’s level. This is also 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. 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.

Page 1

8cqzdoj2q6 2020-08-10 13:13:47

[25]

[25]

[25]

[25,34,38]

[34]



7 Airways faces significant financial challenges that cannot be readily addressed 
through the broad-based government response of fiscal and monetary policy or private 
sector credit channels and capital markets. 

8 Applying the Government’s objectives for providing support to economically 
significant businesses, the provision of equity to Airways should both provide confidence 
and be sufficient, while minimising the risk of oversubscription. We consider that an 
uncalled ordinary share capital facility is the most appropriate form of extending Crown 
support to Airways at this time. It takes into account the need for certainty of future 
operations, including while it completes its financial statements for the year ended 30 June 
2020, providing the company with certainty of funding, while mitigating the risk of it 
becoming over-capitalised if activity recovers more quickly than forecast. 

9 There is high uncertainty around the length of border restrictions, growth of the 
economy and resurgence of COVID-19, and as a result, the recovery of the aviation 
industry and Airways’ prospective cash flows. Whether Airways will need all the support 
currently recommended  is dependent on the speed at which the 
aviation industry recovers. If the recovery happens more quickly than projected, Airways 
will not call on the full amount of the uncalled capital facility and Crown funds could then be
redirected for other government priorities.

10 Shareholding Ministers will send an updated Letter of Expectations to the board, 
outlining new expectations in light of the support being provided by the uncalled ordinary 
share capital facility. These will reinforce expectations of fiscal responsibility with the 
funding provided by the Crown. 

Background and analysis

11 Airways’ fundamental role is to deliver safe, resilient and efficient air traffic services 
to New Zealand airspace users. Apart from core services, Airways provides a portfolio of 
commercial services to the New Zealand and international aviation industry that delivered 
about 25% of Airways’ net profit in the previous financial year. Over the last five years 
(FY15-FY19), Airways has had operating profits of $108.5 million and has paid $45 million 
in dividends to the Crown. 

Border closures continue to have an immediate impact on Airways’ operations and the 
aviation industry 

Border closures had an immediate impact on Airways’ operations 

12 As is the case for the aviation industry as a whole, Airways has been significantly 
affected by the unprecedented impact of COVID-19. While Airways has moved to mitigate 
financial and operational risks, it also needed financial assistance from its sole shareholder 
the Crown to ensure adequate liquidity in the immediate aftermath of the Government’s 
border closure measures in response to COVID-19. 

13 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 to help mitigate the immediate risks to the entity 

 The initial funding was intended to provide Airways sufficient financial 
resources to operate through the six months to September 2020, while the Treasury 
assessed the need for further financial support. The previously approved funding is 
expected to be fully utilised by October 2020.
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Recovery prospects carry high uncertainty 

14 We understand that Airways has had extensive discussions with participants in the 
aviation industry, most notably its largest customer Air New Zealand (Air NZ). 

15 Whilst airline movements in New Zealand will remain well below pre-COVID-19 levels
for some time and the path to ‘normality’ remains unclear, 

 Even if the air
traffic volume could be known months in advance, the revenue forecast still carries a 
margin of error, because it is highly dependent on the types of planes Air NZ and other 
airlines put on the routes and this can change quickly and cannot be foreseen by Airways 
in advance. 

16 Domestic air traffic recovery is reliant in part on the level of consumer confidence, as 
well as the flow-on effects of international air traffic. International air traffic recovery has an 
additional hurdle of border restrictions and mandatory quarantine, which represent a more 
significant layer of limiting mechanisms for recovery of international travel. The uncertainty 
around timing of any trans-Tasman travel bubble and the extension of mandatory 
quarantine to at least the end of calendar 2020 mean Airways air traffic volume forecasts, 
and the respective revenue forecasts, could be difficult to achieve. However, the pace of 
the domestic recovery could just as easily outpace current projections, enabling Airways to 
be self-sustaining earlier than forecast, especially if the company is able to reinstate 
commercial pricing without hindering the aviation sector’s recovery.

Airways is facing a serious cash shortfall for the  at least and requires Crown 
support

17 Based on discussions with aviation industry stakeholders and assumptions on the 
extent of border closure and recovery of air traffic volumes, Airways has prepared 
projections for air traffic volumes for the next three financial years which inform the revenue
and cash flow shortfall forecasts. 

18  

19 To speed up the return to normal pricing by promoting 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 year’s level. Airways’ decision 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.

20 The Airways board has requested support in order to have certainty that Airways can 
meet its liquidity obligations from October 2020 onwards and 

 while providing safe air traffic management services.

21 In a letter to shareholding Ministers, the Chair of Airways sought shareholder support
of between 

 Due to the uncertainty of the recovery in Airways’ position outlined earlier, we 
consider that putting in place support for the next two years is more appropriate at this 
time.
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22

 Due to uncertainty over further cost reductions, such as employee 
redundancies and further restructuring costs, we propose that the available funding should 
be  at $95 million.

Airways has moved quickly to right-size its operations and minimise costs 

23 Airways has made a number of changes to reduce its cost of operations and right-
size the business. Airways’ board, executive leadership team and senior management 
have taken voluntary pay reductions of up to 20% 

24 Airways has also accessed the wage subsidy scheme, which has provided for around
$11 million. Wages and salaries are the largest expense and since Airways’ staff are highly
unionised,  

A targeted approach for Airways is justified

25 The Treasury has developed principles for providing Crown support to large firms in 
the COVID-19 market environment. The principles advocate that support should be 
provided first to firms that are economically significant and that initial interventions for these
large firms should focus on broad-based options that take advantage of existing resilience. 
Existing commercial solutions are preferred ahead of Crown support.

26 Airways faces challenges that cannot be readily addressed through the broad-based 
government response of fiscal and monetary policy or private sector credit channels and 
capital markets. This is due to: 

26.1 the scale of the expected impact on revenue (which exceeds the level of wage 
subsidy scheme and other available support)

26.2

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

27

28 Consequently, as an economically significant company that requires support to 
continue operations, a targeted approach is justified for Airways.   

Support for two years would give certainty to the Airways’ board and other stakeholders in the 
aviation industry 

29 Due to its highly uncertain outlook, Airways does not have a clear view of the extent 
of the future impact of COVID-19 on its revenues and cash flows. This creates significant 
challenges with respect to the FY20 year-end audit and the basis upon which the board will
sign off on the financial statements. The key issue is that Airways needs to demonstrate its 
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ability to  Airways requires 
support to ensure it has adequate cash flows beyond mid-FY22 to be able to finalise this 
year’s financial accounts 

30 Our recommended two-year uncalled capital facility takes into account the need for 
certainty of future operations in finalising year-end financial accounts. It would provide 
Airways with some certainty of support now, 
being dependent on the speed at which the aviation industry recovers. This facility would 
be sized at up to $95 million. 

An uncalled ordinary share capital facility is the preferred mechanism for support

31 Applying the Government’s objectives for providing support to economically 
significant businesses,1 the provision of equity to Airways should both provide confidence 
and be sufficient, while minimising the risk of overcapitalisation of the company.

32

33 An uncalled ordinary share capital facility from the Crown, as owner of Airways, is a 
relatively simple solution that is easy to implement immediately by shareholder resolution. 
A direct capital injection for the full amount of financial support required would raise a risk 
that surplus amounts could lead to investment and expenditure decisions by the board that 
would normally not meet requirements of prudent financial management of operations. To 
minimise this risk, we consider equity by an uncalled ordinary share capital facility is the 
most appropriate form of extending Crown support to Airways at this time. By using such a 
mechanism, the Crown would provide Airways with certainty of the funding it may require, 
but mitigate the risk of it being over-capitalised. This is especially important given the level 
of uncertainty surrounding prospective cash flows.

Accountability for use of the Crown’s financial support

34 To safeguard the Crown interests, we will require Airways to report financial 
information, including changes to its actual and forecast working capital, before drawing 
down on the facility. We will also limit the expiry term of the facility if there is reasonable 
expectation that the aviation industry has recovered.

35 There is a reasonable chance that Airways will not require the full amount of 
additional funding requested, as the recovery can happen more quickly than anticipated. If 
this is the case, Airways will not call on the full amount of uncalled ordinary share capital 
facility and Crown funds could then be redirected for other government priorities.

36 The shareholding Ministers will issue an updated Letter of Expectations (LOE), which
will reinforce expectations of fiscal responsibility with the funding provided by the Crown.

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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Support raises no likely competition concerns and does not provide undue benefit to the 
aviation industry

No likely competition concerns

37 Under section 99 of the Civil Aviation Act 1990 (The Act), Airways has a statutory 
monopoly over the provision of area control services, approach control services and flight 
information services. The Act, however, specifically excludes aerodrome control services 
and flight information services, allowing these services to be supplied by an alternative 
supplier. 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. 

38

No undue benefit to the aviation industry

39 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. 

40

41 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. When there 
is a clear path to the industry recovery, 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. 

42 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. 
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43 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:

43.1 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

43.2 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

44 If Cabinet agrees, capital can be provided to Airways through a shareholder 
resolution signed by the shareholding Ministers of Airways.

Financial Implications 

45 In order to establish the uncalled ordinary share capital facility, $95 million of 
additional funding will be required across the 2020/21 and 2021/22 financial years. We 
propose that this be charged against the COVID-19 Response and Recovery Fund 
established as part of Budget 2020.

Legislative Implications

46 There are no legislative implications.

Impact Analysis

47 A regulatory impact analysis is not required. There are no climate, population of 
human rights implications.

Consultation

48 Airways was consulted in the development of this Cabinet paper.  

Communications 

49 We plan to announce the funding for Airways as outlined in this paper and if 
approved by Cabinet. 

Proactive Release

50 This paper will be proactively released, with confidential information withheld, taking 
account of the release of other Cabinet papers relating to the COVID-19 situation.

Recommendations

We recommend that Cabinet:

1 note that 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 
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2 note that the aviation industry is continuing to face a severe decline in air traffic volumes and
as a result, Airways is facing a severe decline in revenues and expects to deplete its cash 
reserves by October 2020.

3 note that under normal circumstances, Airways would recover shortfalls of revenues by 
increasing prices to its customers in the following year. 

4 note that 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.

5 note that 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.

6 note that capital injections via an uncalled ordinary share capital facility are preferred over 
any debt arrangement 

7 note that there is a possibility that Airways may not need all of the $95 million or may require
further, on-going support, depending on the speed of recovery of the aviation industry.

8 note that shareholding Ministers will send a letter to Airways’ board setting expectations 
regarding prudent financial management.

9 agree to provide Crown financial support to Airways of $95 million over two years by 
establishing an uncalled ordinary share capital facility. 

10 approve the following changes to appropriations to give effect to the decision in 
recommendation 9 above with a corresponding impact on net core Crown debt:

$ million increase/(decrease)

Vote Finance

Minister of Finance 

2020/21 2021/22 2022/23 2023/24 2024/25

Non-departmental capital expenditure 

COVID-19: Capital injections to Airways 
New Zealand

45.00 50.00 - - -

11 agree that the proposed change to appropriations for 2020/21 be included in the 2020/21 
Supplementary Estimates and that, in the interim, the increase be met from Imprest Supply 

12 agree that the expenditure incurred under recommendation 10 above be charged against 
the COVID-19 Response and Recovery Fund established as part of Budget 2020

13 agree to delegate authority to shareholding Ministers (Minister of Finance and the Associate 
Minister for State Owned Enterprises under delegation from the Minister for State Owned 
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Enterprises) to give effect to the capital injection by establishing an uncalled ordinary share 
capital facility through a shareholder resolution

Authorised for lodgement

Hon Grant Robertson Hon Shane Jones
Minister of Finance Associate Minister for State Owned Enterprises
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