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Treasury Report:  Airways uncalled ordinary share capital facility term 
extension 

Date:   26 May 2021  Report No: T2021/1297 

File Number: SE-2-2-1 

Action sought 

  Action sought  Deadline  

Minister of Finance 
(Hon Grant Robertson) 

Sign the attached share subscription agreement 
amendment to extend the term of Airways’ uncalled ordinary 
share capital facility by six months to 31 December 2022 

9 June 2021 

Associate Minister of 
Finance 
(Hon Dr Megan Woods) 

Note contents None 

Minister for State Owned 
Enterprises 
(Hon Dr David Clark) 

Sign the attached share subscription agreement 
amendment to extend the term of Airways’ uncalled ordinary 
share capital facility by six months to 31 December 2022 

9 June 2021 

Contact for telephone discussion (if required) 

Name Position Telephone 1st Contact 

Maruta Kanepa Senior Analyst,  
Commercial Performance 

N/A 
(mob) 

 

Maureena van der Lem Manager,  
Commercial Performance 

N/A 
(mob) 

 

Minister’s Office actions 

Return the signed report and signed share subscription agreement amendment to the Treasury 

 

Note any feedback on 
the quality of the report 

 

 

Enclosure: Yes (attached) 
Appendix One – Procedures carried out to return to commercial pricing and services that 
are fit for purpose  
Appendix Two – Letter Equity funding extension request (Treasury:4455624v1)    
Appendix Three – Airways executed Share Subscription Agreement Amendment 
07052021 (Treasury:4461044v1) 
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Treasury Report:  Airways uncalled ordinary share capital facility term 
extension 

Executive Summary 

In 2020, the Crown provided Airways Corporation of New Zealand Ltd (Airways) with 
$165 million in financial support, including $95 million by way of an uncalled capital facility 
(the Facility). The Facility expires on 30 June 2022 and provides adequate yet flexible 
funding arrangements for Airways to draw on while its cash flows are negative due to the 
subdued and unpredictable level of air travel. 

This report requests shareholding Ministers agree to extend the term of the Facility by six 
months to 31 December 2022, 

. Lenders require assurance regarding Airways' 
liquidity to waive banking covenants. Auditors require assurance regarding Airways’ ability  

. 

Airways has not met the agreed conditions to draw down on the Facility to date, nor is it 
expected to during FY20/21,  

. Airways’ Chair has noted that that the company is not requesting any further 
capital as part of its proposed extension to the Facility. 

Airways intends to reinstate its commercial pricing from 1 July 2022. 

The proposed extension to the Facility will ensure Airways’ lender can waive its banking 
covenants until 31 December 2022, and allow Airways’ board and auditors 

 as it prepares its FY21/22 annual report. 

The proposed extension is transactional in nature and seeks only to address the extension to 
the waiver of banking covenants and to avoid the qualification of the audit opinion  

. It does not request changes to the policy objective (of 
supporting New Zealand’s sole provider of air traffic services from financial implications of 
COVID-19) or quantum of the support agreed by Cabinet in 2020. 

Furthermore, the policy objective would be better met through the implementation of the 
extension. It allows Airways to reinstate its commercial pricing in line with the recovery of the 
industry and its commercial outlook, rather than in pursuit of liquidity, 

 and to satisfy other non-industry external parties (e.g. lenders and auditors). 
Additionally, this proposed extension will not preclude any outcomes of a wider strategic 
review of the sector. 

[25], [37]
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Recommended Action 

We recommend that shareholding Ministers sign the attached share subscription agreement 
amendment to extend the term of Airways Corporation of New Zealand Ltd’s uncalled 
ordinary share capital facility by six months to 31 December 2022.  
 
Agree/disagree. Agree/disagree. 
Minister of Finance  Minister for State Owned Enterprises 
 
 
 
 
 
 
Maureena van der Lem 
Manager, Commercial Performance  
 
 
 
 
 
 
Hon Grant Robertson 
Minister of Finance 
 
 
 
 
 
 
Hon Dr Megan Woods 
Associate Minister of Finance 
 
 
 
 
 
 
Hon Dr David Clark 
Minister for State Owned Enterprises 
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Treasury Report:  Airways uncalled ordinary share capital facility term 
extension 

Purpose of Report 

1. This report requests shareholding Ministers agree to extend the term of 
Airways Corporation of New Zealand Ltd’s (Airways’) uncalled ordinary share capital 
facility (the Facility) by six months to 31 December 2022.  

2. This will ensure Airways’ lender can waive its banking covenants until 
31 December 2022 and allow Airways’ board and auditors 

 as it prepares its FY21/22 annual report. 

Background 

3. In 2020, the Crown provided Airways with $165 million in financial support, including 
the Facility of up to $95 million [DEV-20-MIN-0140 refers]. The Facility expires on 
30 June 2022 and provides adequate yet flexible funding arrangements for Airways to 
draw on while its cash flows are negative due to the subdued and unpredictable level of 
air travel – a consequence of the COVID-19 pandemic. 

4. The Facility ensured Airways’ lender could waive its banking covenants until 
31 December 2021, allowing Airways’ board and auditors 

 as it prepared its FY20/21 annual report. 

5. Airways is seeking a six-month extension to the Facility to ensure its lender can waive 
its banking covenants until 31 December 2022, and its board and auditors can 

as it prepares its FY21/22 annual 
report. 

Airways has written to shareholding Ministers, seeking an extension to the Facility 

6. On 28 April 2021, Airways’ Chair wrote to shareholding Ministers (appendix two refers), 
outlining the company’s financial outlook, risks concerning the finalising of its FY21/22 
annual report, and its intended steps to return to profitability.  

7. Airways intends to reinstate its commercial pricing from 1 July 2022. Until then, 
Airways’ Chair advises Airways must manage 

. To address this issue, Airways is seeking a six-
month extension to the Facility, currently ending on 30 June 2022, to 
31 December 2022. 

8. A six-month extension would address two issues – breach of banking covenants and 
audit qualification: 

• Airways has a banking covenant waiver in place until 31 December 2021. 
Airways and its lender have agreed in principle that, should the Facility be 
extended until 31 December 2022, the lender would waive banking covenants for 
the same period. 

• Airways’ auditors, as part of its annual report audit, are seeking assurance that 

 for twelve months from the date of audit opinion – equity and debt funding 
(through covenant waivers) arrangements would provide this assurance.  

 
[25], [37]

[25], [37] 
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9. Airways’ Chair has noted that the company is not requesting any further capital as part 
of its proposed extension to the Facility. 

10. We have reviewed Airways’ forecasts 

 

Airways’ financial situation and forecasts are encouraging 

Financial forecasts and recovery 

11. Airways’ cash flows have recovered faster than expected following the onset of the 
COVID-19 pandemic. Table one presents FY20/21 cash flow forecasts and FY21/22 
and FY22/23 cash flow budgets. 

Table one: FY20/21 cash flow forecasts and FY21/22 and FY22/23 cash flow budgets 

12. Airways expects a small, positive operating cash flow result for FY21/22 and plans to 
reinvest all cash flows from operating activities through capital expenditure in FY22/23. 
Airways has assumed a return to commercial pricing from 1 July 2022. 

13. Airways’ revenue has recovered faster than expected. Airways’ core revenue as at 
30 April 2021 is . Airways’ 
forecast core services revenue is in FY20/21 –  

. These favourable results are attributed to stronger-than-expected 
domestic market recovery and the trans-Tasman bubble opening in April 2021. 

14. Airline flight volume recovery supports Airways’ forecasts. Compared to pre-COVID-19 
pandemic levels, 

  

15. Airways’ operating costs are tracking below budget due to planned restructuring 
cancelled or deferred to future financial years and a reversal of depreciation on its 
impaired assets (non-cash item). 

16. Airways’ forecast assumptions are aligned with other industry participants’ 
expectations: 

• Although the domestic market is stronger than expected, limited international 
flights means Airways’ core revenue streams will continue to be affected. 

[34] 
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• The trans-Tasman bubbles with Australia and the Cook Islands, and vaccine 
programmes will support international recovery, albeit slower than expected – 
Airways advises contributing factors include business travellers predominantly 
moving to online meetings, high insurance costs, the unpredictability of the 
bubble and the risk of quarantine upon return. 

• Uncertainty remains around future border restrictions and marked improvement in 
international travel is still expected to be some time away – Airways currently 
anticipates a return to 2019 traffic volumes could be achieved towards the end of 
the 2023 calendar year. 

17. A high level of uncertainty remains around future border restrictions and any marked 
improvement in international travel is still expected to be some time away. Airways 
currently anticipates that a return to 2019 traffic volume could be achieved towards the 
end of the 2023 calendar year. 

Drawdowns on the Facility to date 

18. Airways has not met the agreed conditions to draw down on the Facility to date, nor is it 
expected to during FY20/21, however it forecasts it will need to draw down up to 

 during FY21/22. Table two presents relevant Airways forecasts below, with 
the first call on shares expected in the pre-agreed quarterly cycle in September 2021. 

Table two: Airways forecasts and expected calls on capital 

19. Airways’ forecast capital expenditure is 

20. Airways expects to return to profitability in FY22/23 through its return to commercial 
pricing from 1 July 2022.  

 

The price reset will allow for Airways’ return to commercial pricing 

Airways made a commercial decision to not raise prices at the onset of the pandemic 

21. Airways advised its customers in May 2020 of its commitment to protecting flight 
operators from  the  financial  burden  of price increases during the onset of the 
COVID-19 pandemic, and as such, Airways’ FY19/20 prices are to be maintained until 
the end of FY21/22. 

22. Airways noted that a ‘pricing freeze’ would alleviate one key hurdle for airlines 
considering re-entering or increasing services in New Zealand, and that this will be of 
greater long-term value to the company than an early return to traditional pricing.  

23. 

[25], [37]

[25], [34], [37]
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Airways is planning to return to its commercial mandate and reinstate commercial pricing 

24. Airways advises that funding ongoing operations, recovery, growth and strategic 
workstreams will be met through reinstating the company’s commercial pricing from 
1 July 2022, in line with its commercial mandate. 

 

25. A return to commercial pricing does not ensure that Airways 
 when negotiating with lenders or finalising its FY20/21 annual report with auditors. 

Lenders require assurance regarding Airways' liquidity to waive banking covenants. 
Auditors require assurance regarding Airways’  

26. 
 It 

reinstates Airways’ cash flows, allows the company to comply with banking covenants 
and provides it with access to additional funding through means of external debt, 
should it require funds for its reinstated capital programme (for example). 

27. Detailed information about Airways’ Service Framework consultation, Pricing 
Framework consultation and Pricing Review is available in appendix one.  

The term extension would not have additional fiscal implications on the Crown  

28. The proposed extension is transactional in nature and seeks only to address the 
extension to the waiver of banking covenants and to avoid the qualification of the audit 
opinion  

29. The proposed extension would not have additional fiscal implications on the Crown: 

• It does not change the policy objective or the purpose of the Facility agreed by 
Cabinet in 2020 – that is, to provide financial support to New Zealand’s sole 
provider of air traffic services to mitigate the financial and economic impacts of 
the COVID-19 pandemic.  

• It does not change the quantum of the support agreed by Cabinet in 2020 – 
Airways’ forecasts indicate that it will draw down up to  of the $95 
million Facility and will not call on shares after 30 June 2022. 

30. Furthermore, the policy objective would be better met through the implementation of 
the extension. It allows Airways to reinstate its commercial pricing in line with the 
recovery of the industry and its commercial outlook, rather than in pursuit of liquidity, 

 and to satisfy other non-industry external parties 
(e.g. lenders and auditors). 

31. Additionally, this proposed extension will not preclude any outcomes of a wider 
strategic review of the sector. 

There are implications on Airways if the Facility is not extended  

32. Airways was able to negotiate a banking covenant waiver until December 2021, 
conditional on the Crown providing the Facility. This allowed Airways’ board and 
auditors  as it prepared its 
FY20/21 annual report. 

33. Airways’ lender has been supportive and has agreed in principle to waive the 
covenants out to 31 December 2022, but requires evidence of continued financial 
support from the company’s shareholder. With a term extension to the Facility, Airways 
is confident its lender will waive covenants out to 31 December 2022. 

[34] 
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34. 

35. If the waivers expire, Airways will breach its banking covenants in FY21/22, and 
auditors will have to qualify Airways’ audit opinion, stating that the company is not 
complying with banking requirements  
uncertainty of its cash flows. 

36. 

Next Steps 

37. We have drafted an amendment (appendix three refers) to the share subscription 
agreement which established the Facility, for shareholding Ministers’ consideration. 
The amendment only incorporates the proposed six-month extension and does not 
propose any other changes to the Facility.  

38. Joint shareholding Ministers can execute the amendment without seeking Cabinet’s 
approval because the extension does not alter the substantive policy that was agreed 
by Cabinet, nor does it require additional Crown funding. 

39. Each shareholding Minister must sign and date their copy of the amendment to 
approve and execute the term extension. Each shareholding Minister can sign a 
separate copy, or counterpart, of this amendment. 

40. Airways has already signed the amendment, and requires the extension be in place 
prior to 30 June 2021 so as to provide confidence to the company’s board and external 
parties . Airways has 
requested the extension be executed at the beginning of June 2021 to allow time for 
negotiations with its lender and discuss the applicability  
with its board and auditors. 

[34] 

[25], [37]
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Appendix One – Procedures carried out to return to commercial pricing and 
services that are fit for purpose  

Procedures carried out to return to commercial pricing and services that are fit for purpose  

1. Airways, in order to return to commercial pricing and provide services that are fit for 
purpose and aligned with industry’s needs, has taken the following steps: 

• discussed and agreed with the industry a 3% price adjustment to cover the fixed 
cost uplifts of maintaining the national air traffic management network (to take 
effect from 1 July 2021); 

• has commenced a Service Framework consultation (a description of range or 
services Airways offers for the benefit of operators, airports, regulators and other 
stakeholders); 

• may commence a Pricing Framework consultation (methodology to review 
pricing; may be carried out after the Service Framework consultation is finished 
and Airways’ commissioned external review of its Pricing Framework is finalised); 
and 

• will commence a Pricing Review for the FY23-FY25 period 

2. Airways’ Service and Pricing Frameworks were last reviewed in 2012, and the 
company is commencing a full review to see if these are still fit for purpose. COVID-19 
has elevated the need for the review as the whole operating environment has changed 
for the foreseeable future. Airways is committed to protecting flight operators from any 
unnecessary financial burden as the company, together with the industry, work to build 
a shared pathway to recovery and growth of the industry.  

Service Framework consultation 

3. Airways is reviewing its Service Framework, with the Pricing Framework consultation 
and the Price Review to begin once this is complete. The Service Framework outlines 
the nature of Airways’ business, the air traffic control services that it provides, and the 
service level targets that Airways has set itself. Airways is not consulting on operational 
aspects of its services or proposing to cease providing any categories of services as 
part of this process.  

4. Service Framework consultation is not mandatory, but Airways does it to understand 
the needs of the industry and to act in the best interests of the industry. Airways is 
committed to open dialogue with the industry to better achieve the goal of safe and 
efficient air traffic control services. The finalised Service Framework is expected by 
July/August 2021. 

Pricing Framework consultation 

5. Airways has engaged an external consulting firm to carry out a review of the Pricing 
Framework and advice on possible changes. 

  

6. Pricing Framework consultation is planned for September/October 2021 
 

7.  
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8.   

Pricing Review 

9. Airways has planned a full price reset from 1 July 2022, based on volume forecast at 
the time. Such a reset would mean  uplift for the first year. Airways 
will seek to consult shareholding Ministers and the industry before increasing the price.  

10. The reset will enable Airways to be financially independent and return to positive cash 
flows, so the company would not need the Facility. 

 

11.  
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