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Chairperson and
Chief Executive Officer Report
Summary of Performance
Airways delivered a positive first half of Group NOPAT of $10.4m. This compares favourably to last year’s half-year
operating NOPAT of $5.2m (before QTE lease1).
Table 1 – B
 reakdown of NOPAT and revenue ($NZ millions)
Business Unit

NOPAT

Revenue

Dec 2013

Dec 2012

Dec 2013

Dec 2012

9.7

4.9

81.4

72.4

System Operator – Air Traffic Control (ATC) Services
Other Services:
System Operator – Ancillary Services
Airways Global Services

Group NOPAT/Revenue before QTE lease (Operating NOPAT/Revenue)
QTE lease
Group NOPAT

1.4

0.7

6.2

5.1

(0.7)

(0.4)

4.8

4.8

0.7

0.3

11.0

9.9

10.4

5.2

92.4

82.3

-

13.7

-

19.7

10.4

18.9

92.4

102.0

Airways has invested $13.8m in service improvement (capital) projects to December 2013 – $5.0m higher than last
year and $5.9m lower than the target level. The variance against target is due to the rigour applied to the contracting
processes, ensuring that we are delivering value for money around major projects including the replacement of the
Wellington air traffic control tower and replacement of our core communication network.
Airways is still on target to deliver the service improvement benefits as planned for the 2013-2016 pricing period.
Significant benefit over this period came from the Southern Automatic Dependent Surveillance – Broadcasting (ADS-B)
project which brought low level surveillance coverage to the southern part of the South Island for the first time.
Group revenue of $92.4m compares to $82.3m (before QTE) for the same six-month period last year. Revenue has
benefited from the general price increase and a 1.8% increase in air traffic volumes.
Total operating expenses were $77.9m – $2.2m or 2.8% higher than the previous year due to inflationary increases in
labour and other costs. A strong focus on productivity is resulting in real term expense growth at 1.3%, lower than the
1.8% growth in air traffic volumes.
System Operator – ATC Services full-year NOPAT is expected to be in the range of $8.1m to $9.9m, compared to budget
of $8.9m. ATC Services NOPAT for the six months to June 2014 is expected to taper off from the first half levels due to
airline volumes being seasonally weighted to the first half of the year. Higher costs are forecast for the second half of the
year, due mainly to the timing of key initiatives delivery and capital expenditure being weighted towards the second half
– resulting in higher depreciation and interest costs in this period.
Other Services full-year NOPAT is expected to be in the range of $1.8m to $2.7m compared to budget of $5.7m, due to
a shortfall in Airways Global Services revenue.
1

 ualifying Technological Equipment Lease (QTE) was entered by Airways during 2003 and 2004. The lease was for the Skyline Air Traffic Management System and
Q
Surveillance System equipment. Airways successfully terminated this lease in July 2012. In 2012 $19.7m of revenue ($13.7m NOPAT) was recognised, of which
$18.8m of revenue ($12.8m NOPAT) was released from deferred income as a result of the early termination.
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System Operator – ATC Services
NOPAT of $9.7m compares to $4.9m for the same period last year. This result is driven by higher revenues, timing of
delivery of key initiatives and tight cost management. Procurement activities over the six-month period ending December
2013 have led to cost savings of $1.2m.
Table 2 below presents the System Operator – ATC Services key performance indicators against the target level and
previous year. Inflight Delay, Instrument Flight Rule (IFR) movement per core System Operator full-time employee
(FTE) and Service Availability are either better or in line with the target level. Performance metrics for safety and service
improvement (capital) projects are below the target level.
Table 2 – System Operator – ATC Services Performance Indicators
December 2013 Actual

December 2013 Target

December 2012 Actual

1

Zero

Zero

Inflight delay/holding (minutes per month)

3,977

<4,250

5,605

Service improvement (capital) projects ($m)

13.8

19.7

8.8

IFR movement per core System Operator FTE

973

>960

964

99.92%

99.95%

99.84%

Safety performance – Near Collision incidents

Service availability

The safety classification of “Near Collision Incident” was applied to an incident at Tauranga which occurred between
two aircraft in the vicinity of the airfield. More timely air traffic control intervention could have prevented this incident
occurring. System Operator has established a safety improvement structure within the organisation, with a focus on
reducing safety risk and promoting a consistent proactive safety culture.
Airways has invested $13.8m in service improvement (capital) projects during the six-month period ending
31 December 2013. A key project delivered in the past six months was the Southern ADS-B project, which went
live on 4 December 2013 and uses cutting-edge technology to provide aircraft information positions in some of the
most mountainous and remote terrain in New Zealand.
Airways service enhancement and capital programme continues to deliver significant benefits to customers including
fuel savings from more efficient flight profiles, capacity enhancements in controlled airspace and improved on-time
performance and management of aircraft. Other key projects delivered or being delivered are the airfield lighting upgrade
programme, Distant Measure Equipment (DME) navigation aids upgrade, scoping work on the replacement of our
communication network, smart approaches into Auckland and the Performance Based Navigation (PBN) programme
which was delivered into Dunedin.
Airways new Financial Management Information System (FMIS) went live on time on 1 November 2013 and the new
Airways People Strategy was launched in September 2013. The People Strategy is designed to help Airways staff realise
their maximum potential, grow new capabilities, create and maintain a positive workplace and create a highly desirable
employment brand. Work streams focusing on belonging, leadership, talent and performance have been developed and
launched, to progress People Strategy projects and initiatives.
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Other Services
NOPAT of $0.7m compares to $0.3m for the same period last year. Mature businesses (Ancillary Services) continue to
improve strongly.
System Operator – Ancillary Services NOPAT of $1.4m is $0.7m higher than last year. This favourable result is due to
good performances across this business including higher revenues for the management of the Tonga and Samoa upper
airspace, airfield development work in Papua New Guinea and equipment installation projects for Royal New Zealand Air
Force and around the Pacific.
Airways Global Services NOPAT loss of $0.7m compares to a loss of $0.4m for the same period last year and is lower
than the planned level. This result is mostly due to delays in signing up sales opportunities.
Although the current financial performance for Airways Global Services shows a small loss, this result is in line with the
“Making a New Airways” (MANA) transformation project which began implementation on 1 July 2012 – reflecting the
transition from our traditional project-based revenue towards global, targeted, partnership-based businesses.
Airways manages the risk associated with Airways Global Services growing new businesses by setting clear investment
limits for the amount of capital each business can draw down on. All businesses are operating within their Board
approved investment limits.
The first of the new businesses starting to bear fruit is Flightyield, where Airways has partnered with Societe Internationale
de Telecommunications Aeronautiques (SITA) and Civil Air Navigation Services Organisation (CANSO) to offer a new
service delivering air navigation services revenue management via the cloud. Prospective customer interest for this service
continues to be strong.
The GroupEAD Asia Pacific business is progressing well, with a target launch in April 2014. A Heads of Agreement has
been signed with GroupEAD Europe to provide aeronautical information management and aeronautical design and
development services and products to the Asia Pacific region.
A business called SureSelect, which focuses on reducing the time, money and resources in training air traffic controllers,
is currently in development.
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Progress on Key Initiatives
2013/14 Initiatives

Progress to December 2013

Status

Deliver $37.6 million of
service improvement (capital)
investments

57% more invested in service improvement (capital) projects than last year and on track to meet the
commitments made over the pricing period. Variance against year-to-date target was a result of ensuring
all safety aspects were well considered and appropriate due diligence applied to the contracting process for
the Wellington air traffic control tower and the replacement of our core communication network projects.

At risk – Revised forecast is
$29.0 million-$34.0 million

Create two new services

Three new services are in progress.

Progressing to plan

Achieve high service availability

System availability for the year is 99.92% with no major outages. Majority of outages were the result of
the impact of severe weather. None of the outages had any significant impact on airline operations.

Currently behind plan but
expected to be achieved

Create customer focused culture

The Airports Letters of Agreement (LOA) process is progressing well, with 12 of the 18 airports concluded.
A new short-survey to complement the annual customer satisfaction survey has been launched.

Progressing to plan

Build high quality sales
and marketing capability

The sales processes and sales team are maturing well although progress is currently running behind plan.

At risk

Create business opportunities
from innovation

The first System Operator and Global Services innovation forum was held in early December. Global Services
is focusing on the four current businesses of GroupEAD Asia Pacific, Flightyield, SureSelect and Training.

Progressing to plan

Attract, retain and develop
resources

A strategic development role in the Training business is currently being filled. All other roles within the
Global Services business are currently filled and the team is maturing well.

Progressing to plan

Build key strategic partnerships

Partnerships are developed and progressing to plan in each of the current four businesses Global Services
are pursuing. These partnerships include GroupEAD, SITA, CANSO and Emirates Aviation College.

Progressing to plan

System Operator

Airways Global Services

Shared Services and Governance
Develop inspirational leaders

The Airways People Strategy was launched in September 2013. Work streams focusing on belonging,
leadership, talent and performance have been developed and implemented by Airways staff.

Progressing to plan

Enhance Information
Technology security

The first draft of an Enterprise Security Assessment has been completed and revisions are underway
prior to wider distribution for consultation and feedback.

Progressing to plan

Enhance Information
Technology Disaster Recovery

The first phase of an upgrade to the remote desktop service (Citrix) was completed, improving Airways’
long-term ability to provide business continuity in a disaster and services to Tower staff, including Lync
video conferencing. Planning is underway to develop the business case to move Wellington servers to
a commercial data centre.

Progressing to plan

Implement new financial
services and processes

The new FMIS project successfully went live on time, on 1 November. The projects focus is now
on supporting users and resolving outstanding user and technical tasks.

Progressing to plan

Firmly establish the new Safety
Management System (SMS)

The Safety Statement and Policy has been completed. The SMS framework including operational
and work place safety has been defined.

Progressing to plan

Provide a robust Emergency
Response plan

Planning for an Executive crisis simulation, scheduled for January 2014, was completed.

Progressing to plan

Manage external stakeholder
relations

Airways continues to build relationships with aviation and government stakeholders. A customer satisfaction
survey was undertaken to better understand our customers and how service improvements can be continued.
Collaboration with airline and airport customers continues on many projects including aircraft noise issues
and safety. Regular contact has continued with shareholding ministers and other Members of Parliament.

Progressing to plan

Susan Paterson
Chairperson

Ed Sims
Chief Executive Officer
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Airways New Zealand December 2013 Consolidated Interim Financial Statements – Unaudited

STATEMENT OF COMPREHENSIVE INCOME 		

NZ IFRS

(All figures shown in tables are in $NZ thousands unless otherwise stated)

Group
For the period ended 31 December 2013

Dec 2013
Unaudited

Dec 2012
Unaudited

Notes

Revenue
Service delivery
Other income
Finance income

83,756

73,138

8,612

28,802

34

22

92,402

101,962

6,940

6,671

3

Expenses
Depreciation
Amortisation
Employee remuneration
Employee related costs
Other operating expenses

960

798

49,885

48,173

2,188

1,359

13,939

14,676

Rental expense on operating leases

2,988

2,939

Finance expenses

1,042

1,147

77,942

75,763

Net operating profit before taxation

14,460

26,199

Taxation

(4,098)

(7,335)

Net operating profit after taxation

10,362

18,864

(5)

31

4

Other comprehensive income
Movement on foreign exchange cash flow hedge reserve
Movement on interest rate derivative cash flow hedge reserve

1,079

88

Deferred tax for current year on items recognised directly to equity

(301)

(34)

773

85

11,135

18,949

11,135

18,949

Total other comprehensive income
Total comprehensive income for the year
Attributed to:
Equity shareholders

This statement is to be read in conjunction with the Notes to the Financial Statements on pages 12-14.
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Airways New Zealand December 2013 Consolidated Interim Financial Statements – Unaudited

STATEMENT OF CHANGES IN EQUITY		

NZ IFRS

(All figures shown in tables are in $NZ thousands unless otherwise stated)

Group
Contributed
Equity

Hedge
Reserve

Retained
Profits

Total

41,100

(1,959)

7,716

46,857

-

-

18,864

18,864

Property, plant & equipment

-

50

-

50

Net surplus before taxation

-

105

-

105

Balance as at 1 July 2012

Notes

Comprehensive income
Surplus after taxation
Other comprehensive income
Foreign exchange hedges recognised in:

Movement in value of:
New foreign exchange hedges

-

(1)

-

(1)

Foreign exchange hedges held throughout the year

-

(18)

-

(18)

New interest rate hedges

-

(3)

-

(3)

Interest rate hedges held throughout the year

-

(14)

-

(14)

Deferred tax

-

(34)

-

(34)

Total other comprehensive income

-

85

-

Total comprehensive income

85

85
18,949

Transaction with owners
Dividends paid

-

-

-

-

Total transactions with owners

-

-

-

-

Balance as at 31 December 2012

41,100

(1,874)

26,580

65,806

Balance as at 1 July 2013

41,100

(872)

27,477

67,705

-

-

10,362

10,362

Property, plant & equipment

-

(47)

-

(47)

Net surplus before taxation

-

(106)

-

(106)

Comprehensive income
Surplus after taxation
Other comprehensive income
Foreign exchange hedges recognised in:

Movement in value of:
New foreign exchange hedges

-

289

-

289

Foreign exchange hedges held throughout the year

-

(247)

-

(247)

New interest rate hedges

-

-

-

-

Interest rate hedges held throughout the year

-

1,185

-

1,185

Deferred tax

-

(301)

-

(301)

Total other comprehensive income

-

773

-

773

Total comprehensive income

-

773

10,362

11,135

Dividends paid

-

-

(1,000)

(1,000)

Total transactions with owners

-

-

(1,000)

(1,000)

41,100

(99)

36,839

77,840

Transaction with owners

Balance as at 31 December 2013

6

This statement is to be read in conjunction with the Notes to the Financial Statements on pages 12-14.
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Airways New Zealand December 2013 Consolidated Interim Financial Statements – Unaudited

INTERIM BALANCE SHEET

NZ IFRS

(All figures shown in tables are in $NZ thousands unless otherwise stated)

Group
As at 31 December 2013

Dec 2013 Unaudited

Dec 2012 Unaudited

Jun 2013 Audited

703

5,435

6,826

24,131

19,085

18,882

2,310

2,002

1,173

363

414

367

27,507

26,936

27,248

120,933

109,931

113,762

Notes

ASSETS
Current assets
Cash and cash equivalents
Trade and other receivables
Prepayments
Derivative financial instruments
Total current assets
Non-current assets
Property, plant and equipment
Intangibles

4,812

4,342

5,696

Parts inventory

1,610

1,440

1,455

Other non-current assets

84

84

84

773

16

317

Total non-current assets

128,212

115,813

121,314

TOTAL ASSETS

155,719

142,749

148,562

Derivative financial instruments

LIABILITIES
Current liabilities
Trade and other payables
Employee entitlements
Derivative financial instruments

7,850

4,515

9,749

7

18,768

18,331

18,869

8

146

117

211

1,643

5,019

3,909

749

271

1,115

-

-

30,000

29,156

28,253

63,853

Deferred tax liability

8,023

8,059

7,722

Employee entitlements

7,859

8,079

7,801

Current tax liability
Provisions
Loan facility – unsecured
Total current liabilities
Non-current liabilities

841

2,552

1,481

Loan facility – unsecured

Derivative financial instruments

32,000

30,000

-

Total non-current liabilities

48,723

48,690

17,004

TOTAL LIABILITIES

77,879

76,943

80,857

NET ASSETS

77,840

65,806

67,705

41,100

41,100

41,100

(99)

(1,874)

(872)

Retained earnings

36,839

26,580

27,477

TOTAL EQUITY

77,840

65,806

67,705

EQUITY
Share capital
Reserves

This statement is to be read in conjunction with the Notes to the Financial Statements on pages 12-14.
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Airways New Zealand December 2013 Consolidated Interim Financial Statements – Unaudited

INTERIM STATEMENT OF CASH FLOWS 		

NZ IFRS

(All figures shown in tables are in $NZ thousands unless otherwise stated)

Group
For the six months ended 31 December 2013

Dec 2013
Unaudited

Dec 2012
Unaudited

89,382

84,540

36

22

Cash flow from operating activities
Cash was provided from:
Receipts from Customers
Interest Received
Cash was applied to:
Payments to suppliers

(22,163)

(19,114)

Payments to employees

(55,245)

(54,039)

Interest paid

(1,059)

(1,100)

Goods and services tax

2,452

1,387

Payment of income tax

(6,364)

(3,944)

7,039

7,752

2

10

Purchase of property, plant and equipment

(14,164)

(11,119)

Net cash flows from investing activities

(14,162)

(11,109)

2,000

3,000

(1,000)

-

1,000

3,000

(6,123)

(357)

6,826

5,792

703

5,435

Net cash flows from operating activities
Cash flows from investing activities
Cash was provided from:
Sale of property, plant and equipment
Cash was applied to:

Cash flows from financing activities
Cash was provided from:
Loan facility
Cash was applied to:
Payment of dividends
Net cash flows from financing activities
Net (decrease)/increase in cash held
Cash at the beginning of the period
Cash at the end of the period

This statement is to be read in conjunction with the Notes to the Financial Statements on pages 12-14.
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Airways New Zealand December 2013 Consolidated Interim Financial Statements – Unaudited

NOTES TO THE FINANCIAL STATEMENTS		

NZ IFRS

NOTE 1 Reporting Entity
Airways Corporation of New Zealand Limited is a limited liability company incorporated and domiciled in New Zealand. The address of its
registered office is Level 26, Majestic Centre, 100 Willis St, Wellington, New Zealand. Airways Corporation of New Zealand Limited is a
State-Owned Enterprise established under the State-Owned Enterprise Act 1986 with shares held in equal numbers by the Minister for
State-Owned Enterprises and the Minister of Finance, on behalf of the Crown.
These Group consolidated financial statements are for Airways Corporation of New Zealand Limited(“ACNZ”) and its wholly owned subsidiaries,
Airways International Limited (“AIL”), Airways Training Limited, and Aviation English Services Limited. All companies are registered under the
Companies Act 1993. Airways refers to the “Group”: Airways Corporation of New Zealand, as well as its wholly owned subsidiaries. The term
“Parent” refers to Airways Corporation of New Zealand Limited.
Airways is designated as a profit-oriented entity for financial reporting purposes.
Airways’ principal business is the provision of air traffic management services, associated aviation infrastructure services and the production
and sale of aviation related publications within New Zealand.
In addition to this, Airways is involved in international:
(i)
(ii)
(iii)
(iv)

air navigation services and maintenance of systems
consultancy
training, and
software development, sale and implementation.

NOTE 2 Basis of Preparation
(a) Statement of Compliance
These interim financial statements as at and for the six months ended 31 December 2013 have been prepared in accordance with Generally
Accepted Accounting Practice in New Zealand and NZ IAS 34, ‘Interim Financial Reporting’. They comply with the New Zealand Equivalents
to International Financial Reporting Standards (NZ IFRS) and other applicable Financial Reporting Standards, as appropriate for profit oriented
entities. These Interim Financial Statements should be read in conjunction with the 2013 Annual Report.
The financial statements have also been prepared in accordance with the requirements of the Financial Reporting Act 1993, Companies Act
1993 and the State-Owned Enterprises Act 1986.

(b) Basis of Measurement
The principal accounting policies adopted in the preparation of the financial statements are consistent with those followed in the preparation
of the financial statements prepared as at June 2013.
The financial statements have been prepared on the historical cost basis as modified by the revaluation of derivative financial instruments.

(c) Functional and Presentation Currency
Items included in the financial statements of each of Airways’ entities are measured using the currency of the primary economic environment
in which it operates (‘the functional currency’). The consolidated financial statements are presented in New Zealand dollars, which is Airways’
functional and presentation currency and all values unless otherwise stated are rounded to the nearest thousand dollars ($’000).

NOTE 3 Other Income and Airways’ Cross Border Lease
Airways’ cross border lease was terminated on 25 July 2012, resulting in the recognition of the remaining $18.8 million of deferred guarantee
fee revenue in “Other Income” in the prior year period. The overall impact of the termination was to increase Net operating surplus after taxation
by $12.8 million. From a cash flow perspective the termination resulted in an outflow of cash with the crystallisation of tax on the deferred
guarantee fee.

NOTE 4 Employee Related Costs
Employee related costs have increased for the period compared to the prior year due to increased employee redundancy payments and the
reclassification of contractor costs which were previously captured under other operating costs.
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Airways New Zealand December 2013 Consolidated Interim Financial Statements – Unaudited

NOTES TO THE FINANCIAL STATEMENTS		

NZ IFRS

NOTE 5 Interest Rate Derivative Cash Flow Reserve
The interest rate derivative cash flow reserve has increased due to a favorable movement in the valuation of interest rate derivatives.

NOTE 6 Dividends Paid
Airways paid an interim dividend of $1.0 million in October 2013. Airways is expecting to pay a total dividend of $3.0 million for the full
year to 30 June 2014.

NOTE 7 Trade and other payables
Trade and other payables have increased at 31 December 2013 due largely to higher project and contract accruals.

NOTE 8 Employee Entitlements
Employee entitlements (Current and Non-Current) is largely made up of annual leave, long service leave and retiring leave liabilities.
Non-current employee entitlements have decreased by $0.2 million from December 2012 due mainly to changes in discount rates used
for the actuarial valuation.

NOTE 9 Capital Commitments
Airways had total capital commitments of $38.6 million as at 31 December 2013 ($20.6 million as at 31 December 2012). Airways will fund
this programme through operating cash flow and increased debt (whilst remaining within current loan facilities and covenants).

NOTE 10 Operating Lease Commitments
Lease commitments under non-cancellable operating leases:
(All figures shown in tables are in $NZ thousands unless otherwise stated)

Group
Dec 2013

Dec 2012

Less than one year

4,528

4,169

One to two years

4,182

3,652

Two to five years

8,470

7,802

Over five years

2,405

3,439

19,585

19,062

Total Operating Lease Obligations

These lease commitments relate to both unsigned leases under negotiation and signed leases. Management has estimated the future
lease commitments for unsigned leases, based on the most recent negotiations. The Group leases various land, buildings, IT hardware and
equipment under non-cancellable operating lease agreements. Lease terms are between two and twenty one years and most agreements are
renewable at the end of the lease period.

NOTE 11 Contingent Liabilities
Airways has contingent liabilities in respect of financial guarantee contracts totalling $1.5 million (2012: $1.4 million), comprising of two
performance bonds and a small bid bond.

NOTE 12 Subsequent Events
There have been no significant events occurring since balance date requiring disclosure.
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Airways New Zealand December 2013 Consolidated Interim Financial Statements – Unaudited

NOTES TO THE FINANCIAL STATEMENTS		

NZ IFRS

NOTE 13 Reconciliation of the Net Cash Flow from Operating Activities to Reported Profit
(All figures shown in tables are in $NZ thousands unless otherwise stated)

Group
For the six months ended 31 December 2013
Net profit after taxation

Dec 2013

Dec 2012

10,362

18,864

Add non cash items:
Accounting (gain)/loss on sale of fixed assets

30

41

Amortisation

960

798

Depreciation

6,940

6,671

Total adjustments for items not in profit impacting cash flow

7,930

7,510

(Decrease) in payables

(5,710)

(20,063)

(Increase)/decrease in receivables

(5,543)

1,441

(11,253)

(18,622)

7,039

7,752

Add movements in working capital items:

Total adjustments for items not in profit impacting cash flow
Net cash inflow from operating activities
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EVA KEY PERFORMANCE INDICATORS 		

EVA

(All figures shown in tables are in $NZ thousands unless otherwise stated)

Parent Company
For the six months ended 31 December 2013

Dec 2013

Dec 2012

Debt Employed

49,839

40,770

Equity Employed

97,182

92,245

147,021

133,015

Charge on Operating Capital

5,962

3,434

Economic Value Added (EVA)

4,072

2,286

3.85%

2.91%

Debt & Equity Employed

Total Debt & Equity Employed

Summary of Parameters for cost of capital
Risk free rate – 3 year Government Stock
Market risk premium
Company tax rate
Business risk factor (asset beta)
Cost of Capital

7.0%

7.0%

28.0%

28.0%

0.60

0.45

8.49%*

5.25%

EVA Explanation:
An explanation of the Airways EVA framework is found at: http://www.airways.co.nz/about_Airways/corporate-publications.asp
Consistent with the previous year, Airways’ Parent Company EVA result of $4.1m for the six months to December 2013 is expected to reduce
in the second half of the financial year. Air traffic volumes are seasonally weighted to the first half of the financial year, and capital expenditure
is weighted to the second half of the year.
* Cost of Capital:
The Cost of Capital of 8.49% for the period ending December 2013 compares to a Cost of Capital of 7.80% used for determining the
2013 – 2016 Air Navigation Pricing. This variance is driven by higher actual risk free rates.
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