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STATEMENT OF ECONOMIC PERFORMANCE EVA
(All figures in $NZ thousands unless otherwise stated)
FOR THE YEAR TO 30 JUNE 2007 2006 NOTES
REVENUE
Air Navigation Services 117,440 116,302
International & Tech Ventures 13,882 15,443
131,322 131,745
Labour costs 76,606 73,466
Other operating costs 22,295 22,542
Depreciation 17,268 16,531
Tax charge 5,030 6,177 7
121,199 118,716
NET OPERATING PROFIT AFTER TAX 10,123 13,029
Less charge on operating capital (8,628) (7,405) 3
OPERATING ECONOMIC VALUE ADDED 1,495 5,624
Less customer rebates (net of tax) (1,132) (3,249)
Add abnormal item 1,630 - 8
SHAREHOLDER ECONOMIC VALUE ADDED 1,993 2,375
EVA NOTES:

CHARGE ON OPERATING CAPITAL

The charge on operating capital is the cost of a normal return to the providers of capital. It is calculated by multiplying the average capital
employed by the cost of capital. The cost of capital is a percentage that represents a normal rate of return on operating assets for
investing in a particular business.

ECONOMIC VALUE ADDED (EVA)
EVA measures the extent to which a business is performing above or below expectation. A positive EVA means the business is
adding value after allowing for a normal reward to the providers of capital.

The Board of Directors of Airways Corporation of New Zealand Limited authorised these financial statements for issue on
30 August 2007.

CONSTANTINE ANASTASIOU ANNE URLWIN
CHAIRMAN DIRECTOR
30 August 2007 30 August 2007

This statement is to be read in conjunction with the Notes to the Financial Statements on pages 28 — 34.
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SHAREHOLDER'S MOVEMENT IN EQUITY CAPITAL

FOR THE YEAR TO 30 JUNE

Opening equity capital

Charge on equity capital

Other movements in equity capital

DIVIDENDS PAID

Current year dividend

CLOSING EQUITY CAPITAL

EVA NOTES:

CHARGE ON EQUITY CAPITAL

The charge on equity capital is the cost of a normal return to the providers of equity capital. It is calculated by multiplying the average amount
of equity by the cost of equity. The cost of equity is a percentage that represents a normal rate of return on equity for investing in a particular
business. The cost of equity includes the cost of capital plus an additional premium for financing risk. The financing risk premium is dependent

on the gearing of the business.

This statement is to be read in conjunction with the Notes to the Financial Statements on pages 28 — 34.

EVA
(All figures in $NZ thousands unless otherwise stated)
2007 2006 NOTES
85,032 86,631
6,841 6,437 4
(127 (36) 8
6,714 6,401
(6,000) (8,000)
(6,000) (8,000)
85,746 85,032 10
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STATEMENT OF ECONOMIC POSITION

AS AT 30 JUNE

CAPITAL EMPLOYED

Long-term assets

Current assets
Current liabilities

NET WORKING CAPITAL

TOTAL CAPITAL EMPLOYED

CAPITAL INVESTED
Equity
Debt

TOTAL CAPITAL INVESTED

EVA NOTES
CAPITAL EMPLOYED IS USED AS FOLLOWS:
Air Navigation Services

International and Tech Ventures

EVA
(All figures in $NZ thousands unless otherwise stated)
2007 2006 NOTES
121,679 108,065 12
23,274 16,266 11
(13,602) (12,843) 11
9,672 3,423
131,351 111,488
85,746 85,032 10
45,605 26,456 10
131,351 111,488
123,164 105,006
8,187 6,482
131,351 111,488

This statement is to be read in conjunction with the Notes to the Financial Statements on pages 28 — 34.
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STATEMENT OF ECONOMIC PERFORMANCE

FOR THE YEAR TO 30 JUNE
AIR NAVIGATION SERVICES
REVENUE

Airways charges

Other revenue

Labour costs
Other operating costs
Depreciation

Tax charge

NET OPERATING PROFIT AFTER TAX
Less charge on operating capital
OPERATING ECONOMIC VALUE ADDED

Less customer rebates (net of tax)

Add abnormal item

ECONOMIC VALUE ADDED

INTERNATIONAL AND TECH VENTURES

Revenue

Labour costs
Other operating costs
Depreciation

Tax charge

NET OPERATING PROFIT AFTER TAX
Less charge on operating capital

ECONOMIC VALUE ADDED

AIRWAYS CORPORATION OF NEW ZEALAND LIMITED EVA

This statement is to be read in conjunction with the Notes to the Financial Statements on pages 28 — 34.

EVA
(All figures in $NZ thousands unless otherwise stated)

2007 2006 NOTES
115,021 113,899
2,419 2,403
117,440 116,302
70,672 67,464
15,374 14,949
16,373 15,912

4,928 5,713 7
107,347 104,038
10,093 12,264

(7,934) (6,669) 3
2,159 5,595
(1,132) (3,249)
1,027 2,346

1,630 - 8
2,657 2,346
13,882 15,443
5,934 6,002
6,921 7,593
895 619

102 464 7
13,852 14,678
30 765

(694) (736) 3

(664) 29 8
1,993 2,375
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A.

NOTES TO THE FINANCIAL STATEMENTS

NOTE 1. EVA PRINCIPLES AND POLICIES

There are as yet no generally accepted EVA reporting standards.
It is therefore important to state the basis and assumptions upon
which the results have been calculated.

EVA principles and policies are consistent with those applied
last year.

GENERAL PRINCIPLES

Income and expenditure is recorded at — or close to — the time
they are received or paid at the actual monetary value, except
where noted below.

All expenditure is included in the calculation of Net Operating
Profit After Tax (NOPAT) on a basis that reflects the periods
over which related economic benefits are realised.

See Note 14.

FINANCING COSTS
No financing costs are included in the calculation of NOPAT.

CHARGE FOR CAPITAL EMPLOYED (CAPITAL CHARGE)

The capital charge in the EVA Financial Statements is
calculated on the average operating capital. A cost of capital,
that represents a normal return for operating risk, is calculated
for each business unit. A capital charge is applied to work in
progress.

COST OF CAPITAL
The risk free rate used in the cost of capital is the 5 year
Government stock rate which is updated each month.

TAXATION
The total tax cost in the EVA Financial Statements is the actual
income tax paid on normal operations.

EVA

TRADE ACCOUNTS RECEIVABLE
Accounts receivable are stated at their realisable value.

STOCK

Stock is stated at weighted average cost or at market value (if
this is significantly different). Any change in value is recognised
through NOPAT.

LEASES

Significant operating leases are capitalised. Lease rentals are
discounted at the inherent interest rate to determine the cost
of the assets.

The cost of the leased assets is included in the Statement of
Economic Position both in financing (capital employed) and
operating assets (operating capital).

The leased assets included in operating capital are
depreciated through NOPAT.

CHANGES IN POLICIES
There have been no changes in accounting policies.

CUSTOMER REBATE
Customer Rebates (recognised net of tax in the Statement
of Financial Performance) are part of a service agreement
with the Airways customer group, the Board of Airline
Representatives of New Zealand Incorporated.
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NOTES TO THE FINANCIAL STATEMENTS

NOTE 2. COMPONENTS OF THE CAPITAL CHARGE
CAPITAL CHARGE DERIVED FROM:
Charge on operating capital

Charge on development costs

CAPITAL CHARGE PROVIDED TO:
EQUITY PROVIDER

Charge on equity capital
DEBT HOLDERS

Opportunity cost of debt

NOTE 3. CHARGE ON OPERATING CAPITAL
AIR NAVIGATION SERVICES

Average operating capital

Cost of capital — average

CHARGE ON OPERATING CAPITAL

INTERNATIONAL AND TECH VENTURES
Average operating capital
Cost of capital — average

CHARGE ON OPERATING CAPITAL

CONSOLIDATED
Average operating capital
Cost of capital — average

CHARGE ON OPERATING CAPITAL

NOTE 4. CHARGE ON EQUITY CAPITAL
Average equity capital
Cost of equity capital

CHARGE ON EQUITY CAPITAL

EVA
(All figures in $NZ thousands unless otherwise stated)
2007 2006 NOTES
8,628 7,405 3
156 156
8,784 7,561
6,841 6,437 4
1,943 1,124 9
8,784 7,561
118,595 105,355
6.69% 6.33% 5
7,934 6,669
5,907 7,354
11.75% 10.01% 5
694 736
124,502 112,709
6.93% 6.57% 5
8,628 7,405 2
88,044 91,305
7.77% 7.05% 6
6,841 6,437 2
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NOTES TO THE FINANCIAL STATEMENTS EVA

ABBREVIATION 2007 2006
NOTE 5. COST OF CAPITAL*

SUMMARY OF PARAMETERS FOR COST OF CAPITAL:

Risk free rate — 5 year Government stock RFR 6.41% 5.87%
Market risk premium MRP 8.0% 8.0%
Company tax rate Td 33.0% 33.0%
Business risk factor (asset beta) Bu

Air Navigation Services 0.30 0.30
International and Tech Ventures (weighted average) 0.80 0.79
Airways Corporation of New Zealand Limited 0.33 0.33

* An example is presented in note 6

EVA NOTES:

To calculate the cost of capital it is necessary first to identify the return available from investing in Government stock. This is called “the
risk free rate”. Airways chooses five year Government stock as the risk free rate on the basis that the shareholder is making a long-term
investment decision. The actual rate is a 12 month average e.g. July 2006 to June 2007. The risk free rate is reduced to an after tax
return by deducting tax at the current tax rate. A percentage premium is then added to the after tax free rate to compensate for investing
in a business rather than risk free Government stock. The amount of the premium depends upon the level of risk of each business. To
determine the premium, a risk factor is calculated for each business. This risk factor is known as the asset beta and it represents an
assessment of the risk attached to the operating assets of the business. Airways’ air navigation activity is considered a low risk and has
an asset beta of 0.30. Airways’ other business units each have their own asset beta’s. Recent updated studies and empirical evidence
demonstrates that an investor should expect to receive an average premium above the risk free rate of 8 percent after tax by investing in
a diverse portfolio of shares in the New Zealand market, as measured over a long period of time.

Therefore, a shareholder in Airways with its asset beta of 0.33 should expect to receive a premium of 2.64 percent (0.33 x 8 percent)
above the risk free rate for choosing to accept the operating risks of Airways.

ABBREVIATION 2007 2006
NOTE 6. COST OF EQUITY CAPITAL

Equity risk factor (equity beta) Be 0.43 0.39

EVA NOTES:

The cost of capital is derived from the risk associated with the operations (assets) of a business and not the manner in which it is
financed. The cost of capital is unaffected by the gearing. The use of debt finance as capital in a business introduces credit risk to the
providers of equity. Therefore, the equity providers will expect a return which includes the cost of capital (reward for business risk) plus an
additional return for credit risk (reward for financing risk). The cost of equity increases according to the amount of debt financing. It must
be remembered that the cost of capital remains constant regardless of the gearing. However the cost of equity will be directly affected by
the gearing. Costs of capital and equity for Airways are calculated using the following formula: (2007 numbers).

COST OF CAPITAL 6.93%

Premium for
financing risk
(Be-Bu) * MRP
((0.43-0.33) * 8%
0.84%

Premium for
business risk
(Bu* MRP)
(0.33 * 8%)
2.64%

Required return
on a risk free investment
(RFR * (1-Td))
(6.41% *(1-33%))
4.29%

COST OF EQUITY 7.77%
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NOTES TO THE FINANCIAL STATEMENTS EVA
(All figures in $NZ thousands unless otherwise stated)
2007 2006 NOTES
NOTE 7. INCOME TAX
INCOME TAX PAID INCLUDES:
Tax charge 5,030 6,177
Tax on customer rebates (657) (1,600)
Foreign withholding tax paid - (232)
Other financial transactions 405 405
Tax on net financing cost (878) (645)
INCOME TAX PAID 4,000 4,105
NOTE 8. OTHER MOVEMENTS IN EQUITY CAPITAL
Air Navigation Services EVA 1,027 2,346
International & Tech Ventures EVA (664) 29
Treasury losses 154 (458) 9
Utilisation of Ohakea relocation provision (700) (1,665)
Financial and other transactions (1,574) (288)
Christchurch Tech Park gain on sale 1,630 -
(127) (36)
NOTE 9. TREASURY GAINS/(LOSSES)
INTEREST ON DEBT:
At opportunity cost 1,943 1,124
Less actual cost 1,789 1,682
154 (458)

The Treasury net losses are due to the differences between the internal interest rate (used to calculate the opportunity cost of debt) and
market rates (used to calculate the actual cost of debt and leased assets).

Opportunity cost of debt is based on the rate for five year Government stock plus an expected borrowing margin of 0.75 percent. Debt
includes significant operating leases which are capitalised (refer note 1H).
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NOTES TO THE FINANCIAL STATEMENTS EVA
(All figures in $NZ thousands unless otherwise stated)
2007 2006 NOTES
NOTE 10. CAPITAL INVESTED
EQUITY INCLUDES:
Share capital (41,100,000 shares) 41,100 41,100
Other economic equity 44,646 43,932
85,746 85,032
DEBT INCLUDES:
Borrowing 27,000 24,350
Capitalised leases 18,605 2,106
45,605 26,456
TOTAL CAPITAL INVESTED 131,351 111,488
NOTE 11. ANALYSIS OF WORKING CAPITAL
CURRENT ASSETS:
Trade accounts receivable 14,952 13,584
Receivables relating to abnormal items 5,456 -
Other current assets 2,866 2,682
23,274 16,266
CURRENT LIABILITIES:
Trade accounts payable 1,154 1,655
Customer rebates 1,689 4,849
Other current liabilities 10,759 6,339
13,602 12,843
NET WORKING CAPITAL 9,672 3,423
NOTE 12. ANALYSIS OF LONG TERM ASSETS
Business development costs 1,043 1,143
Land 578 1,879
Buildings 24176 11,411
Plant and equipment 62,145 44,104
Motor vehicles 412 356
Computers and furniture 18,719 18,730
Other long term assets (including WIP) 19,606 35,442
121,679 108,065
Certain fixed assets within plant and equipment are subject to a cross border lease arrangement. The arrangement does not impose any
restrictions on these assets which would affect the ability to use them in day-to day operations.
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NOTES TO THE FINANCIAL STATEMENTS EVA

NOTE 13. LONG TERM LIABILITIES

Long term liabilities that are not recognised for EVA purposes, fall into two categories:

- Known liabilities (leave and superannuation provisions) which amount to $14.8 million (2006 $14.3 million). Under present business
conditions these liabilities are not expected to affect Airways’ cash flow in the foreseeable future.

—  Contingent liabilities of which there are nil (2006 nil).

NOTE 14. COST REALISATION SCHEDULE

Refer to note 1a.

Analysis of periods over which costs are included in NOPAT.

DEPRECIATION RANGE ACTUAL WEIGHTED
AVERAGE
Business development costs
(subject to an annual impairment review)
product related 1-5years 3 years
market development/strategic 5-10years 5 years

Business goodwill (which has a sustainable value)

Land

Buildings

Computers and furniture
Plant and equipment
Motor vehicles

Work in progress

not appreciated but
subject to an annual
impairment review

not depreciated
8 — 40 years
3-10 years

4 - 20 years

4 -6 years

not depreciated

not appreciated but
subject to an annual
impairment review

not depreciated
22 years

7 years

11 years

4 years

not depreciated

Product related costs will be amortised over the period during which revenue is generated by the delivery of the products, estimated at
between 1 and 5 years. The assets will include the capital charge on the existing asset up until the commencement of amortisation. The
amortisation will commence when revenue is first recognised.

The market development/strategic costs will be amortised over 5 — 10 years, commencing during the financial year following the end of
capitalisation. The capital charge on this cost will not be capitalised.

All capitalised costs are subject to annual impairment review.
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NOTES TO THE FINANCIAL STATEMENTS EVA

NOTE 15. COMMITMENTS

OPERATING LEASE COMMITMENTS
Lease commitments under non-cancellable operating leases:

(All figures in $NZ thousands unless otherwise stated)

2007 2006
Less than one year 2,687 3,082
One to two years 2,734 1,250
Two to five years 7,954 3,611
Over five years 6,359 5,401
TOTAL OPERATING LEASE OBLIGATIONS 19,734 13,344

These lease commitments relate to both unsigned leases under negotiation and signed leases. Management has estimated future lease
commitments for unsigned leases, based on the most recent lease negotiations.

CAPITAL COMMITMENTS
At balance date ACNZ had total capital commitments of $19.89 million (2006 $30.63 million). ACNZ will fund this programme through
operating cash flow and increased debt (whilst remaining within current loan facilities and covenants).

NOTE 16. SUBSEQUENT EVENTS

There are no subsequent events to report.
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PRICEVATERHOUSE(COPERS

AUDIT REPORT EVA

TO THE READERS OF THE EVA FINANCIAL STATEMENTS OF AIRWAYS CORPORATION
OF NEW ZEALAND LIMITED AND GROUP FOR THE YEAR ENDED 30 JUNE 2007

We have audited the economic value added (EVA) financial statements on pages 24 to 34. The EVA financial statements
provide information about the past economic performance of Airways Corporation of New Zealand Limited and Group,
and their economic position as at 30 June 2007 within an economic value added framework. This information is stated in
accordance with the EVA principles and policies set out on page 28.

Responsibilities of the Board of Directors

The Board of Directors (the Board) are responsible for the preparation and presentation of the EVA statements in accordance
with the EVA principles and policies set out on page 28.

The Board has determined that the EVA principles and policies used and described on page 28 of the EVA financial statements
are appropriate to meet the needs of the shareholders.

Auditor’s Responsibilities

The Auditor-General is required to audit the financial statements of the Airways Corporation of New Zealand Limited and Group
under section 15 of the Public Audit Act 2001 and section 19(1) of the State-Owned Enterprises Act 1986. In that capacity the
Auditor-General has audited the EVA financial statements presented by the Board. It is the responsibility of the Auditor-General
to express an independent opinion on the EVA financial statements and report that opinion to you.

The Auditor-General has appointed John Meehan of PricewaterhouseCoopers, to undertake the audit.
Basis of Opinion

An audit includes examining, on a test basis, evidence relevant to the amounts and disclosures in the EVA financial statements.
It also includes assessing:

- the significant estimates and judgements made by the Board in the preparation of the EVA financial statements; and

— whether the EVA principles and policies are appropriate to Airways Corporation of New Zealand Limited and Group’s
circumstances, consistently applied and adequately disclosed.

We conducted our audit in accordance with the Auditing Standards published by the Auditor-General, which incorporate the
Auditing Standards issued by the Institute of Chartered Accountants of New Zealand. We planned and performed our audit so
as to obtain all the information and explanations which we considered necessary in order to provide us with sufficient evidence
to give reasonable assurance that the EVA financial statements are free from material misstatements, whether caused by fraud
or error. In forming our opinion, we also evaluated the overall adequacy of the presentation of information in the EVA financial
statements.

In addition to the audit we have carried out assignments in the areas of taxation and other assurance services, which are
compatible with those independence requirements. Other than the audit and these assignments, we have no relationship with
or interests in the company or any of its subsidiaries.

Unqualified Opinion
We have obtained all the information and explanations we have required.

In our opinion the EVA financial statements have been properly drawn up in accordance with the EVA principles and policies
set out on page 28.

Our audit was completed on 30 August 2007 and our unqualified opinion is expressed as at that date.

Q . /”Q&_‘.@_.&C;F.u

John Meehan PricewaterhouseCoopers

On behalf of the Auditor-Generall
Wellington, New Zealand




MATTERS RELATING TO THE ELECTRONIC PRESENTATION
OF THE AUDITED FINANCIAL STATEMENTS

This audit report relates to the financial statements of Airways Corporation of New Zealand Limited (the Company)

and group for the year ended 30 June 2007 included on Airways Corporation of New Zealand Limited’s website. The
Company’s Board of Directors is responsible for the maintenance and integrity of the Airways Corporation of New Zealand
Limited’s website. We have not been engaged to report on the integrity of the Airways Corporation of New Zealand
Limited’s website. We accept no responsibility for any changes that may have occurred to the financial statements since
they were initially presented on the website.

The audit report refers only to the financial statements named above. It does not provide an opinion on any other
information which may have been hyperlinked to/from these financial statements. If readers of this report are concerned
with the inherent risks arising from electronic data communication they should refer to the published hard copy of the
audited financial statements and related audit report dated 30 August 2007 to confirm the information included in the
audited financial statements presented on this website.

Legislation in New Zealand governing the preparation and dissemination of financial statements may differ from legislation

in other jurisdictions.
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STATEMENT OF FINANCIAL PERFORMANCE CONVENTIONAL
(All figures in $NZ thousands unless otherwise stated)
FOR THE YEAR TO 30 JUNE GROUP PARENT NOTES
2007 2006 2007 2006

OPERATING ACTIVITIES

REVENUE
Airways charges 115,792 111,462 113,331 109,050
Other income 15,767 18,327 9,384 11,734
Interest income 374 169 374 169
131,933 129,958 123,089 120,953
EXPENSE
Depreciation 15,370 14,660 15,370 14,660
Employee remuneration 73,747 71,896 73,727 71,896
Other operating costs 23,577 26,599 13,116 16,960 3
Rental expense on operating leases 3,281 3,631 4,494 4,844
Interest expense 3,065 1,751 3,065 1,751
Share of (profit)/loss from Joint Venture 161 - - - 21
119,201 118,537 109,772 110,111
NET OPERATING SURPLUS BEFORE TAXATION 12,732 11,421 13,317 10,842
Taxation expense (8,729) (8,847) (3,883) (8,652) 5
NET OPERATING SURPLUS AFTER TAXATION 9,003 7,574 9,434 7,190

This statement is to be read in conjunction with the Notes to the Financial Statements on pages 41 — 53.
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STATEMENT OF MOVEMENTS IN EQUITY CONVENTIONAL
(All figures in $NZ thousands unless otherwise stated)
FOR THE YEAR TO 30 JUNE GROUP PARENT NOTES
2007 2006 2007 2006
Equity at the start of the year 38,961 39,387 35,911 36,721
Net surplus after taxation® 9,003 7,574 9,434 7,190

DISTRIBUTIONS TO SHAREHOLDERS
Dividends (6,000) (8,000) (6,000) (8,000)

EQUITY AT THE END OF THE YEAR 41,964 38,961 39,345 35,911 7

* Total recognised revenues and expenses for the period.

This statement is to be read in conjunction with the Notes to the Financial Statements on pages 41 — 53.
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STATEMENT OF FINANCIAL POSITION SUMMARY CONVENTIONAL
(All figures in $NZ thousands unless otherwise stated)
AS AT 30 JUNE GROUP PARENT NOTES
2007 2006 2007 2006
Fixed assets 101,112 104,576 101,112 104,576 8
Business development costs 565 665 - -
Investments 524 - 762 100
Other non-current assets 1,489 1,356 1,429 1,356
NON CURRENT-ASSETS 103,690 106,597 103,303 106,032
Current assets 38,688 18,652 35,349 16,602
Current liabilities (37,916) (24,458) (36,940) (25,070)
NET CURRENT ASSETS/(LIABILITIES) 772 (5,806) (1,591) (8,468)
OPERATING ASSETS EMPLOYED 104,462 100,791 101,172 97,564
Net long-term debt (28,500) (25,000) (28,500) (25,000) 11
Other long-term liabilities (33,998) (86,830) (83,867) (36,653)
LONG-TERM LIABILITIES (62,498) (61,830) (62,367) (61,653)
SHAREHOLDER’S EQUITY (41,964) (38,961) (39,345) (35,911) 7
NET FUNDS EMPLOYED (104,462) (100,791) (101,712) (97,564)

See page 39 for detailed analysis.

The Board of Directors of Airways Corporation of New Zealand Limited authorised these financial statements for issue on 30 August 2007 .

4 6\3 /ﬁi}\}k_;\\

CONSTANTINE ANASTASIOU ANNE URLWIN
CHAIRMAN DIRECTOR
30 August 2007 30 August 2007

This statement is to be read in conjunction with the Notes to the Financial Statements on pages 41 — 53.
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STATEMENT OF FINANCIAL POSITION DETAILED ANALYSIS CONVENTIONAL
(Al figures in $NZ thousands unless otherwise stated)
AS AT 30 JUNE GROUP PARENT NOTES
2007 2006 2007 2006

OTHER NON-CURRENT ASSETS

Parts inventory 1,405 1,272 1,345 1,272
Other non-current assets 84 84 84 84
1,489 1,356 1,429 1,356
CURRENT ASSETS
Cash and cash equivalents 853 1,485 853 1,485 10
Trade accounts receivable 14,949 13,5883 10,727 11,4883 6
Receivables relating to abnormal items 20,456 - 20,456 -
Prepayments and other receivables 202 1,080 598 555
Current tax assets 2,228 2,504 2,715 3,079
38,688 18,652 35,349 16,602

CURRENT LIABILITIES

Trade accounts payable 4,543 1,848 4,492 1,819

Interest payable 465 164 465 164

Employee related liabilities 4127 4,419 4,003 4,335

Pay related liabilities 10,195 9,934 10,195 9,934 6

Customer rebates 1,689 4,849 1,689 4,849

Other accrued liabilities 2,041 1,891 1,613 1,885 6

Miscellaneous payables (144) 1,353 (517) 2,084

Loan facility — current 15,000 - 15,000 - 11
37,916 24,458 36,940 25,070

NET LONG-TERM DEBT

Loan facility — unsecured 28,500 25,000 28,500 25,000 11

28,500 25,000 28,500 25,000

OTHER LONG-TERM LIABILITIES

Deferred tax liability/(asset) 2,885 3,701 2,755 3,524 9

Relocation provision 496 496 496 496

Deferred income 26,032 27,961 26,032 27,961 15

Pay related liabilities 4,584 4,672 4,584 4,672 6
33,997 36,830 33,867 36,653

This statement is to be read in conjunction with the Notes to the Financial Statements on pages 41 — 53.
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STATEMENT OF CASH FLOWS CONVENTIONAL
(Al figures in $NZ thousands unless otherwise stated)
FOR THE YEAR TO 30 JUNE GROUP PARENT NOTES
2007 2006 2007 2006

CASH FLOWS FROM OPERATING ACTIVITIES
CASH WAS PROVIDED FROM:
Receipts from customers 123,491 126,993 117,250 117,795

Interest received 375 176 375 176

CASH WAS APPLIED TO:

Payments to suppliers (25,507) (29,802) (19,637) (20,763)
Payments to employees (73,805) (71,577) (73,826) (71,577)
Interest paid (2,764) (1,756) (2,764) (1,756)
Goods and Services tax (105) 134 127 142
Payment of Income tax (4,269) (4,331) (4,288) (4,336)
NET CASH FLOWS FROM OPERATING ACTIVITIES 17,416 19,837 17,237 19,681 13

CASH FLOWS FROM INVESTING ACTIVITIES
CASH WAS PROVIDED FROM:

Sale of fixed assets 755 530 755 530

CASH WAS APPLIED TO:

Purchase of fixed assets (34,313) (17,776) (34,134) (17,620)
Labour costs capitalised 3,010 (2,679) 3,010 (2,679)
NET CASH FLOWS FROM INVESTING ACTIVITIES (30,548) (19,925) (30,369) (19,769)

CASH FLOWS FROM FINANCING ACTIVITIES
CASH WAS PROVIDED FROM:

Loan facility 18,500 4,000 18,500 4,000

CASH WAS APPLIED TO:

Payment of dividends (6,000) (8,000) (6,000) (8,000)
NET CASH FLOWS FROM FINANCING ACTIVITIES 12,500 (4,000) 12,500 (4,000)
NET (DECREASE)/INCREASE IN CASH HELD (632) (4,088) (632) (4,088)

Cash at the beginning of the year 1,485 5,573 1,485 5,573
CASH AT THE END OF THE PERIOD 853 1,485 853 1,485

This statement is to be read in conjunction with the Notes to the Financial Statements on pages 41 — 53.
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NOTES TO THE FINANCIAL STATEMENTS

NOTE 1. STATEMENT OF ACCOUNTING POLICIES

A. REPORTING ENTITY

These financial statements have been prepared in accordance
with the requirements of the Companies Act 1993, the
Financial Reporting Act 1993 and the State-Owned
Enterprises Act 1986.

These financial statements are for Airways Corporation of New
Zealand Limited (ACNZ) and its wholly owned subsidiaries,
Airways International Limited (AIL), Airways Equipment Limited
(AEL), Airways Training Limited (ATL) and Zero Holdings
Limited. All companies are registered under the Companies
Act 1993.

MEASUREMENT BASIS

The financial statements have been prepared on the basis of
historical cost with the exception of certain items for which
specific accounting policies are identified.

BASIS OF CONSOLIDATION

(i) Subsidiaries
ACNZ refers to the Group: Airways Corporation of New
Zealand Limited, as well as its wholly owned subsidiaries.
The terms “Group” and “Parent” in these financial
statements refer to ACNZ and Airways Corporation of
New Zealand Limited respectively. The purchase method
has been used to consolidate ACNZ. All companies
comprising ACNZ share 30 June as a balance date.

(ii) Joint Ventures
The Group’s interests in jointly controlled entities are
accounted for using the equity method of consolidation.

The Group’s share of its joint venture post-acquisition
profits or losses is recognised in the income statement,
and its share of post-acquistion movements in reserves
is recognised in reserves. The cumulative post-acquistion
movements are adjusted against the carrying amount
of the investment. When the Group’s share of losses in
a joint venture equals or exceeds it’s interest in the joint
venture, including any other unsecured receivables, the
Group does not recognise further losses, unless it has
incurred obligations or made payments on behalf of the
joint venture.

m

CONVENTIONAL

CASH AND CASH EQUIVALENTS

Any cash or cash deposit which is free for use in the day-to-
day running of ACNZ is defined, in the Statement of Financial
Position, as cash and cash equivalents.

TRADE ACCOUNTS RECEIVABLE
Receivables are stated at their expected realisable value.

PARTS INVENTORY
Parts inventory is stated at the lower of cost and net realisable
value. Cost is determined on a weighted average cost basis.

FIXED ASSETS

Fixed assets are initially recorded at cost. Cost is determined
by including all costs directly associated with bringing the fixed
assets to their location and condition. The value of fixed assets
includes financing and computer software programming costs.

Capital work in progress includes all expenditure to date on

all assets partially completed. Fixed assets no longer required
and ultimately intended for sale or disposal are valued at the
lower of cost or estimated realisable value. Changes in this
value are included in the Statement of Financial Performance.
Gains or losses on the disposal of fixed assets are included in
the Statement of Financial Performance and are calculated as
the difference between the sale price and the carrying value
of the fixed asset. If the recoverable amount of a fixed asset

is less than its carrying amount, the item is written down to its
recoverable amount. The write down of a fixed asset recorded
at historical cost is recognised as an expense in the Statement
of Financial Performance.

DEPRECIATION

The cost of all fixed assets (excluding freehold land) less their
estimated residual value is written off in equal instalments over
the estimated useful life of each fixed asset. Estimated useful
lives are reviewed annually to consider factors that may affect
economic life including, but not limited to:

— Deterioration through use

— The effects of the physical environment

— Obsolescence through technological development

— Lease terms or other contractual arrangements
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NOTES TO THE FINANCIAL STATEMENTS

NOTE 1. STATEMENT OF ACCOUNTING POLICIES CONT.

USEFUL ECONOMIC LIVES

Land
Buildings:

Freehold

Leasehold
Computers and furniture
Plant and equipment
Motor vehicles

Capital work in progress

I.  BUSINESS DEVELOPMENT COSTS
General research and business development costs are
expensed in the period in which they are incurred.

Development costs specifically attributable to a project shall
be capitalised and amortised over the life of the associated
revenue stream. Such assets will be subject to an annual
impairment review.

J.  PAY-RELATED ESTIMATED LIABILITIES
A liability for annual leave, long service leave and retiring

leave is accrued and recognised in the Statement of Financial

Position. The liability is equal to the present value of the
estimated future outflows as a result of employee services
provided at balance date. Where it is necessary, actuarial
estimates of future demographic trends and employee
remuneration are used to calculate these liabilities.

K. GOODS AND SERVICES TAX (GST)
The Statement of Financial Performance and the Cash Flow
Statement have been prepared so that all components are

stated exclusive of GST. All items in the Statement of Financial

Position are stated net of GST except for Receivables and
Payables.

CONVENTIONAL

DEPRECIATION ACTUAL WEIGHTED
RANGE AVERAGE

not depreciated not depreciated

10 — 40 years 28 years
8 — 40 years 18 years
3-10years 7 years
4 - 20 years 11 years

4 — 6 years 4 years

not depreciated not depreciated

TAXATION

The income tax expense in the Statement of Financial
Performance is calculated on the surplus before tax after
adjusting for non-assessable income and non-deductible
costs. Any difference that arises between the tax expense in
the Statement of Financial Performance and current tax liability
is held in the deferred tax account. Deferred tax, calculated
using the comprehensive liability method, includes the impact
of all timing differences between accounting and taxable
income. Future tax benefits are included in the Statement of
Financial Position only if there is virtual certainty of recovery

in the foreseeable future. Any future income tax benefits
recognised on tax losses prior to realisation are subject to the
requirements of income tax legislation being met.

FINANCIAL INSTRUMENTS

ACNZ uses financial instruments to manage foreign exchange
and interest rate risks. The costs associated with these
financial instruments are spread over the life of the instrument.
The financial instruments are at fair value unless stated
otherwise in the accounts. Transactions are reported inclusive
of any related financial instruments. For example, if a fixed
interest loan is converted into floating rate debt using a swap
instrument, the loan would be described as floating in these
financial statements.
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NOTES TO THE FINANCIAL STATEMENTS CONVENTIONAL

NOTE 1. STATEMENT OF ACCOUNTING POLICIES CONT.

N. FOREIGN CURRENCY Q. CHANGES IN ACCOUNTING POLICIES
Transactions in foreign currencies are converted to New There have been no changes in the accounting policies.
Zealand dollars using rates at the date of the transaction.
Costs of hedging contracts are recognised evenly over the life NOTE 2. NATURE OF BUSINESS
of the hedged transactions. Assets and liabilities held in foreign
currencies are translated at the exchange rate at balance ACNZ’s principal business is air navigation services within New
date, except where specific hedges exist. Foreign exchange sealand.
gains and losses are included in the Statement of Financial In addition to this ACNZ and AlL are involved in:
Performance, except where foreign currency deposits are held
to cover specific future commitments. INTERNATIONAL:
— Air navigation services and maintenance of systems;
O. LEASES — Consultancy;
ACNZ leases certain land, buildings, plant and equipment. - Training.
Finance leases, which effectively transfer to the Company
substantially all the risks and benefits of ownership are RETAILING AVIATION RELATED PUBLICATIONS
capitalised in the present value of minimum lease payments. These other business activities are not separately reported.
Operating lease payments, where the lessors effectively retain
the risks and benefits of ownership of the leased items, are
included in the Statement of Financial Performance in equal
instalments over the lease term.
P. CASH FLOW STATEMENT

Cash payments and receipts have been classified in the
Statement of Cash Flows as follows:

Operating Activities
— Receipts and payments associated with Air Navigation
Services and supporting activities.

Investing Activities

— Purchase and sale of fixed assets;

— Placement and use of funds earmarked to pay for future
commitments.

Financing Activities

—  Borrowing from and repayments to ACNZ’s providers of
finance;

— Payments of dividends;

— Proceeds from specific financial transactions.
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NOTES TO THE FINANCIAL STATEMENTS CONVENTIONAL
(All figures in $NZ thousands unless otherwise stated)
FOR THE YEAR TO 30 JUNE GROUP PARENT NOTES
2007 2006 2007 2006
NOTE 3. OTHER OPERATING COSTS
Auditor Remuneration 156 179 156 179 4
Bad debts (recovered) 31 (85) 31 (85)
Directors’ Fees (including expenses) 225 214 225 214
(Surplus)/deficit on disposal of assets (1,635) (44) (1,639) (44)
Foreign Exchange losses/(gains) 100 (77) 100 (77)
Amortisation of development costs 323 350 - 36
NOTE 4. AUDITORS’ REMUNERATION
FOR FINANCIAL STATEMENT AUDIT SERVICES AS AN AGENT
OF THE AUDITOR-GENERAL
PricewaterhouseCoopers 111 105 111 105
FOR OTHER SERVICES
PricewaterhouseCoopers 45 74 45 74
156 179 156 179 3
NOTE 5. TAXATION
Net surplus before taxation from the Statement 12,732 11,421 13,317 10,842
of Financial Performance
TAX AT 33% 4,202 3,769 4,395 3,578
PERMANENT DIFFERENCES FROM:
Non-deductible items (106) 66 (159) 71
Tax rate change on Deferred Tax (389) - (875) -
Prior period adjustments 22 12 22 3
TOTAL TAX EXPENSE IN THE STATEMENT
OF FINANCIAL PERFORMANCE 3,729 3,847 3,883 3,652
REPRESENTED BY:
Current 4,545 2,697 4,652 2,516
Deferred (816) 1,150 (769) 1,136
3,729 3,847 3,883 3,652
At 31 March 2007 ACNZ had imputation credits available to shareholders of $172,453 (2006 $621,099) and $1,877,035 at 30 June 2007
(2006 $534,821).




AIRWAYS NEW ZEALAND 2007 ANNUAL REPORT Il 45

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR TO 30 JUNE

NOTE 6. OTHER BALANCES INCLUDED IN THE STATEMENT
OF FINANCIAL POSITION
MOVEMENT IN THE PROVISION FOR BAD DEBTS
Opening balance
Bad debts written off
New bad debts provided for
CLOSING BALANCE

AMOUNTS (PAYABLE TO)/OWING FROM
SUBSIDIARIES

PAY RELATED PROVISIONS
Balance at beginning of year
Current year provision

BALANCE AT END OF YEAR

OTHER ACCRUED LIABILITIES
Balance at beginning of year
Current year provision
Expense incurred

BALANCE AT END OF YEAR

NOTE 7. SHAREHOLDERS’ EQUITY
EQUITY INCLUDES:
Share capital

Retained earnings

ACNZ has paid up capital of $41.1 million (2006 $41.1 million) issued and fully paid ordinary shares which confer on the holders the
right to vote at any annual general meeting of Airways. This consists of 41,100,000 fully paid shares. In the prior year ACNZ paid
greater dividends than accumulated net operating surpluses after tax, and therefore the company has a negative balance in closing

retained earnings.

CONVENTIONAL
(All figures in $NZ thousands unless otherwise stated)
GROUP PARENT NOTES
2007 2006 2007 2006
858 344 748 190
862 48 862 48
404 562 404 606
400 858 290 748
— - (779) 1,706 17
14,606 13,768 14,606 13,768
173 838 173 838
14,779 14,606 14,779 14,606
1,891 1,657 1,885 846
2,041 1,891 1,613 1,885
(1,891) (1,657) (1,885) (846)
2,041 1,891 1,613 1,885
41,100 41,100 41,100 41,100
864 (2,139) (1,755) (5,189)
41,964 38,961 39,345 35,911
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NOTES TO THE FINANCIAL STATEMENTS

LAND LAND BUILDINGS

FREEHOLDP LEASEHOLD FREEHOLDP
NOTE 8. FIXED ASSETS
COSsT
As at 30 June 2006 1,867 12 15,567
Additions at cost - - 958
Deduct disposals? (1,300) - (5,317)
AS AT 30 JUNE 2007 567 12 11,207
DEPRECIATION
As at 30 June 2006 - - 7,872
Charge for period - - 638
Deduct disposals? - - (1,612)
AS AT 30 JUNE 2007 - - 6,898
NET BOOK VALUE
AS AT 30 JUNE 2007 567 12 4,309
Depreciation
charge 2006 - - 661
NET BOOK VALUE
AS AT 30 JUNE 2006 1,867 12 7,695

There are no assets intended for sale in Fixed Assets.

Fixed Asset balances apply to both the Group and Parent.

Valuations are dated from 1 September 2002 to 14 March 2006.

BUILDINGS
LEASEHOLD

14,733

(107)

14,626

13,122
339
83

13,379

1,247

659

1,611

PLANT
AND
EQUIPMENT

138,194
28,970
(1,400)

165,764

94,637
10,677
(1,151)

104,163

61,601

9,860

43,557

a Includes transfers between work in progress and asset classes, and assets written off.

CONVENTIONAL

(All figures in $NZ thousands unless otherwise stated)

COMPUTERS
AND
FURNITURE

34,210
3,558
(456)

37,312

19,935
3,544
(439)

23,040

14,272

3,260

14,275

MOTOR
VEHICLES

1,384
228
(98)

1,514

1,027
172
©7)

1,102

412

220

357

WORK IN TOTAL
PROGRESS

35202 241,169
17,198 50,911
(33,708)  (42,386)

18,692 249,694

- 136,593
- 15370
- (3,381)
- 148,582

18,692 101,112

- 14,660

35,202 104,576

b The valuation of land and freehold buildings is $12,194,850 (2006 $9,901,150) as per Quotable Value New Zealand.

Certain fixed assets within the Plant and Equipment are subject to a cross border lease arrangement. The arrangement does not impose
any restrictions on these assets which would affect the ability to use them in day-to-day operations.
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NOTES TO THE FINANCIAL STATEMENTS CONVENTIONAL
(All figures in $NZ thousands unless otherwise stated)
GROUP PARENT
2007 NET 2006 2007 NET 2006
MOVEMENT MOVEMENT
NOTE 9. (DEFERRED TAX LIABILITY)/
FUTURE TAX BENEFIT
THE (DEFERRED TAX LIABILITY)
INCLUDES:
Deferred tax liability (2,885) 816 (8,701) (2,755) 769 (8,524)
(2,885) 816 (3,701) (2,755) 769 (3,524)
REPRESENTED BY:
Pay-related provisions not allowed 4,978 (130) 5,108 4,978 (130) 5,108
until they are actually paid
Difference between IRD and (7,457) 1,625 (8,982) (7,457) 1,525 (8,982)
ACNZ'’s depreciation rates
Other (406) (579) 173 (276) (626) 350
(2,885) 816 (3,701) (2,755) 769 (3,524)

NOTE 10. CASH AND CASH EQUIVALENTS

Cash and cash equivalents earned an average interest of 7.39 percent (2006 7.96 percent).

Foreign currency deposits with a term of less than one year earned average interest at a rate of 3.94 percent (2006 2.02 percent).

NOTE 11. LONG-TERM DEBT

The term loan and stand-by facility agreements allow ACNZ to borrow up to $60 million. At present ACNZ has drawn $43.5 million of this
funding line. On 24 July 2007 $15 million was repaid from the proceeds of the Christchurch Tech Park sale and leaseback transaction.
The loan agreements have a term of three years and have a floating interest rate set quarterly and daily respectively. The average interest
rate of the facilities was 7.55 percent over the year (2006 6.96 percent). The present term loan facility expires in January 2008 and will be
renewed for another three year term.

NOTE 12. FINANCIAL INSTRUMENTS
CURRENCY AND INTEREST RATE RISK

Currency
ACNZ has a policy of hedging known foreign currency exposures.

ACNZ has foreign currency transactions which are certain, and are hedged as they arise. Foreign exchange contracts and foreign
exchange options are the instruments utilised to hedge these transactions.

ACNZ is committed to settle the following exchange contracts:
Purchase contracts at face value of $NZ8.04 million (2006 $NZ11.87 million),

Sale contracts of $NZ2.74 million (2006 $NZ1.46 million).
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NOTES TO THE FINANCIAL STATEMENTS CONVENTIONAL

(All figures in $NZ thousands unless otherwise stated)
NOTE 12. FINANCIAL INSTRUMENTS CONT.

Interest Rate
ACNZ monitors interest rates on an ongoing basis and uses swaps, forward rate agreements and interest rate options to reduce the
company'’s exposure to adverse movements in interest rates.

The portion of ACNZ’s existing debt which is covered by interest rate contracts is as follows:

GROUP PARENT
TERM 2007 2006 2007 2006
Term loan facility (cap/floor) 14/04/05 — 14/04/07 - 7,000 - 7,000
Term loan facility (swap) 28/03/03 — 28/03/08 5,000 5,000 5,000 5,000
Term loan facility (swap) 27/09/04 — 29/09/11 5,000 5,000 5,000 5,000
Term loan facility (cap/floor) 16/04/07 — 16/04/09 8,000 - 8,000 -
Term loan facility (cap/floor) 15/05/07 — 17/05/10 5,000 - 5,000 -

CONCENTRATION OF CREDIT RISK
ACNZ’s five largest customers account for 89.3 percent (2006 84 percent) of total Airways charges and trade accounts receivable at
balance date.

FAIR VALUES

The following methods and assumptions were used to estimate the fair values for each class of financial instruments:
The carrying values of cash, receivables, payables and borrowing are equivalent to their fair values.

The cost of the investment is equivalent to its fair value.

Forward rate agreements (FRA's), forward rate option agreements, swaps, foreign exchange contracts and foreign exchange options
would have value if they were traded in the treasury markets. In accordance with accounting policy i.e. Note 1 M, these market values
are not included in the Statement of Financial Position. These traded values are cash benefits or (costs). The indicative market values are

as follows:
GROUP PARENT
TERM 2007 2006 2007 2006
Forward rate option agreements (caps/floors) 14/04/05 — 14/04/07 - 35 - 35
Forward rate option agreements (caps/floors) 16/04/07 — 17/05/10 178 - 178 -
Interest rate swaps 28/03/03 — 29/09/11 330 101 330 101

Foreign exchange contracts 07/06/05 — 27/11/09 (170) 1,268 (170) 1,268
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NOTE 13. RECONCILIATION OF NET SURPLUS
WITH CASH FLOW

Net surplus/(deficit) after taxation from the Statement
of Financial Performance

ADD NON CASH ITEMS

Accounting (gain)/loss on sale of fixed assets
Amortisation of development costs
Depreciation

Share of loss/(profit) from Joint Venture

TOTAL ADJUSTMENTS FOR ITEMS IN SURPLUS
NOT IMPACTING CASH FLOW

ADD MOVEMENTS IN WORKING CAPITAL ITEMS
(Decrease)/increase in payables
Decrease/(increase) in receivables

TOTAL ADJUSTMENTS FOR ITEMS NOT
IN SURPLUS IMPACTING CASH FLOW

NET CASH INFLOW FROM OPERATING
ACTIVITIES

NOTE 14. COMMITMENTS

OPERATING LEASE COMMITMENTS

Lease commitments under non-cancellable operating leases:

Less than one year
One to two years
Two to five years
Over five years

TOTAL OPERATING LEASE OBLIGATIONS

GROUP

2007

9,003

(1,635)
323
15,370

161

14,219

(4,312)

(1,493)

(5,806)

17,416

GROUP
2007
2,687
2,734
7,954
6,359

19,734

These lease commitments relate to signed leases or agreements to lease.

CAPITAL COMMITMENTS

2006

7,574

(44)
350

14,660

14,966

(3,332)

629

(2,703)

19,837

2006
3,082
1,250
3,611
5,401

13,344

CONVENTIONAL

(All figures in $NZ thousands unless otherwise stated)

PARENT

2007

9,434

(1,635)

15,370

13,735

(7,787)

1,855

(5,932)

17,237

PARENT
2007
2,687
2,734
7,954
6,359

19,734

2006 NOTES

7,190

(44)
36

14,660 8

14,652

(2,106)

(59)

(2,161)

19,681

2006 NOTES
3,082
1,250
3,611
5,401

13,344

At balance date ACNZ had total capital commitments of $19.89 million (2006 $30.63 million). ACNZ will fund this programme through
operating cash flow and increased debt (whilst remaining within current loan facilities and covenants).
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NOTE 15. CONTINGENT LIABILITIES

ACNZ has entered into a cross border lease of certain assets that has resulted in a guarantee fee that will be recognised over the period
of the lease. An amount of $1,228,333 (2006 $1,228,333) has been recognised in the current year and the unrecognised amount is
disclosed as deferred revenue.

ACNZ provided certain guarantees and indemnities to various participants in the cross border transaction. If certain events occur, ACNZ
could be liable to make additional payments. The underlying exposures against which these guarantees and indemnities have been
provided are substantial. The Directors consider, based on external advice, that unless exceptional, extreme and unlikely circumstances
arise, ACNZ will not be required to make significant payments under these guarantees and indemnities. The likelihood of losses in
respect of these guarantees is considered to be remote.

NOTE 16. OWNERSHIP
ACNZ is a state-owned enterprise, wholly owned by the New Zealand government. Its shareholders are the Minister of Finance and
the Minister of State Owned Enterprises. Airways International Limited, Airways Equipment Limited, Airways Training Limited and Zero
Holdings Limited are wholly owned by Airways Corporation of New Zealand Limited.

COUNTRY OF PERCENTAGE PRINCIPAL
INCORPORATION SHAREHOLDING ACTIVITIES
Zero Holdings Limited New Zealand 100% Non-Trading
Airways International Limited New Zealand 100% Air Navigation Services, maintenance

of systems, consultancy and training

Airways Equipment Limited New Zealand 100% A participant in a cross border lease
transaction entered into by ACNZ

Airways Training Limited New Zealand 100% Holding company

Aviation English Services New Zealand 50% Aviation English Training Joint Venture

NOTE 17. RELATED PARTIES

ACNZ assumes responsibility for the tax liability of AL $111,478 (2006 $211,349). A management fee was charged to AlL by the
Parent of $4,641,468 (2006 $3,988,132). ACNZ was charged a rental fee by AEL of $1,213,350 (2006 $1,213,350) and received a
management fee of $1,200,000 (2006 $1,200,000) from AEL.

NOTE 18. SUBSEQUENT EVENTS

There have been no significant events occurring since balance date requiring disclosure.

NOTE 19. SEGMENTAL INFORMATION

ACNZ operates predominantly in one industry, the provision of Air Navigation Services. ACNZ'’s operations are predominantly carried out
in New Zealand and are therefore within one geographical segment for reporting purposes.

NOTE 20. NEW ZEALAND EQUIVALENTS TO INTERNATIONAL FINANCIAL REPORTING STANDARDS (NZ IFRS)

The Accounting Standards Review Board (ASRB) announced in December 2002 that reporting entities will be required to adopt the New
Zealand equivalents to International Financial Reporting Standards (“NZ IFRS”) for the financial periods commencing on or after 1 January
2007. Subsequent to the announcement a stable platform of NZ IFRS was approved in November 2004.

Airways reported in its previous financial statements that it will prepare financial statements under NZ IFRS for the year ended 30 June
2008, including comparative financial information for the year ended 30 June 2007.

The project team established last year has completed the review of the transition to NZ IFRS and the transition balance sheet and
financial information as at 30 June 2006 in compliance with NZ IFRS. The adjustments required on transition will be made retrospectively
against opening retained earnings.
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NOTE 20. NEW ZEALAND EQUIVALENTS TO INTERNATIONAL FINANCIAL REPORTING STANDARDS (NZ IFRS) CONT.

The areas of significant difference for Airways on transition to NZ IFRS and their impacts on the financial statements are set out below:

DEEMED COST - NZ IFRS 1

Under NZ IFRS Airways could elect to measure an item of property, plant and equipment at its fair value and use that fair value as its
deemed cost. Airways has elected to revalue a group of assets under this option which will result in the cost of land increasing by
$9,269,477 and buildings decreasing by $401,990.

DERIVATIVE FINANCIAL INSTRUMENTS - NZ IAS 39

Accounting for financial instruments under NZ IFRS requires all derivative contracts to be carried at fair value on the balance sheet.

NZ IFRS is very prescriptive on when a derivative contract can be considered an effective hedge of an underlying position or future cash
flow. If a financial transaction does not qualify for hedge accounting, the mark to market fair value movement will be taken to the income
statement. If it does qualify for hedge accounting, the mark to market fair value movement will be taken to a reserve within equity for
the cash flow hedges or directly to the income statement for fair value hedges. Under NZ GAAP the fair value of derivative instruments
is disclosed in the notes to the financial statements and is only recognised on the balance sheet when the related asset or liability is
recognised.

Airways has adopted hedge accounting and a strict documentation regime for designating hedges. The application of NZ IFRS 39 is a
complex issue requiring Airways to implement a strict documentation regime and the adoption of hedge accounting.

The adoption of NZ IFRS 39 resulted in a gain on fair value of designated FX contracts of $1,288,075, of which $707,993 is a current
asset and $580,082 is a non-current asset portion. The loss on fair value of designated FX contracts, which must be disclosed
separately, was a current liability of $20,237. The foreign currency denominated accounts receivable, which were previously translated
at the FX forward hedge contract rate under NZ GAAP, were restated to spot resulting in a gain of $61,921 and increasing accounts
receivable. These are offset by the small ineffectiveness of $600 on the FX contracts.

Combined, these entries created a reserve for the fair value of FX contracts of $859,055 (after the tax effect). The interest rate swaps and
options gave rise to a gain on the fair value of designated hedges of $134,097 and a corresponding reserve for the fair value of option/
swap contracts of $89,845 (after the tax effect).

DEVELOPMENT COSTS - NZ IAS 38

NZ GAAP currently allows Airways to capitalise some business development costs specifically attributable to projects and amortise these
over the life of the associated revenue stream. Under NZ IFRS certain capitalised costs will be expensed to the income statement on
transition to NZ IFRS. In particular Airways market research costs (where planning and prospect work in undertaken) is no longer able to
be capitalised. The application of this standard has resulted in the writing off of $665,530 of development assets as the assets do not
meet the recognition test for this type of asset under NZ IFRS.

DEFERRED TAX - NZ IAS 12

Under NZ GAAP, Airways accounts for deferred tax on a comprehensive basis using the liability method. This method involves
recognising the tax effect of all timing differences between accounting and taxable income as a deferred tax asset or liability in the
balance sheet. Under NZ IFRS deferred tax is recognised on all temporary differences between accounting and tax values for each asset
and liability. This is known as the balance sheet approach. The adjustments that have arisen from the application of this standard were
twofold.

Firstly there was the deferred tax adjustments arising from the application of the other standards and secondly the impact of a tax
balance sheet approach to deferred tax calculation as required under NZ IAS 12. The only adjustment under the balance sheet approach
relates to the deferred tax not previously recognised on the differences on cost of the buildings for accounting and tax purposes where
an additional deferred tax liability of $256,354 was required.

INTANGIBLE ASSETS - NZ IAS 38 & 16

NZ IFRS applies a new test for the recognition of software as Property, Plant & Equipment (PP&E). The essence of the test is that if

an item of PP&E cannot operate without specific software that is an integral part of the related hardware, it is treated as PP&E. The
operating system of a computer falls into this category. When the software is not an integral part of the related hardware, the computer
software is an intangible asset. Where the test is not met the software is reclassified as an intangible asset. This has meant the
reclassification of assets with a book value of $2,269,132 from PP&E to Intangible Assets.
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NOTE 20. NEW ZEALAND EQUIVALENTS TO INTERNATIONAL FINANCIAL REPORTING STANDARDS (NZ IFRS) CONT.

Summary of NZ IFRS Adjustments:

IFRS OPENING
BALANCE BALANCE
SHEET DEEMED HEDGE INTANGIBLE DEFERRED SHEET
NZz$ ‘000 30 JUNE 2006 COST ACCOUNTING ASSETS TAX 1 JULY 2006
Current Assets 18,652 - 905 - - 19,557
Non-current Assets 106,597 8,867 508 (665) - 115,379
TOTAL ASSETS 125,249 8,867 1,485 (665) - 134,936
Current Liabilities 24,458 - 20 - - 24,478
Non-current Liabilities 61,830 - - - (125) 61,705
TOTAL LIABILITIES 86,288 - 20 - (125) 86,183
Net Assets 38,961 8,867 1,465 (665) 125 48,753
Share Capital 41,100 - - - - 41,100
Reserves (2,139) - 1,417 - (468) (1,190)
Retained Earnings — - 8,867 48 (665) 593 8,843
IFRS Adjustments
TOTAL SHAREHOLDER

EQUITY 38,961 8,867 1,465 (665) 125 48,753
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NOTES TO THE FINANCIAL STATEMENTS

NOTE 21. JOINT VENTURE

The Group has a 50% participating interest in Aviation English Services, New Zealand. Under the Joint Venture, profits and losses are
shared equally. The Joint Venture runs its operation under the name Aviation English Services.

FOR THE YEAR TO 30 JUNE NZ$ ‘000

FINANCIAL PERFORMANCE

THE GROUP’S OPERATING REVENUES AND SHARE OF
EXPENSES FOR THE YEAR, EQUITY ACCOUNTED, WAS:

Revenue
Expenses

NET CONTRIBUTION TO OPERATING SURPLUS

FINANCIAL POSITION
CURRENT ASSETS

Trade Receivables

NON-CURRENT ASSETS

Intangible Assets

Other

SHARE OF TOTAL ASSETS INCLUDED IN GROUP

CURRENT LIABILITIES
Bank
Trade Creditors
Accrued Liabilities

Loan - ACNZ

NET ASSETS EMPLOYED IN THE JOINT VENTURE

INTERESTS IN JOINT VENTURE
CARRYING VALUE

At beginning of year

Joint Venture Investment

Share of recognised revenues and expenses

BALANCE AT END OF YEAR

GROUP

2007

79
(240)

(161)

17

17

660

661
678

(51)

@7)
(105)
(184)
494

662
(161)

501

CONVENTIONAL

PARENT

2007 2006
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PRICEWATERHOUSE(QOPERS

AUDIT REPORT CONVENTIONAL

TO THE READERS OF AIRWAYS CORPORATION OF NEW ZEALAND LIMITED
AND GROUP’S FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 JUNE 2007

The Auditor-General is the auditor of Airways Corporation of New Zealand Limited, (the “Company”) and the Group comprising
the Company and its subsidiaries. The Auditor-General has appointed me, John Meehan, using the staff and resources of
PricewaterhouseCoopers, to carry out the audit of the financial statements of the Company and Group, on his behalf, for the
year ended 30 June 2007.

Unqualified opinion
In our opinion:
The financial statements of the Company and Group on pages 36 to 53:
— comply with generally accepted accounting practice in New Zealand; and
— give a true and fair view of:
— the Company and Group’s financial position as at 30 June 2007; and
— the results of operations and cash flows for the year ended on that date.
— Based on our examination the Company kept proper accounting records.
The audit was completed on 30 August 2007, and is the date at which our opinion is expressed.

The basis of the opinion is explained below. In addition, we outline the responsibilities of the Board of Directors and the Auditor,
and explain our independence.

Basis of opinion

We carried out the audit in accordance with the Auditor-General’s Auditing Standards, which incorporate the New Zealand
Auditing Standards.

We planned and performed the audit to obtain all the information and explanations we considered necessary in order to obtain
reasonable assurance that the financial statements did not have material misstatements, whether caused by fraud or error.

Material misstatements are differences or omissions of amounts and disclosures that would affect a reader’s overall
understanding of the financial statements. If we had found material misstatements that were not corrected, we would have
referred to them in our opinion.

The audit involved performing procedures to test the information presented in the financial statements. We assessed the
results of those procedures in forming our opinion.

Audit procedures generally include:

— determining whether significant financial and management controls are working and can be relied on to produce complete
and accurate data;

— verifying samples of transactions and account balances;

— performing analyses to identify anomalies in the reported data;

— reviewing significant estimates and judgements made by the Board of Directors;

— confirming year-end balances;

— determining whether accounting policies are appropriate and consistently applied; and

— determining whether all financial statement disclosures are adequate.

We did not examine every transaction, nor do we guarantee complete accuracy of the financial statements.

We evaluated the overall adequacy of the presentation of information in the financial statements. We obtained all the
information and explanations we required to support our opinion above.
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CONVENTIONAL

Responsibilities of the Board of Directors and the Auditor

The Board of Directors is responsible for preparing financial statements in accordance with generally accepted accounting
practice in New Zealand. Those financial statements must give a true and fair view of the financial position of the Company
and Group as at 30 June 2007. They must also give a true and fair view of the results of operations and cash flows for the year
ended on that date. The Board of Directors’ responsibilities arise from the Public Finance Act 1989 and the Financial Reporting
Act 1993.

We are responsible for expressing an independent opinion on the financial statements and reporting that opinion to you. This
responsibility arises from section 15 of the Public Audit Act 2001 and section 19 (1) of the State-Owned Enterprises Act 1986.

Independence

When carrying out the audit we followed the independence requirements of the Auditor-General, which incorporate the
independence requirements of the Institute of Chartered Accountants of New Zealand.

In addition to the audit we have carried out assignments in the areas of tax advice and other assurance services, which are
compatible with those independence requirements. Other than the audit and these assignments, we have no relationship with
or interests in the Company or Group.

Q 2 /’Q,.g_a@_.‘_d{y.

John Meehan PricewaterhouseCoopers
On behalf of the Auditor-General

Wellington, New Zealand




MATTERS RELATING TO THE ELECTRONIC PRESENTATION
OF THE AUDITED FINANCIAL STATEMENTS

This audit report relates to the financial statements of Airways Corporation of New Zealand Limited, (the “Company”) and
the Group comprising the Company and its subsidiaries for the year ended 30 June 2007 included on the Company’s
website. The Company’s Board of Directors is responsible for the maintenance and integrity of the Company’s website. We
have not been engaged to report on the integrity of the Company’s website. We accept no responsibility for any changes
that may have occurred to the financial statements since they were initially presented on the website.

The audit report refers only to the financial statements named above. It does not provide an opinion on any other
information which may have been hyperlinked to/from these financial statements. If readers of this report are concerned
with the inherent risks arising from electronic data communication they should refer to the published hard copy of the
audited financial statements and related audit report dated 30 August 2007 to confirm the information included in the
audited financial statements presented on this website.

Legislation in New Zealand governing the preparation and dissemination of financial statements may differ from legislation

in other jurisdictions.
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ADDITIONAL FINANCIAL INFORMATION CONVENTIONAL

DIRECTORS’ INSURANCE

The Corporation has arranged Director’s and Officer’s Liability Insurance which includes cover for Directors against loss from any claims
made against them arising from acts in their capacity as Directors. Certain actions are specifically excluded.

DIRECTORS FEES PAID 1/7/06 - 30/6/07

DIRECTOR AMOUNT
C Anastasiou $52,000
D Hamilton $26,000
A Briscoe $15,167
A Urlwin $19,500
H Hipango $26,000
C Ellison $26,000
S Paterson $30,333
G Reeves -
TOTAL $195,000

Note: The above schedule of Directors fees represents the actual date of payment over the period and therefore may not reflect
annualised fees payable.

TOTAL REMUNERATION OVER $100,000

REMUNERATION BAND TOTAL STAFF EXECUTIVE/SENIOR OPERATIONAL

MANAGERS STAFF
$100,000 - $110,000 75 75
$110,000 - $120,000 73 73
$120,000 - $130,000 75 2 73
$130,000 - $140,000 90 2 88
$140,000 - $150,000 45 2 43
$150,000 - $160,000 17 2 15
$160,000 - $170,000 5 2 3

$170,000 - $180,000

$180,000 - $190,000 4 2 2
$190,000 - $200,000 1 |
$200,000 - $210,000 3 3
$210,000 - $220,000 1 |

$220,000 - $230,000
$230,000 - $240,000
$240,000 - $250,000
$250,000 - $260,000 3 3
$260,000 - $270,000
$270,000 - $280,000 2 2
$430,000 - $440,000 1 1

395 23 372
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