AIRASIA BERHAD (“AIRASIA” OR THE “COMPANY”)

SHAREHOLDERS’ APPROVAL AND RATIFICATION FOR THE PROVISION OF FINANCIAL ASSISTANCE IN THE FORM OF PAYMENTS MADE IN ADVANCE BY AIRASIA FOR AND ON BEHALF OF PT INDONESIA AIRASIA (“IAA”) AND THAI AIRASIA CO. LTD. (“TAA”) AND WORKING CAPITAL ADVANCES BY AIRASIA TO IAA AND TAA, BOTH 49%-OWNED COMPANIES OF AIRASIA

1. Introduction

On behalf of the Board of Directors of AirAsia (“Board”), RHB Investment Bank Berhad (“RHB Investment Bank”) wishes to announce the following:
(i) Pursuant to Paragraph 8.23 and Practice Note No. 11/2001 of the Listing Requirements of Bursa Malaysia Securities Berhad (“Bursa Securities”) (“Bursa Securities LR”) on the provision of financial assistance, the Company intends to seek from its shareholders the following:
(a) Ratification for the provision of financial assistance in the form of payments made in advance by AirAsia for and on behalf of IAA and TAA, both 49%-owned companies of AirAsia, for those functions set out below and working capital advances by AirAsia to IAA and TAA totalling approximately RM355 million and RM248 million respectively as at 31 December 2008 (“Ratification”); and
(b) Approval and ratification for the provision of financial assistance in the form of payments made and to be made in advance by AirAsia for and on behalf of IAA and TAA for those functions set out below and working capital advances by AirAsia to IAA and TAA (“Proposed Provision of Financial Assistance”).
(The Ratification and Proposed Provision of Financial Assistance are collectively known as “the Proposals”)

2. DETAILS OF THE PROPOSALS
2.1
Details of the Ratification
AirAsia has, for itself and on behalf of AirAsia’s group of companies (the “AirAsia Group” or “Group”), on an ongoing basis, negotiated the principal operational related contracts in bulk with its key vendors and service providers to meet the requirements of the AirAsia Group. Such contracts and / or practices would place the burden of timely settlement on AirAsia, which essentially means AirAsia having to pay in advance for those functions provided to the Group collectively. Internally within the Group, arrangements have been made for the beneficiary companies within the Group (including IAA and TAA) to reimburse AirAsia for their respective allocated portions. In addition to these payments made in advance by AirAsia to third parties, the Company also provides advances to IAA and TAA for working capital purposes (payments made in advance to third parties and direct working capital advances by the Company shall hereinafter collectively be known as “Amount Owing To AirAsia”). Correspondingly, AirAsia also collects on behalf of the companies within the Group (including IAA and TAA) their online sales revenue (“Amount Owing By AirAsia”). The settlement between AirAsia and its group of companies is principally effected by way of ‘netting-off’ the Amount Owing To AirAsia and Amount Owing By AirAsia (“Net Amount Owing To AirAsia”) although there have been occasions when settlement were made on direct basis i.e. cash settled. As at 31 December 2008, the Amount Owing To AirAsia from IAA and TAA was approximately RM974 million and RM457 million respectively, whilst the Amount Owing By AirAsia to IAA and TAA was approximately RM619 million and RM209 million respectively. As such, the Net Amount Owing To AirAsia by IAA and TAA as at 31 December 2008 was approximately RM355 million and RM248 million respectively (collectively “Total Net Amount Owing To AirAsia”). 
As a result of the arrangements outlined above and based on the Company’s understanding of the Bursa Securities LR, AirAsia is deemed to have provided financial assistance (as defined in Paragraph 8.23 (1) of the Bursa Securities LR) to IAA and TAA. In addition, the amount of financial assistance provided to each of IAA and TAA exceeded 5% of the net tangible assets (“NTA”) of the AirAsia Group as at 31 December 2008. Hence, pursuant to Paragraph 8.23 (2) (c) of the Bursa Securities LR, the Board is seeking shareholders’ ratification of the financial assistance provided by AirAsia to IAA and TAA.

The Company is proposing to enter into Financial Assistance Agreements with IAA and TAA respectively (collectively known as “FA Agreements”) to formalize the provision of financial assistance to IAA and TAA, as provided by the Total Net Amount Owing To AirAsia. In this respect, the proposed FA Agreements will stipulate that the Total Net Amount Owing To AirAsia are to be repaid together with interest calculated at the rate equivalent to the Company’s average cost of borrowings commencing from 1 January 2010 until the Total Net Amount Owing To AirAsia is fully repaid, and such interest to accrue on an annual basis.
The functions provided by AirAsia on a group wide basis to IAA and TAA includes the following:

(i) Maintenance reserve fund with third party engine and airframe lessors
(ii) Aircraft leasing costs
(iii) Aircraft maintenance costs
(iv) Financial services, which includes interest rate hedging, fuel hedging, foreign exchange hedging
(v) Airline operations and commercial services which includes:

(a) Insurances, advertising, human resources, branding, marketing

(b) Aeronautical and route charges

(c) Fuel cost 

(d) Allocated hardware and software maintenance costs for the installation of a centralized system, which includes ticket reservation systems, on-line sales platform

2.2
Details of the Proposed Provision of Financial Assistance
The FA Agreements will also govern the provision of additional and future financial assistance to IAA and TAA in the form of (a) payments made by the Company to third parties (including the Company’s key vendors and service providers) on behalf of IAA and TAA or (b) any indebtedness by IAA and TAA to AirAsia except for indebtedness arising from services performed by the Company on a contractual basis from 1 January 2009. Pursuant to the FA Agreements, the amount of financial assistance to be provided to each of IAA and TAA at any given time shall not exceed 10% of the Group’s NTA based on the latest available audited financial statements.
The aggregate amount of all invoices issued in a given month to IAA and TAA respectively, as provided by the Amount Owing To AirAsia, shall be netted off against any Amount Owing By AirAsia in the same month. A statement particularising the Net Amount Owing To AirAsia shall be issued to IAA and TAA as at the end of each month and such amount shall be payable by IAA and TAA respectively to the Company not later than 30 days from the receipt of the monthly statement, failing which the Company shall be entitled to late payment interest equivalent to the Company’s average cost of borrowings from the due date until payment, and such interest to accrue on a daily basis.
Hence, pursuant to Paragraph 8.23 (2) (c) of the Bursa Securities LR, the Board is seeking the shareholders’ approval for the Proposed Provision of Financial Assistance as the amount of financial assistance provided and to be provided to each of IAA and TAA shall be up to 10% of the Group’s NTA, which will exceed the threshold of 5% of the Group’s NTA as provided in Paragraph 8.23 (2) (c) of the Bursa Securities LR.
Please refer to Section 2.1 above for further details on the functions provided by AirAsia on a group wide basis to IAA and TAA.

2.3 
Rationale for the Proposals
The financial assistance provided / to be provided by the Company to IAA and TAA was / will be necessary to facilitate the ordinary course of business of IAA and TAA as those operational related contracts negotiated / to be negotiated by the Company for the Group’s requirements (including for IAA and TAA) ensure that the Group continues to enjoy lower costs and achieve a profitable operation as a result of the benefits of economies of scale. Further, these arrangements have also enabled / will enable each of the operating companies within the Group (regardless of location) to operate efficiently due to their largely similar cost base as well as with uniformity in their standards of operation and to maintain consistency in their fare pricing to sustain AirAsia Group’s low-fare model system-wide.
3. Information on IAA and Taa
3.1 Background information on IAA
IAA was incorporated under the laws of Indonesia on 6 December 1999 and was registered in Jakarta as a limited liability company for the provision of passenger air transportation services. IAA has an authorized share capital of Indonesian Rupiah (“IDR”)200,000,000,000 comprising 200,000 ordinary shares of IDR1,000,000 each of which 180,000 ordinary shares have been issued and paid up. IAA is principally involved in providing air transportation services.
3.2 Background information on TAA
TAA was incorporated under the laws of Thailand on 19 September 2003 and was registered in Bangkok as a limited liability company for the provision of passenger air transportation services. TAA has a registered share capital of Thai Baht (“THB”)400,000,000 comprising 40,000,000 ordinary shares of THB10 each of which 40,000,000 ordinary shares have been issued and paid up. TAA is principally involved in providing air transportation services.

4. financial effects

The Proposals will not have any effect on the issued and paid up share capital and substantial shareholders’ shareholdings in the Company. In addition, for the financial year ending 31 December 2009, the Proposals will not have any material effects on the earnings, net assets and gearing of the Group. Nevertheless, pursuant to the Ratification, in the event that TAA and IAA do not settle the Total Net Amount Owing To AirAsia, the Board expects dilution in the earnings per share as a result of write-offs on the Total Net Amount Owing To AirAsia in the future.

5. approvals required

The Proposals are subject to approval being obtained from the shareholders of the Company at an EGM to be convened. In addition, the Company will comply with Bank Negara Malaysia’s Foreign Exchange Administration Rules, where applicable, in relation to the Proposals.
6. directors’ and major shareholders’ interestS
The Proposals would not be regarded as related party transactions (“RPT”) as none of the directors and major shareholders as defined in the Bursa Securities LR, and persons connected to the director and major shareholders are interested in the Proposals as they and persons connected to them do not have any direct interest in IAA and TAA (save for the indirect interest in IAA and TAA via the Company) or are entitled to receive any commission or other kinds of benefit from the Company, IAA or TAA in relation to the Proposals.

7. statement by the board of directors

The Board, having considered all aspects of the Proposals, is of the opinion that the Proposals are in the best interests of the AirAsia Group.

Accordingly, the Board recommends that the shareholders of AirAsia vote in favour of the ordinary resolution pertaining to the Proposals to be tabled at an EGM to be convened.
8. OTHER MATTERS
(i) The Company has appointed RHB Investment Bank as the Adviser for the Proposals.

(ii) AirAsia, IAA and TAA will, on a later date, execute the FA Agreements, and AirAsia will make the relevant announcement upon execution of the FA Agreements. 

(iii) Upon signing a copy each of the FA Agreements will be made available for inspection at the registered office of AirAsia at 25-5 Block H, Jalan PJU 1/37, Dataran Prima, 47301 Petaling Jaya, Selangor Darul Ehsan, Malaysia, from Mondays to Fridays (except public holidays) during business hours for a period of 3 months from the respective date(s) of execution. 
This announcement is dated 6 July 2009.
