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SOUTH AFRICAN EXPRESS AIRWAYS (SAX): STATUS OF THE AIRLINE 
1. INTRODUCTION
The provisional liquidation SA Express Airways (SAX), a State-owned entity and a regional airline has been extended to April 29, 2021. The announcement was made by the Department of Public Enterprises (DPE) and comes only eight months after the airline was placed under provisional liquidation when the business rescue process failed. At the time the airline entered into business rescue, it had incurred a debt of R11.3-million. The airline had been placed under provisional liquidation in April 2020 after rescue practitioners were unable to secure the post-commencement finance for the entity to continue operating. 
2. BACKGROUND
The South African Express Airways (SAX) is one of the State Owned Entities that falls under the Department of Public Enterprises (DPE). With more than a 1000 employees as recently as in 2019, the airline operates at all the major airports in South Africa and their main maintenance centre is based at OR Tambo International Airport, where it is also headquartered.  It also operates regional flights to Botswana, the Democratic Republic of Congo, Zimbabwe, Namibia and Zambia. In April 2007, Cabinet approved the transfer of SAX from Transnet to the State, with the Minister of Public Enterprises as the shareholder representative.  SA Express soon became one of the fastest growing regional airlines in Africa.  With route networks covering major local and regional cities, SA Express plays a significant role in the country’s hospitality, travel and tourism industry and at some point was a vital contributor to the country’s socio-economic development. SA Express was set up as a feeder airline to SA Airways and one of its primary functions was to convey passengers from the smaller airports in the country, to the larger airports and strengthen the network. 
3. CHALLENGES FACED BY SAX
3.1. Operating cost

An increase in fuel costs, maintenance and infrastructure costs tend to increase operating costs, which in turn reduces the airlines profitability.  A low demand also impacted on the revenue of the airline.  The airline had to implement austerity measures in order to contain the rising operational costs.  
      3.2. Aging Fleet and utilisation

The airline’s ageing fleet also had the impact of reducing its planes’ reliability, which in turn affected operations. This meant it required more maintenance to be done on the fleet, which impacts on the maintenance costs, as parts become expensive.  The older aircraft also had a smaller hold capacity.  The reliability of the planes also impacted on customer service, which was negative. Aircraft availability and reliability have been the biggest challenges affecting the airline’s performance and ability to respond to competition. 
3.3. People cost and Skills set

The airline also faced high labour costs due to the technical nature of the skills required, e.g. pilots and technicians.  This impacted on the airlines’ ability to attract and retain suitably skilled workforce.  This forced the airline to implement some labour cost reduction initiatives to contain labour costs, such as a recruitment freeze, vacancies removed where necessary, subsistence and travel reduced, and restructuring certain functions. In 2016/2017 for example, staff turnover at SAX was 10.5 per cent, which is above the industry norm of 5 – 7 per cent. Some of the employees who left were either pilots or certified technicians which are critical skills, and were not adequately replaced.    


3.4. Revenue Generation

Revenue at SAX generally declined over the years due to a myriad of problems, including aircraft underutilisation. Specifically, aircraft utilisation decreased due to the age and the maintenance required on the aircraft. At some point aircraft utilisation decreased from 7.57 average hours per day to only 6.2 average hours per day, while on time performance (OTP) decreased from 88 per cent to 85 per cent. These factors have negatively impacted on passenger load, which decreased from 64 per cent to 62.9 per cent. 


3.5. Company Reputation

In April 2016, SAX suffered a reputational damage when thousands of passengers were stranded at various airports after the Civil Aviation Authority (CAA), citing “serious safety hazards” to passengers and crew, grounded South African Express. Amongst other things the CAA pointed to inefficient safety monitoring systems, and some level of failure by SAX to satisfactorily address concerns raised by the Regulator.  On the 24th of May 2018, the South African Civil Aviation Authority (CAA) again grounded South African Express Airways with immediate effect for thirty days.  The CAA had also suspended certificates of airworthiness for nine of 21 of SA Express’s aircraft, which meant it could no longer operate as an airline.  The CAA’s action followed an audit of the airline and its maintenance organisation that had uncovered severe cases of noncompliance that posed serious safety risks.
  These two instances in particular impacted negatively on the reputation of the airline.   
3.6. Corporate Governance and internal controls

Over the years SAX has incurred fruitless and wasteful expenditure due to penalties for late payments and interest charged on invoices.  Some of the fruitless and wasteful expenditure was because of the airlines’ cash position and not directly linked to employee conduct/neglect. However, at one point (2017) it had to suspend its CFO Mr. Mark Shelly pending a full investigation into allegations of misconduct. It also had to let go a CEO due to allegations of corruption and underperformance. 
4. CURRENT STATUS OF SAX

On the 3rd of February 2021, the Department of Public Enterprises told Parliament that SA Express is on the verge of being sold to a private buyer. As mentioned earlier, the airline was placed under liquidation in April 2020 and a public online auction for the airline’s assets closed on 18 November 2020, but the Department has now identified a buyer (FLYSAX) who is in the process of taking ownership of the airline’s assets. More than 691 employees will be affected by SA Express’s final liquidation, and their contracts have been suspended since April 2020. These employees have approached the South African Human Rights Commission for mediation.

The purchase price for SA Express is set at R50 million and this will be payable as a bank guarantee, which would be offset by the sale of assets with the balance being payable and recovered from the bank guarantee. The new proposed ownership structure of SA Express is said to consist of the workers’ owned Fly SAX Group which will own 25% of the airline, while 27% will be owned by the government or a strategic equity partner and 48% by investors from crowd funding platform and an anchor investor. However, Fly SAX has yet to provide a bank guarantee, which keeps the airline at risk of final liquidation.
5. ISSUES FOR THE COMMITTEE
· What is the status of the case of 631 workers who took the airline to the South African Human Rights Commission regarding their suspended contracts?

· What happens if Fly SAX is unable to come with the required bank guarantee? How will this affect the sale process? What is Plan B?
· SAX should explain to the Committee the issues that led to the liquidation in the first place and how this will be avoided in the future. What lessons have been learnt?
· Previously, SA Express was meant to be integrated with SAA and Mango. What happened to the proposed merger with Mango in particular that was announced by the Minister a couple of years ago?

· What is the status of employee salaries whilst the sale has not been finalized? 
· SAX must update the committee about all current and pending litigations against it as it undergoes the liquidation process, including from employees and creditors.
· How much are the business rescue practitioners being paid and is SAX and DPE satisfied with their work, including the extension that has been granted? 
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