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Presentation outline

» Asia Pacific aviation

 Combined strength

« Management challenges

« Competition and new entrants

* Investing in products and service quality
» Future outlook

AAPA Association of Asia Pacific Airlines

» Regional trade association representing 17 major international
airlines based in Asia Pacific

e Committed to promoting sustainable growth of the aviation industry
serving both passenger and freight needs

e Work with member airlines, governments, regulators and industry
partners on issues of common concern

« Permanent secretariat headquartered in Kuala Lumpur, Malaysia

* Representation in Washington and Brussels




Global regulatory influences ‘
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Wider impact of US and EU regulations:
need for better global harmonization

AAPA Association of Asia Pacific Airlines
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17 airlines
USS$ 65 billion revenue
USS$ 4 billion profit

255 million passengers
10 million tonnes of cargo
190,000 employees
1,300 aircraft

Global Market Share :
e ~19% of global pax traffic
e ~33% of global cargo traffic

AAPA
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Mainland China’s aviation market

120 million passengers

Domestic 100 million
&

International 20 million

AAPA carriers are key players in serving
the rapidly growing Chinese market

—— AAPA
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AAPA members serve a total of 28
Mainland Chinese cities Harbin
] Changchun
Flights/Week Yanji
. J
1. Shanghai 280 Lrumyi Shenyang
2. Beijing 168 Beijing Dalian
3. Xiamen 50 Liglangin
Jinan Yantai
4. Guangzhou 44 ian Qingdao
5. Qingdao 39 iy WNanmg Shanghai
engadu uhan  Hangzhou
6. Hangzhou 36 Chongging Ning%o
7. Kunming 24 ChangShaFuzhou
8. Dalian 23 Kunming Guilin Xiamen
9. Chengdu 22 Guangzhou
- - Shenzhen
10. Tianjin 17 Haikou
Sanya

AAPA global passenger traffic share

Scheduled Systemwide
Revenue Passenger Kilometres 2004

AEA 21%

ATA 30%
Others 30%

AAPA 19%

Source: IATA AAPA: Association of Asia Pacific Airlines, ATA: Air Transport Association of America,
AEA: Association of European Airlines
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Scheduled Systemwide
Freight Tonne Kilometres 2004

AEA 24%
ATA 27%

Others 15%

AAPA 34%

Source: IATA AAPA: Association of Asia Pacific Airlines, ATA: Air Transport Association of America,
AEA: Association of European Airlines
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Airline management: past lessons

» Benefits of diverse revenue mix
Passenger demand

e Business

e Leisure

Network strength

e Short haul

e Long haul

Cargo demand

Critical importance of cost management




AAPA Operating Revenue FY2004
International Operations
First/Business Passenger
20%
Others Economy Passenger
3% 52%
Cargo
25%
Source: AAPA FY2004 = April 2003 to March 2004 AA PA
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AAPA'’s international passenger traffic 1995-2004

Scheduled International Revenue Passenger Kilometres 1995-2004
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Strong recovery in passenger demand

AAPA
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Summary: lessons from 2004

* Good global economic growth

e Strong recovery in passenger demand

» Continued growth in cargo demand

» High oil prices

* Keen competition

» Cost management more critical than ever

AAPA'’s profitability trends: strong FY2004/5

AAPA Systemwide Operating & Net Profit

SARS & Iraq
Asia’s Financial Crisis War
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M Operating Profit * Net Profit After Tax
Source: AAPA (FY 2004: April 2003 to March 2004) A A PA
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Airline profitability
Some global comparisons

* How does airline performance vary in
different regions of the world?

* What are the contributory factors which
could explain some observed variations?

Airline profitability: mixed picture

Airline profitability by region
$bn
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Airlines: market capitalisation

Region Carriers Market capitalisation Revenues
USS$ hillion USS$ billion
ATA (9) 5 85
USA Southwest 11 7
JetBlue 2
AEA (10) 24 69
Europe easyJet 2 2
Ryanair 6 2
Asia AAPA (12) 42 65
. Virgin Blue 1
Pacific """
AirAsia 1 0.1
Source: Airclaims, Bloomberg, company data and AAPA estimates Data: December 2004 AA PA
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Competition

* Highly competitive markets
* Impact of new entrants

* Regional variations

Airfares do not keep pace with inflation

Real Passenger Yields have fallen by a third in the past decade

100
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Real Passenger yields, indexed to 1993

1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004E
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The changing marketplace

e Premium and long-haul markets
* Short-haul markets
e Competing business models

* Network carriers
e Charter carriers
e Regional airlines
» LCC’'s

Market segmentation
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Source: Marcer Management Consultans 2002
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Regional seat capacity per week
13.1 million 11.5 million 15.4 million
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68
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US domestic Intra-Europe Intra-Asia-Pacific

Source: McKinsey & Co, BACK; IATA Data: Summer 2004 AA PA
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Proliferation of new e
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20+ new entrants

30+ short-haul regional destinations AA PA
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% p * 40+ routes to 20+ destinations
bive ) « 50B737s

. Aa » 50+ routes to 30+ destinations
/}W » 28 B737s and 60 A320s on order

» 25 MD80/90s and 6 B737s
* Ordered 30 B737-900ERs

Lion Adrlines

o * 12 DC-9s and 3 B757s
%ACWC » Upgrading to 12 A319s and 2 leased A320s

AAPA
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tegd 2004 2014 2004 2014
Domestic & Intra-Eurcpe Domestic & Intra-
Asia

14



Key success factors:

» Safety and Reliability

» Cost competitiveness

* Point-to-point services

» Low but inflexible fares

* Yield management focused on up-selling
« Minimal service

AAPA
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Challenges for new entrants

» Established airlines and new entrants competing directly in
overlapping market segments
» Face keen competition on established routes
» Marginal costs no longer provide a clear edge
— Higher aircraft leasing costs
— No surplus of skilled labour
— Existing carriers already efficient in terms of aircraft utilisation

» Liberalisation and relaxation of ownership rules encourage new
entrants, but could eventually lead to industry consolidation

Established Asia carriers are well placed to
compete and continue to grow

AAPA
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Price-competitive fares

Average yields: US cents/RPK

easyJet 8.1
Virgin Blue 8.0
Southwest 7.4
Ryanair 6.8
JetBlue 5.2
AAPA * 4.8
AirAsia 3.7

* AAPA systemwide economy class yields

—— = p—
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Premium and long haul segment

Key success factors:
» Safety and Reliability
» Cost competitiveness

* Network strength
* Nonstop flights
¢ Hub connections
* Interlining
» Service leadership
» Comfort
* Refreshments
» Entertainment
* Recognition

» Flexible value for money fares
* Yield management focused on discounting AAPA

o — ASEOCIHTION OF BSUL FACFT MRLRES




« Pioneering new ultra long-haul routes
» Flight times over 15 hours

e.g. SIN-LAX SIN-NYC BKK-NYC

— fir Conaca

— Emirains

— SINgpore Alses
=— Thii

Source: Flight International AA PA

Network strength: powerful Asian hubs

BANGKOK ¢ 38 million passengers and 1 million tonnes of cargo

International Airport

¢ 37 million passengers and 3 million tonnes of cargo

NAA- « 31 million passengers and 2 million tonnes of cargo

NARITA AIRPORT

u ¢ 30 million passengers and 2 million tonnes of cargo

(@7 Incheen « 24 million passengers and 2 million tonnes of cargo

AAPA

ASEOCIHTION OF BSUL FACFT MRLRES
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Global brand recognition

1. ES CATHAY PACIFIC Asia Pacific carriers set the
2 ) benchmark in service
' delivery

4, SINcAPORE ﬂ

IRLINES &

6. Emalaysia Continue to invest and
innovate

7. €3 THAI

Source: Skytrax World Airline Awards 2005 A A PA

* Inflight comfort
e Seating
e Cabin ambience

Inflight entertainment

Food and beverages

18



» Critical importance of aligning objectives

» Both parties need to work closely together to deliver
value to our customers

» Continuous efforts to reduce costs and improve
operational effectiveness

» Willingness to develop fresh ideas and innovative service
concepts

* Inflight catering is a logistical as well as a culinary
challenge

As we are reminded when things do not go according to plan ...

AAPA
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When trust breaks down, everyone suffers

BA to sack caterers it blames for chaos

1 PrETy
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lhe caterers may be rubbish, but BA is to blame

Working practicés ‘frozen in 19/0s’ r'\‘s}
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growth
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Future outlook

» Asia Pacific should still lead, boosted by
dynamic growth of China

* Progressive liberalisation will widen
competition but also open up new global
opportunities

» Current concerns over high oil prices and
slowing global economy

 Longer term, good prospects for continued

International traffic by region Jan-Jun 2005

% Growth IATA AAPA AEA ATA
PAX - + 7% + 5% +12%
RPK + 9% + 6% + 6% +12%
ASK +7% + 6% +5% +11%
PLF 74% 72% 75% 79%
FTK +3% +4% +3% -

Source: IATA, AAPA, AEA, ATA

Passenger traffic buoyant, modest cargo growth
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AAPA 2004 fuel costs ~ US$12 bn

or ~20% of total operating costs A A PA

Further sharp increase in 2005

Future growth — next 20 years

Annual growth % Passenger Freight
by region Boeing Airbus IATA Boeing Airbus IATA

20-Year | 20-Year | AAGR 20-Year | 20-Year | AAGR
Forecast | Forecast | 2004-08 | Forecast | Forecast | 2004-08

World 5.2 5.3 6.0 6.2 59 6.0
Asia-North America 6.1 6.3 5.9 7.2 6.1 4.6
Asia-Europe 6.0 5.9 7.1 6.7 6.3 7.0
Intra-Asia 6.1 6.9 8.3 8.5 6.4 6.1
Domestic China 8.1 8.7 - 10.6 10.1 S

The challenge, as always, is turning growth into profitability

Airbus and Boeing 20-year forecast = 2004-2023
Source: Airbus, Boeing, IATA forecasts
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Andrew Herdman, Director General

ASSOCIATION OF ASIA PACIFIC AIRLINES
herdman@aapa.org.my

www.aapairlines.org
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