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The global airline industry
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AAPA combined strength

17 airlines
US$ 74 billion operating revenue
US$ 1.6 billion operating profit

283 million passengers

150 million domestic

133 million international

. 10 million tonnes of cargo

/i 1,370 aircraft

AAPA global market share:
18% global passenger traffic

33% global cargo traffic
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AAPA global traffic share
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AAPA financial results for FY2006

“ m FY2006 US$ billion % Chg

L
"!5‘_'9_"’ Jﬂ Passenger revenue 50.6 + 8%
ABIANA AIRLINES HKSREAN AIR
Cargo revenue 13.1 +11%
- Other revenue 10.0 + 5%
A T Ad .
3 m Total op. revenue 73.7 + 8%
g s Total op. expenses 72.1 +12%
EvVAAIR / P
Operating Profit 1.6 - 59%
Net Income 11 - 69%
_ Operating margin 2.2% -
Net margin 1.5% -

Falling margins as yields fail to keep pace with rising fuel costs
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AAPA revenue trends
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Robust revenue growth in FY2006
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AAPA revenue composition: international operations

Cargo
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Diverse revenue mix
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AAPA yield trends
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Yields rising but not keeping pace with fuel costs
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AAPA cost trends
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Fuel now accounts for 26% of total costs
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AAPA unit cost trends
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Non-fuel costs well contained
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AAPA staff cost trends

US billion
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International passenger growth trends
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AAPA international passenger traffic trends
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RPKs to grow by +49% this year, slightly
below trend
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International cargo growth trends
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Steady but unspectacular growth

AAPA

ASSOCIATION OF ASUA PACIFIC AIRLINES.

Source: IATA, AAPA
a——— =~ —




AAPA international cargo traffic trends

entage Change
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Freight growth of +5% expected this year,
well below recent trend
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Mainland Chinese carriers
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Chinese carriers

Profitability 2005 Jan-Sep 2006
(ﬁ-f »ﬂ%:ﬂfa i US$ 300 m US$ 426 m
-US$ 58 m -US$ 123 m
-US$230m US$ 58m

Chinese airlines profitability improving
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Quoted Asia Pacific LCCs

Revenue Profit
9-mth to
Juno6 US$1.1b US$ 65 m
18-mth
to Sep05 US$2.0b US$130m

Revenue Profit
1. sl FY2006* US$236m US$35m

FY 2005 US$184m US$31lm
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Asia Pacific aviation —combined overview

\ AAPA + non-member airlines

US$ 110 billion operating revenue
US$ 2 billion operating profit

N .‘ - 510 million passengers

~ 340 million domestic

170 million international

/. iy
~"13 million tonnes of cargo

3,270 aircraft

Global market share:
28% global passenger traffic

41% global cargo traffic AAPA

-_-Data: 2005 estimates for combined AAPA + non-AAPA airlines GMT+5 to GMT+12
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Impact of low-cost carriers by region

Regional seats

Domestic US Within Europe Within Asia Pacific
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Asia Pacific LCC penetration still only 9%
but growing
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LCC evolution: signs of convergence

No-frills Some-frills With-frills
Ticketless Ticketless Ticketless
Free-seating Assigned seats Assigned seats
Single-class Mixed-class Mixed-class
Internet booking Internet booking Internet booking
Point-to-point Point-to-point Interlining
Short-haul Medium-haul Long-haul
Single fleet type Mixed fleet type Mixed fleet type
Secondary airports Primary airports Primary airports
Lounges Lounges
Frequent Flyers Frequent Flyers
Alliance
Code-shares
Cargo
Domestic, regional Global
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LCC evolution: longer haul operations?

Still unclear if the business model offers
similar advantages
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Regulatory framework

Global regulatory influences

Asia
Pacific

Wider impact of US and EU regulations: need for
better global harmonisation
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US and EU: regulatory perspectives

¢ US mainly driven by domestic political concerns
« Safety, led by FAA
« Security, led by DHS/TSA
« Open (your) Skies

* EU also mainly driven by domestic political concerns
« Safety: EASA, Eurocontrol
¢ Consumer rights
« Environment
« EC assuming lead role in aero-political process

* Insensitivity about extra-territorial impacts: unilateral actions

« Where international issues are taken into account, the focus
tends to be on US-EU differences

Insufficient recognition of Asia-Pacific
role and views
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Asia Pacific: regulatory perspectives

¢ Highly diverse region: multiple governments and
regulators

¢ Need for co-operation on multilateral basis engaging
various stakeholders

¢ Strengthen collaboration to enhance airline safety
and security, reliability, economy and efficiency

¢ Harmonisation is more about sharing best practices
before legislating, not about resolving differences
after unilaterally imposed regulations

Positive bias towards consensus, but sometimes
slows the process
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Working together

Airlines Regulators

Associations

Industry Partners
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Aviation: aeropolitical regulations

¢ Still governed by an outdated bilateral framework
¢ National ownership and control restrictions
* Holds back consolidation

¢ Progressive liberalisation, but protectionist sentiments
often still evident

« Affects all airlines, both established carriers and new
entrants

Need to ensure that the evolution of the regulatory
framework keeps pace with industry needs
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Market outlook

Economic trends

* Growth in Asia this year remains robust, especially in
China and India

¢ Japan’s recovery boosts imports from Asia

« Inflation in the region well contained, despite higher oil
prices

* Investors positive on regional fundamentals

¢ Outlook for exports positive, but expected to moderate
in 2007 in line with the slowdown in the US

IMF forecast global growth of +4.9%
and Asia +7.1% in 2007

AAPA

ASSOCIATION OF ASUA PACIFIC AIRLINES.

Source: IMF

16



Tourism trends

International Tourist Arrivals, 1950-2004%
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Global tourism to grow 4-5% in 2006
Asia Pacific +9%
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Traffic outlook: 2005-2009

AAGR 2005-09

Passenger Freight
North Atlantic 5.3% 4.6%
Trans Pacific 5.8% 6.0%
Within Europe 5.1% 4.1%
Within Asia Pacific 6.8% 8.5%
Europe to Asia Pacific 5.9% 5.7%
Europe to Africa 5.7% 4.5%
Middle East to Europe 6.6% 5.1%
Middle East to Asia Pacific 6.7% 8.8%
North America to Latin America 4.6% 3.7%
Within Latin America 4.2% 5.0%
All International Routes 5.6% 6.3%

Intra Asia Pacific growth expected to remain strong
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Long-term forecast: 2005-2025

ANNUAL GROWTH RATE, 2005-2025

st Pacitc, Incduding ching I : 2%
Wit hertn Amenca - I 6%
Al Facic, sicuding Ghing 5.4%
within Europe | 3.4%
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witnin chinz. - I :.2%
Europe-Asfa Pacinc [N 5.5%
Trnspacic I 5.8%

North Amertca —Latn America 49%
Eurcpe-Lat America 1%
Wi Lain Amenca 6%%
Afla-Eurpe I 5.0%
MIla EzEt-Asa Pacic 60%

Forecast growth remains strong for Asia Pacific,
boosted by China
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Thank You

Andrew Herdman, Director General
herdman@aapa.org.my
www.AAPAirlines.org
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