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Overview

® Asia Pacific aviation

® | essons from the downturn
* Global reqgulatory issues

* Brighter skies ahead

® Future business challenges



Aviation: moving the world

* Air travel delivers global mobility

® Over two billion passengers p.a.
® Qutstanding safety record
® Carries 35% by value of global trade

¢ \Wider social and economic benefits



Asia Pacific

* Diverse geographic region
* Home to 4 billion people
- 62% of the world’s population
* Generates 27% of global GDP
* \Wide range of income levels

®* Dynamic economies leading the
global recovery

* Aviation widely recognised as a key
contributor to economic and social
development



Asia Pacific Aviation

US$ 114 bl
600 million

loN revenue

DASSEeNgers

393 million domestic

207 million international

15 million tonnes of cargo
3,800 aircraft

Asia Pacific carriers overall market share:
28% of global passenger traffic
40% of global cargo traffic

Data: 2009 Estimate Source: Combined AAPA + no n-AAPA airlines GMT+7 to GMT+12



Current challenges

* Global recovery led by Asia Pacific
* Resilience of travel and tourism

* Persistent cost pressures

* OIl & currency volatility

® Restoring profitability



Global economic recovery

World growth
2008 +3%
2009E -1%
2010F +4%

Led by dynamic Asia Pacific economies

Source: IMF



Recovery in passenger and cargo volumes

Volumes returned to pre-recession levels

Source: |IATA



Strength of recovery varies by region

Strongest rebound seen in Asia
Middle East carriers pressed on regardless



Passenger traffic by class of travel

Premium traffic was particularly hard
hit, but has proved its resilience



Airlines cut capacity as demand fell

Some aircraft were retired, others
were “rested”



Aircraft utilisation fell sharply

Spare capacity readily available



Cautious capacity management rewarded

Sharp rebound in load factors,
compensating for weak yields



Fleet still expanding with new deliveries

More than sufficient capacity available to meet
expected growth in 2010 demand



Oll price volatility
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Fuel accounts for 25%-35% of overall
airline costs

Extreme volatility led to significant
hedging losses

Oil prices remain unpredictable, with added
uncertainty regarding future carbon pricing
Inclusive of emissions charges

Source: US EIA



Average fares and fuel price volatility

Airlines face challenge of adjusting
fares to reflect changes in fuel costs



Global airline industry profitability

Slowly restoring profitability

Persistence of poor returns
reflects structural factors



Strength of recovery varies by region

Europe still struggling



Airlines managed through the downturn

- Trimmed route networks and capacity in response
to lower demand

- Reduced utilisation, grounded surplus aircratft,
deferred some new deliveries

- Implemented wide range of measures to reduce
staff costs, retrenchment as a last resort

- Conserved cash, shored up balance sheets

- Worked with industry partners to reduce
unnecessary costs

Airlines focused on survival whilst preserving
their ability to respond to an upturn



Regulatory Issues



Regulatory challenges

« Aviation is subject to intensive regulation

o Safety

e Security
 Environment

« Facilitation
 Consumer Rights

 Competition Laws



Global regulatory influences

Asia
Pacific

Wider impact of US and EU regulations



Structural reform

* Progressive liberalisation of traffic rights has supported
growth but led to highly fragmented industry structure

* Restrictive national ownership and control rules stand In
the way of necessary restructuring and international
consolidation

« Domestic markets remain closed to foreign investment and
competition

« Airlines unable to fully access international capital markets

 Also need to reform quasi-monopoly aviation service
providers, including airports and air navigation

Airlines need more freedom to compete
globally, just like other industries



Brighter Skies Ahead



Future growth postponed

Loss of two years of previously anticipated growth

Significant implications for investment, and
capacity management, throughout the value chain



Long term growth prospects still bright

Traffic by airline domicile

-Rapid expansion of China domestic market
-Asia Pacific’s share of world traffic will grow

Source: Airbus



Growth: complementary business models

Global network carriers expected to
thrive despite competition



Future Challenges



Business challenges ahead

« Airfares do not keep pace with general price inflation
e Constant focus on productivity improvements
* Reducing unit costs even as we meet growth in demand

« Ongoing capital investment in fleets, airports and other
services infrastructure

« Competitive pressures force continuous improvements in
efficiency throughout the value chain

« Continued volatility of oll prices and carbon pricing of
emissions

Governments still view our industry as a
soft target for arbitrary taxes



Sources of emissions by industry sector
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Aviation seen as a soft target



Conclusions

e Aviation is at the heart of global economic development
 The industry weathered the storm of global recession

* But recovery remains uneven, and airlines are still
struggling to restore profitability

e Growing economic influence of Asia Pacific needs to be
matched by stronger engagement on key international
policy issues

o Further steps needed to truly liberalise this most global
of industries

Prospects for long term growth remain good



Thank you AAPA
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