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Asia Pacific

Diverse geographic region
Home to 4 billion people

* 62% of the world’s population
Generates 26% of global GDP

Wide range of income levels

Dynamic economies

Aviation recognised as a key
contributor to economic and social
development



AAPA Association of Asia Pacific Airlines

L

AIRNEWTZLALAND * Regional trade association
® Current members include 17 major
international airlines based in Asia
Pacific
®* Open to all scheduled international
EVA AIR . airlines based in Asia Pacific region

BREEMmEE & /
e Committed to promoting sustainable

growth of the aviation industry serving
both passenger and freight needs

* Permanent secretariat headquartered in
Kuala Lumpur, Malaysia

* Representation in Washington and
Brussels

always open to new members



AAPA global traffic share

Passenger Cargo
Revenue Passenger Kilometres Freight Tonne Kilometres
Scheduled Systemwide Scheduled Systemwide

AACO 4%

AACO 5%
ALTA 2%

ALTA 4%

AEA 19% AEA 22%

AFRAA 2%
AFRAA 1%

Others 9%

Others 19% ATA 23%

ATA 28%

PR China 6%

AAPA 32%

PR China 6%

Data: 2006 Source: IATA, AAPA and various



Asia Pacific Aviation — combined overview

AAPA + non-member airlines

US$ 124 billion operating revenue

US$ 5 billion operating profit

570 million passengers
385 million domestic
185 million international

16 million tonnes of cargo
3,500 aircraft

Asia Pacific airlines global market share:
24% of global passenger traffic
38% of global cargo traffic

Data: 2006 Source: AAPA GMT +7 to GMT +12



Recent performance



AAPA International passenger traffic trends
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AAPA international cargo traffic trends

AAPA International Cargo Trends
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The global airline industry: profitability trends

$bilion U restructuring restores positive result ...
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... but returns on invested capital still too low

Source: IATA



AAPA cost trends

USD billion
AN
o

FY97 FY98 FY99 FYO0O0 FYO1 FY02 FYO03 FY04 FYO05 FYO06 FYO7

B Non-fuelcosts @ Fuel costs

Fuel accounts for 30% of total costs

FY2007 = April 2006 to March 2007 Source: AAPA



AAPA unit cost trends
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Non-fuel costs well contained

FY2007 = April 2006 to March 2007 Source: AAPA




Competition



Impact of low-cost carriers by region

Regional seats

Intra-Asia Pacific

Intra-Europe

Domestic US

(suol)iw) yuowysreas

Asia Pacific LCC penetration now 12%

=

Source: OAG and AAPA estimates



Market evolution: new long haul operations

Using widebody aircraft ... premium
seating options ... and cargo



Evolution of the market: more convergence

* Progressive liberalisation, but not yet a common
market

e Established airlines and new entrants are
competing directly in overlapping market segments

e Majors competing with existing products and/or
establishing separate LCC operations

 New entrants targeting service-conscious
customer segments in search of higher yields

Clear evidence of hybridisation of
business models



Regulatory Framework



Global regulatory influences

Asia
Pacific

Wider impact of US and EU regulations:
Asia Pacific needs a unified voice

Source: OAG



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 now has 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



Asla 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 policy consensus, but sometimes
slows the process

Asia Pacific lacks negotiating power



Safety



Aviation Safety Performance Trends

Hull Loss Rates by Operator Region
1999-2007

Hull Loss Rate (per million sectors)
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Safety

* Excellent safety record

e Still evident need to strengthen regional
safety oversight

® Support ICAO recommendations

* Broad implementation of Safety Management
Systems

* Making best use of available regulatory
resources: working with industry



Security & Facllitation



Reducing the “hassle factor”

e Aviation Is safe and secure

* Inconsistent implementation of security procedures
causing significant inconvenience

 Failure to apply risk-based approach

« Lack of integration of airline, security, CIQ processes

* Need security measures that are technologically
feasible, operationally efficient and cost-effective

» Better cross-border collaboration

Mutual recognition key to “one stop” security



Environment



Emissions growth

Aviation is only a minor contributor to global
CO2 emissions, but our relative share will grow

Global CO 2 emissions
“business as usual”

Global CO 2 emissions
reducing to 550ppm

Airline CO 2 emissions

Source: IATA, IPCC



ICAO 36" Assembly 2007

Endorsed multi-pillar approach:
®* Technology R&D investments
* |nfrastructure improvements
* Operational efficiencies

®* Economic measures, including emissions trading,
subject to mutual agreement by governments
(EU dissented)

Aim for carbon-neutral growth, and long term
vision of zero emissions flying

Industry leadership essential if we are to
shape our own future



Aero-political reform



Liberalisation and structural reform

®* Progressive liberalisation of traffic rights has
supported industry growth

* Opportunities for further reform addressing
persistent structural issues

* Effects of national ownership and control rules

* Also need to reform regulation of quasi-
monopoly aviation service providers

Need for fresh thinking and further
moves towards genuine liberalisation of
this inherently global industry



Market outlook



Traffic growth forecasts

Annual % growth Passenger Freight
by region Boeing Airbus IATA Boeing Airbus IATA
20-Year 20-Year AAGR 20-Year 20-Year AAGR
Forecast Forecast 2007-11 Forecast Forecast 2007-11
World 5.0 4.9 5.1 6.1 5.8 4.8
Asia-North America 6.2 5.9 54 7.1 54 4.2
Asia-Europe 5.6 4.8 6.6 6.9 4.5 5.3
Intra-Asia 6.7 6.0 6.1 8.6 4.9 6.3
Domestic China 8.8 8.4 - 10.8 10.5 -

Source: Airbus, Boeing and IATA forecasts




Aviation: projected traffic growth

Source: Airbus

Asia Pacific’s share of world traffic is growing



Conclusions

® Long term growth prospects remain bright

® Sustainable aviation is at the heart of global
economic development

* Challenge of improving industry performance and returns
on capital

* Further steps needed to truly liberalise this most global of
iIndustries

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

Asia Pacific aviation expected to play
Increasingly important global role
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