o

TABLE OF CONTENTS

EXECUTIVE SUMMARY ...cccittttteeueeececccccceeeeeessssssssscecssssssssssssssssssssssssssssssssssss 6
OVERALL FINANCIAL & OPERATIONAL PERFORMANCE ...ccceeererereneeeeenenenenenenesesesesasesans 6
PASSENGER OPERATIONS .cccceeeeeeeeeeeeeeeeeeeeseeeseeesesesssssssssssssssssssssssssssssssssssssssssssssssssssssssssss 6
COST & YIELD TRENDS .cccceeeeeeeeecrssssnnseeeececcsssssssssssssecssssssssasssssssssssssssssanssssssssssssssnnssssssees 7
PROFITABILITY ccceeeeeeeecesccecccesssssssssssseccsssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssse 7
2005 & 2000 PROSPECTS .cueeeeeeeeeeecccssssssanseesecscssssssassassesssssssssssansassasssssssssssasssssssssssssssansas 8

1. OVERALL FINANCIAL PERFORMANCE .....ccutttteeeeeccccceeeeeeeeeeeneeeecscccanes 8

1.1 AIRLINES PARTICIPATING IN AETEF 2005.....ccceeeeeeeeeeeeeeeeeeeeeesesesesesssssssssssssssssssssssssssssssssssens 9

1.2 INDUSTRY OVERVIEW ...cuueeeeeeeeeececcsssssasseseessesssssossasssssscssssssssasssssssssssssssssssssssssssssssssasssssssssssses 9

TABLE 1.IATA INTERNATIONAL SCHEDULED SERVICES: FINANCIAL AND OPERATING
PERFORMANCE SUMMARY, 1996-2004 ........cooomieee e 10
TABLE 2. IATA INTERNATIONAL SCHEDULED SERVICES: FINANCIAL AND OPERATING
RESULTS YEAR ON YEAR GROWTH (% CHANGE), 1997-2004 ........cccocviiiienienen. 10
FIGURE 1.FINANCIAL RESULTS - IATA INTERNATIONAL SCHEDULED SERVICES................. 11
FIGURE 2.OPERATING STATISTICS - IATA INTERNATIONAL SCHEDULED SERVICES............ 11
1.3 2004 RESULTS OF AETF AIRLINES ..ccceeeeeeteeeccssssnnsssescecscssssssasssssessessssssssasssssssssssssssasasssssses 12
FIGURE 3.AETF INTERNATIONAL SCHEDULED SERVICES OPERATING STATISTICS
SUMMOARY .vvtttteteteteeeeeeeeeeeeeteeeeeeeeeeeeeeeeaeesaessesesssessessesssssssssssssssssssssssssssssssssnssssnnens 12

TABLE 3. AIRLINE ECONOMIC TASK FORCE INTERNATIONAL SCHEDULED SERVICES,

2003-2004 FINANCIAL AND OPERATING PERFORMANCE - TOTAL OPERATIONS ... 13
FIGURE 4. AETF INTERNATIONAL SCHEDULED SERVICES FINANCIAL RESULTS SUMMARY . 14
FIGURE 5.YIELD & UNIT COST DEVELOPMENT, AETF INTERNATIONAL SCHEDULED

SERVICES . tteeeeeeeeeetaeeeeee e e e e ettaaaeeeeeesee et etaaaeaaaeseeeeetaaaaaeesssesesasaaaaessesesresrnnnaaneas 14

FIGURE 6.ACTUAL & BREAKEVEN WEIGHT LOAD FACTORS, AETF INTERNATIONAL
SCHEDULED SERVICES. ..ceeueetttee ettt e e e e e eeeeeeeeeaeeeeeeaeeeeeeaaeeeeenaaeeereaaeeeeanns 14
2. PASSENGER OPERATIONS o otttcertuecerseeccrseessssesssssssssssssssssssssssessssssssssses 15
2.1 TOTAL PASSENGER OPERATIONS ueeeeeeeeereseeccessseesccsssesssssssssssssssssssssssssssssssssssssssssssssssssssssssses 15
FIGURE 7.FINANCIAL PERFORMANCE- PASSENGER OPERATIONS ....ueeetineeeeeieeeeeeeeeeeeeeeenaanes 15
FIGURE 8.OPERATING STATISTICS- PASSENGER OPERATIONS .....eeeitttieneeeeeeeeeeeeeneeeeeeeeeeees 15

TABLE 4. AIRLINE ECONOMIC TASK FORCE INTERNATIONAL SCHEDULED SERVICES,
2003-2004 FINANCIAL AND OPERATING PERFORMANCE - PASSENGER AIRCRAFT

OPERATIONS ....uuuuuuuuueuuuuusesesssssssessssssssessessseseseeeseseee.e....—...—.—...—....—.................———.. 16

2.2 ROUTE AREA ANALYSIS ceeeeeeeeeeeeeeeeeeeesesesesasssasesssssssssesssssssssssesssssssssssssssssssesssssssssesssssssssssssens 16
FIGURE 9.DISTRIBUTION OF PASSENGER REVENUE BY ROUTE AREA, 2004 AETF AIRLINES

.............................................................................................................................. 17

FIGURE 10.PASSENGER OPERATING MARGINS BY ROUTE AREA, 2004 AETF AIRLINES.....17



o

3. COST & YIELD TRENDS ...ccttttttcceccceeeeeeanensssscccccsssssssssssssssccssssssssssssses 19
3.1 THE STRUCTURE OF OPERATING COSTS ..cccrrrrreneeereccccssssonnssseesccsssssossansassassssssssssnsssssssessssses 19
TABLE 5. DISTRIBUTION OF OPERATING COSTS, 1993-2004........ooiieieieeeeeeeeeeeeeeean 19
FIGURE11.SHARE OF OPERATING COSTS BY CATEGORY, AETF INTERNATIONAL SCHEDULED
SERVICES......ciiiitiiiiittteeeee et eeeeeiiaeeeeeeeeeeesetrraeeseeeeeeesttrsreseeeeeeeinstsareeseeeeeennensrreees 20
FIGURE 12.DISTRIBUTION OF OPERATING COSTS, 2004 AETF AIRLINES ....cceeeeeeeieeeeeennnnne. 20
3.2 OPERATING COST TRENDS ..ccceeeeeeeeeeeeeeeeeeeeeeeeeeeeeeesseesssssssssssssssssssssssssssssssssssssssssssssssssssssssens 21
FIGURE 13.DEVELOPMENT OF OPERATING EXPENSES, 2004 vs. 2003 AETF AIRLINES....... 21
FIGURE 14. DEVELOPMENT OF OPERATING EXPENSES PER ATK, 2004 vs. 2003 AETF
ATRLINES «..oettivieiiee e eeeeeee et eeee et e e e e e e eeeaaaaaeeeeeeeeeeessaaeseaeeesesessarssreeeeseeesnnanes 22
3.2.1 EXCHANGE RATES (EXTERNAL FACTOR).....utiiiiiiiciieeeiie ettt 22
TABLE 6. UNIT YIELD AND COST TRENDS 2004 OVER 2003, PERCENTAGE CHANGE....eeeeeeeeeennnnn. 23
TABLE 7. THE IMPACT OF EXCHANGE RATES ON YIELD AND COST TRENDS 2004................ 23
3.2.2 FUEL PRICES (EXTERNAL FACTOR).....cccittiiiiiieiiieeeiie et eieeeitee e eveesaaeesaneesaneesnnee s 24
FIGURE 15. AVERAGE WORLD JET FUEL PRICES PER US GALLON, MONTH BY MONTH, 2003-
2005 ettt e et e e e e ae e e e e eeanr—araaeeeeeenanes 25
FIGURE 16.AVERAGE WORLD JET FUEL PRICES PER US GALLON, 1989-2005..................... 25
3.2.3 TICKETING, SALES & PROMOTION (INTERNAL FACTOR) ....cccoouiiiieiiiiieeeciiiee e 26
3.2.4 PRODUCTIVITY (INTERNAL FACTOR) ..ccctiieiiiieiiieceiee ettt ae e s vae e e vae e e s 26
3.2.5 EMPLOYMENT COSTS (INTERNAL FACTOR) ..ccuvtiiiiiiiiiiieiie et 26
FIGURE 17. TSP COSTS AS % OF TOTAL OPERATING COSTS .....ceoievrrrrrreeeeeeeeieiirreeeeeeeeeeeennns 26
FIGURE 18 NUMBER OF ATKS PER EMPLOYEE, 2004 TOTAL SYSTEM OPERATIONS ............ 27
TABLE 8. PRODUCTIVITY, REMUNERATION AND LABOUR COST TRENDS......ccccvvvvvereeeeeiannns 27
FIGURE 19.EMPLOYEES AND ATKS, 1992-2004 AETF AIRLINES ....uoiieeeeeeeeeeeeeeeeeeeeeeeennns 27
FIGURES 20.EMPLOYMENT COST PER EMPLOYEE, 2004 TOTAL SYSTEM OPERATIONS ........ 28
FIGURE 21. EMPLOYMENT COST PER ATK, 2004 TOTAL SYSTEM OPERATIONS ......ccceeunnn.... 28
3.3 YIELD TRENDS.....ccceeeteeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeceeesesssesesssssssssssssssssssssssssssssssssssssssssssssssssssssssssssens 28
FIGURE 22.REAL YIELDS ON SELECTED INTERNATIONAL ROUTE AREAS 1994-2004 AETF
ATRLINES ....utttiieiiee e e eeeeeiiree e e et eeee ettt e e e e e eeeettaaaaeeeeeeeeeesttraeaaeeeeeeesnatrseeeseseeeennnes 29
4. ROUTE PROFITABILITY ..ooeetteetecccccceeeeeeeeeesssseccccesssssssssssssssssssssssssssssses 30
4.1 OVERVIEW ceceeeeeeeeccecsssssnnassessecssssssssnsssssssssssssssssasssssesssssssssnsssssssssssssssssasssssesssssssssnssssssssssssssse 30
4.2 GLOBAL PROFITABILITY acceeeeeceerssssnnseseesccscssssssassessasscssssssssssssssssssssssssanssssessssssssssnsassssssssssses 30
TABLE 9. ROUTE PROFITABILITY 2004 ........ccooiiiiiieiieeeeeeeeieeeee e eeeeeieeee e 31
TABLE10.ECONOMIC AND OPERATING STATISTICS 2004 .....enneeeeeeeeeeeeeeeeeeeeeeeeeeee e 31
FIGURE 23.PROFITABILITY COMPARISONS BY ROUTE AREA 2004 vs.2003 AETF AIRLINES
.............................................................................................................................. 32
4.2.1 PROFITABLE ROUTE AREAS - LONG HAUL......ooviiiiiiiiiiieeicc e 32
4.2.2 PROFITABLE ROUTE AREAS - SHORT/MEDIUM HAUL ......ovvviiiiiiiiiiiieiiieee e 33
4.2.3 MARGINALLY PROFITABLE ROUTE AREAS - LONG HAUL........ccoovviiiiiiiiiiiiiiiieeeeec e, 33
4.2.4 MARGINALLY PROFITABLE ROUTE AREAS -SHORT/ MEDIUM HAUL ........cooovvvviviiiiiiiiinnns 34
4.2.5 UNPROFITABLE ROUTE AREAS - LONG HAUL.......cooiiiiiiiiiiiiiicceeeeeeeeee e 34

4.2.6 UNPROFITABLE ROUTE AREAS - SHORT/ MEDIUM HAUL ...couvetiiieeeeeeeeeees 34



o

4.3 STAGE LENGTH: THE IMPACT ON PROFITABILITY «.ccccresesneeececccccsssonsansessasccsssssssnsasssssessssses 34
FIGURE 24.UNIT COST & YIELD VS. STAGE LENGTH, 2004 .....uuuiiieeeeeeeeeeeeeeeeeean 35
5. FINANCIAL STRUCTURE ....cccciittteeeennnncccccceeeesesesssssscsscssssssssssssssssscssssssssns 36
5.1 CORPORATE OPERATIONS ...ccrrercaneeeeeccccsssssnnssseescesssssossasssssssssssssssnssasssssessssssnsansssssssssssssannans 36
5.2 BALANCE SHEET DATA ..citttteeeeeeeeeeeeereneeesesesesssssesesssesssssssssesssssssssssssssssssssesssssssssssssssssssssssens 36
5.3 SUMMARY INCOME STATEMENT ...ccccceceeesssssnnsssseecesssssossasssssesssssssssnsssssssssssssssnsasssssssssssssssanaas 36
TABLE 11.BALANCE SHEET DATA CORPORATE OPERATIONS - TOTAL AETF AIRLINES...... 37
TABLE 12.SUMMARY INCOME STATEMENT CORPORATE OPERATIONS - TOTAL AETF
ATRLINES ....otitiieiiee e e e ettt e e eeee ettt e e e e e eeeettaraeeeeeeeeenstaaaeaeeeeeeeesnstrseeeseseeeennnes 37
TABLE 13.INDUSTRY FINANCIAL RATIOS - TOTAL AETF AIRLINES PROFITABILITY ........... 38
TABLE 14.INDUSTRY FINANCIAL RATIOS - ASIA/PACIFIC AETF AIRLINES.....ccvvvvveeiieiinnnns 38
TABLE 15.INDUSTRY FINANCIAL RATIOS - EUROPEAN AETF AIRLINES.....coooiiiiiiieieieennn. 38
6. 2005/2000 PROSPECTS ...aeeeieeeeiennennneeecscccccceesesssssssssssescesssssssssssssssssccsssssssas 39
6.1 THE WORLD ECONOMIC ENVIRONMENT ..ccceeeeeeeeccesssssassescececssssssassassssscsssssossassassssssssssssanans 39
TABLE 16.KEY ECONOMIC INDICATORS (ANNUAL PERCENTAGE CHANGE) ......eovvverureannennne 39
FIGURE 25.COMPARISON OF GROSS DOMESTIC PRODUCT, 2004, 2005 AND 2006 ............... 40
FIGURE 26.RELATIONSHIP BETWEEN WORLD GDP GROWTH AND INT’L SCHEDULED
PASSENGER TRAFFIC ... oeeieeeeeeeeeeeeeeeeeeeeeeeeeee e e e e e eeeeeeeeeeeeeeeeeeenee e enee e e enenenennnns 40
6.2 TRAFFIC AND CAPACITY FINANCIAL CHANGE, 2003 — 2005......cccceeterereeereeeeeeeeereneneeeeesenens 41
FIGURE 27.INTERNATIONAL SCHEDULED TRAFFIC AND CAPACITY TRENDS, 2003-2005 .....42
FIGURE 28 PASSENGER LOAD FACTORS - INTERNATIONAL SCHEDULED, 2003-2005........... 42
6.3 TRAFFIC AND CAPACITY AND FINANCIAL CHANGE, 20060 ......cccreseerreecessssscnassessccsssssnsanses 43
FIGURE 29.JATA PASSENGER FORECAST 2005-2009.... ..o 44
APPENDIX 1. EXPLANATORY NOTES AND DEFINITIONS...cccceceeeeeeeee. 45
1.1 THE IATA AIRLINE ECONOMIC TASK FORCE ....uuueeeeeeeecrrrrrneeeeeeeccccssssssseseecces 45
1.2  SUMMARISED DEFINITIONS ....cceeettiieecersrcssnneeececccssssssasssseessessssssssasssssssssssssssasssssasees 45
1.2.1 ALLOCATION OF COSTS .uutvvvriiieeiiiieiireeeeeeeeeeeeietrreeeeseeeeesssaasreeeseeeeesesssresesssesessnnssnneees 45
1.2.2 ROUTE AREA COSTING .....uuuuuuuuuuuuueeuseseeesseesssesessssessssssessmssesesssessesesee..———————.. 45
1.2.3 PASSENGER AND CARGO COSTING ...uvvvviieeeeiieiiirreeeeeeeeeeieiirreeeeeeeeeensisnereseseeeesssssneees 45
1.3 EXPLANATION OF TERMS AND ABBREVIATIONS......cccccorrreuntereeccccsscnnnssseecees 46
L.3.1 TERMS .ottt et ettt e e e e ettt e e e e e e eesettraeeeeeeeeeeeaasaaeeeeseeeeennssneeees 46
1.3.2 ABBREVIATIONS .....uuuuuuuuuueersuesssesesessseseessesesssesessesessesesesemeseseseseeeeeee............—..—.———.————.. 46
APPENDIX 2. FINANCIAL RATIOS DEFINITIONS ...ccotteevceeeeeeneceneeeneenes 47
APPENDIX 3. DEFINITIONS OF REGIONS AND ROUTE AREAS.......... 48





