AIRLINES FINANCIAL MONITOR

KEY POINTS July 2016 — August 2016

= The latest financial results from Q2 2016 point to another solid quarter for industry profitability and cash flow,
although CFOs report that they no longer expect further improvement in profitability over the next 12 months;

= Global airline share prices fell by 1.6% in August, and remain well down on where they started the year;

~ Brent crude oil prices rallied during much of August, but fell back to US$47/bbl by the end of the month. The futures
market and oil analysts continue to expect prices to remain below $55/bbl for the foreseeable future;

= Downward pressure on yields has intensified over the past six months or so, in line with the moderation in demand;

= Premium airfares have held up better than their economy counterparts on many of the key premium routes so far
this year, and the segment continues to offer a buffer for overall airline financial performance;

= The global air passenger market showed resilience into the peak summer period, with lower fares helping to offset
more negative influences on demand. The (SA) industry-wide load factor edged down in July, but remains high;

= Conditions for air freight have improved from the weak patch seen in early-2016, but there remain reasons to be
cautious. Low freight loads are keeping downward pressure on cargo yields and revenues.

Financial indicators

Global airline share prices fell by 1.6% in August

Airline Share Prices
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Annual improvement in profitability slows, and performance still dominated by N.America

= The latest financial results from Q2 2016 point to
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Free cash flow edges down in Q2 2016, following a pick-up in capital investment

= Net cash flow in our sample of 55 airlines rose to

L 1
Airline Cash Flow 17.3% of revenues in Q2 2016, up from 15.5% in
Number of Q2 2015 Q2 2016 . .
airlinesin Regions Net cash c Freecash ~ Netcash c Free cash _the Sam? perIOd last yelar' Net _CaSh flow increased
sample flow’ P flow flow’ P flow in all regions except Latin America.

17 North America 20.9% 12.6%  8.3% 24.4%  141%  10.3% o ) ] .

21 Asia-Pacific 17.4%  14.9%  2.4% 175% 17.2% 03%  Airlines increased capital expenditure as a share of
10 Europe 18.4%  12.1%  6.3% 19.9%  18.5%  14% revenues to a greater extent over the period, most
5 Latin America 9.4% 9.6% -0.2% 8.7% 5.1% 3.6% . i .

2 Africa & Middle East  0.8%  0.9%  -0.1% 14%  07%  0.6% notably in Asia Pacific and Europe. As a result, free
55 Sample total 15.5% 10.5% 5.0% 17.3% 12.8% 4.5% cash flow in the Samp]e edged down to 4.5% of
1%ofrevenues ?From operating activities revenues from 50% Free CaSh ﬂOW giVeS airlines
Note: Includes Air New Zealand, Precision Air, Qantas Airways, Regional Express Holdings, Ly . .
& Virgin Australia half-year results. the flexibility to return cash to investors or to repair
Sources: The Airline Analyst, IATA their balance sheets by paying down debt.

Fuel costs

Brent crude prices rallied during much of August, but remain around US$45-50/bbl
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Yields and premium revenues

Pressure on industry-wide yields has intensified, while dollar distortions shift into reverse

USS$ per RPK, seasonally adjusted 7 The average global yield in reported US dollar
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was within the range of normal monthly variation.
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Premium segment continues to offer a buffer for airline financial performance
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Note: the size of each bubble is proportional to each
route's share of industry-wide premium revenues.
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Growth in premium international passenger traffic
has continued to lag behind that of economy. O-D
premium international journeys accounted for
5.4% of the total over the first half of 2016, down
from 5.8% in the same period of 2015.

However, premium fares have held up better than
those in economy on most of the top-10 premium
routes. In fact, premium’s share of revenues has
risen slightly so far this year on the North Atlantic
and Europe-Asia markets (which accounted for
nearly two-fifths of industry-wide premium
revenues combined in 2015). In the current
environment, the high-yielding premium segment
offers an important buffer for airline financial
performance.

Passenger traffic resilient into peak period, alongside a modest improvement for freight

Air Passenger and Air Freight Volumes
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Capacity
Passenger and freight capacity has continued to trend

Air Passenger and Air Freight Capacity
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After a period of moderation in demand growth,
the global passenger market showed resilience
into the peak summer period. Annual growth in
industry-wide traffic accelerated to 5.9% year-on-
year in July — its fastest pace in five months. The
latest results indicate that the stimulatory impacts
of lower fares on demand are currently
outweighing negative headwinds, including those
from the subdued global economic backdrop.

Meanwhile, conditions for air freight have
improved since the weak patch seen earlier in
the year. However, there remain reasons to be
cautious about the outlook, particularly given
broader weakness in global trade volumes.

upwards

Available seat kilometres grew by 6.0% year-
on-year in July. Airlines have slowed capacity
growth somewhat in recent months in line with
the moderation in growth seen during H1 2016.

Industry-wide  available
increased by 5.2% year-on-year in July.
Ongoing impetus to belly capacity from
additions to the wide-body passenger fleet
mean that annual growth in industry-wide
freight capacity has now exceeded annual
growth in volumes for 17 consecutive months.
African carriers are seeing the fastest growth in
capacity, with AFTKs up more than 31% year-
on-year in July (although they comprise just a
small share of the overall freight market).

freight  capacity
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Net storage activity continues to contribute positively to fleet growth

Airline Fleet Development

Change in operating fleet (a/c per month) = The number of available seats in the global
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= 114 new aircraft were delivered in July — slightly
fewer than were delivered in July 2015 (122).
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Passenger loads remain in a narrow band at a high level, but freight loads stay weak
= The industry-wide passenger load factor was

Load Factors - Passenger and Freight 83.7% in July 2016 — just 0.1 percentage point
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Source: IATA Monthly Statistics Pacific carriers, for whom cargo is a key part of
their business.
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