AIRLINES FINANCIAL MONITOR

KEY POINTS August 2016 — September 2016

= The latest financial results indicate that industry profitability and cash flow remained solid in Q2 2016, although the
industry profitability cycle is showing signs of peaking;
= Global airline share prices rose by 0.9% in September, but remain well below where they started the year;

= Brent crude oil prices rallied towards the end of September following an agreement by OPEC to cut oil output. A
rebalancing in the market is slowly taking place, with prices expected to trend upwards weakly in the years ahead;

= The intense downward pressure on passenger yields looks to have eased during the middle months of 2016, in
keeping with the change in the trend of olil prices;

= The premium segment continues to offer a buffer for overall airline financial performance. Premium airfares have
held up better than those in economy on many of the main premium routes so far this year;

= Developments in passenger traffic continue to reflect the net influence of a number of factors. The upward trend in
traffic has eased, but the seasonally-adjusted industry-wide load factor remains at historically high levels;

= Conditions for air freight have improved from earlier in the year, but wider weakness in world trade volumes
continues to present a stiff headwind. Low loads continue to keep cargo yields and revenues under pressure.

Financial indicators
Global airline share prices rose by 0.9% in September, with a wide spread in performance

Airline Share Prices
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Robust financial performance, but industry profit cycle is showing signs of peaking

= Net post-tax profits in our large sample in Q2 2016

Airline Financial Results were around 20% lower in dollar terms than in Q2
Number of Q22015 Q22016 2015, reflecting the impact of lower unit revenues.
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profitability cycle is showing signs of peaking.
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Free cash flow edged down in Q2 2016, following increased capital investment

= Net cash flow in our sample of 64 airlines rose to

L 1

Airline Cash Flow 21.0% of revenues in Q2 2016, up from 19.6% in
2 201 2 201 . .

Numberof 922005 22016 the same period last year. Net cash flow increased
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Fuel costs

Brent crude prices rallied at end-September following OPEC agreement to cut oil output

US$/bbl Index (Jan 12 = 100, inverted) = Brent crude oil prices finished September just
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140 | L 95 $52 in early October). The rally at the end of
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120 | higher oil prices cut oil output in the coming months. Nonetheless,
r 105 the lack of detail surrounding the deal has caused
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until 2020.
Yields and premium revenues

Signs that downward pressure on underlying yields has eased

USS per RPK, seasonally adjusted = The global average yield in reported US dollar
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The premium segment remains an important buffer for airline financial performance
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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
5.3% of the total over the first seven months of
2016, down from 5.7% a year ago.

= 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 Europe-Asia
markets and was unchanged across the Atlantic
(these two routes accounted for nearly two-fifths
of industry-wide premium revenues combined in
2015). As we have argued before, in the current
environment, the high-yielding premium segment
offers an important buffer for airline financial
performance.

Passenger traffic trend has moderated, alongside a modest improvement for freight

Air Passenger and Air Freight Volumes
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Capacity
Trends in capacity have moderated in recent months, particularly for freight

Air Passenger and Air Freight Capacity
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= Meanwhile,

= Annual growth in industry-wide traffic slowed to

4.6% in August, from an upwardly-revised 6.4%
in July. Developments in traffic continue to reflect
the net impact of a range of competing drivers.
Negative headwinds, including from the subdued
global economic backdrop, have tended to
dominate so far in 2016, although passenger
traffic has still grown broadly in line with its ten-
year average rate.

conditions for air freight have
improved since the weak patch seen earlier in
the year. But the weak world trade outlook
continues to present a stiff headwind.

= Available seat kilometres grew by 5.8% year-
on-year in August. Airlines have slowed
capacity growth somewhat in recent months in
line with the wider easing in growth momentum
since earlier in the year.

= The upward trend in available freight tonne
kilometres (AFTKs) has eased in recent
months, in part owing to a slowdown in
deliveries to the wide-body passenger fleet in
2016 (particularly in Asia Pacific).
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Net storage activity makes a modest negative contribution to fleet growth

Airline Fleet Development
Change in operating fleet (a/c per month)
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= The number of available seats in the global
airline fleet increased by 0.6% in August
compared to the previous month, and by 5.5%
year-on-year.

= 140 new aircraft were delivered in August —
higher than were delivered in August 2015
(120). Having contributed positively to the fleet
size during each of the previous three months,
net storage activity made a modest negative
contribution (-37) in August. This was driven in
the main by more aircraft going into storage
than we saw in each of the previous three
months.

Passenger loads remain in a narrow band at a high level, but freight loads remain low

Load Factors - Passenger and Freight
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= The industry-wide passenger load factor edged
down by 0.1 percentage point in seasonally
adjusted terms in August. However, the main
point is that the industry has managed to keep
the load factor in a reasonably narrow coridor
around 80% since February.

= Having fallen sharply during the middle months
of 2015, carriers have also stabilized the
seasonally-adjusted industry-wide freight load
factor over the past six months or so, albeit at a
historically-low level. Low freight loads continue
to exert pressure on yields and revenues — a
particular headwind for Asia Pacific carriers, for
whom cargo is a key part of their business.

David Oxley
economics@iata.org
11t October 2016

Get the data
Access data related to this briefing through
IATA’s Monthly Statistics publication:
www.iata.org/monthly-traffic-statistics

20-year passenger forecasts
To find out more about our long-term
passenger forecasts, and to sign up, visit:
www.iata.org/pax-forecast

IATA Economics Consulting
To find out more about our tailored
economics consulting solutions, visit:

www.iata.org/consulting
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