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Industry profitability peaked a year ago
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Profit margins are now being squeezed
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Return on capital is likely to be lower this year

Return on capital invested in airlines
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Source: IATA Economic Performance of the Airline Industry, End-Year 2016 report IATA Economics www.iata.org/economics
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But investors should still see value created

Difference between investing in airlines and investing in similar assets elsewhere
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Fuel prices were low but no simple impact on ROIC
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Airline industry ROIC and jet fuel prices
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The emergence of this gap has driven better ROIC

Breakeven and achieved weight load factor
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Capital productivity matters as well as margins

Airlines' operating or EBIT margin and capital productivity
10 - -
Capital productivity

=
>

T
=
w

T
=
N

Operating
margin

T
=
o

Operating margin, % revenue
N
|
=
=
Capital productivity, revenue/invested

T
o
(\o)

S)
L
I
o
(0¢]

2000 2002 2004 2006 2008 2010 2012 2014 2016
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Asia Pacific airlines’ ROIC lagging Europe and US

Return on invested capital
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Free Cash Flow yield just positive in Asia Pacific
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Cash from operations and CAPEX have declined
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Balance sheets still highly leveraged in Asia Pacific
Adjusted net debt/EBITDAR
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Business confidence and air travel up in last 6 months

% year-on-year Diffusion index
16% - - 65
Growth in industry RPKs (LHS)

12% - - 60

8% 55

GIobaI manufacturing PMI

|
’

0% A index (adv. 2 months, RHS) - 45
-4% ‘ ‘ - 40
-8% A - 35
-12% T T T T . . . . . . 30

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Sources: IATA Economics, IATA Monthly Statistics, Markit
IATA Economics www.iata.org/economics



http://www.iata.org/economics

Though still much variation by air travel market

RPK growth by int'l route and dom. market (latest month, % year-on-year*)
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Growth has returned to air cargo
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Despite sluggish world trade

Indices (Jan 2012=100, seasonally adjusted)
130

120 A
110 ~
100 - Global FTKs
90
80
70 -
60 -
115 -

Rising FTK

110 -~ I
share
105 -~

110 e | A R O L 2 A
95
90

World trade
volumes

2014 A
2015 A
2016 A
2017 -

2000

2001 -
2002 -
2003 A
2004
2005
2006
2007
2008
20009
2010
2011
2012
2013 A

Sources: IATA Economics, IATA Monthly Statistics, CPB

Source: IATA Statistics, Netherlands CPB IATA Economics www.iata.org/economics



http://www.iata.org/economics

Headwind — continuing debt overhang

Outstanding debt of non-financial sector, % of GDP
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Headwind — the retreat from globalization
World GDP and cross-border trade growth

World trade growth
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Headwind - poor demographics in some economies

Labour force growth
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Headwind - the exhaustion of monetary policies

US federal funds target rate and balance sheet assets
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Long-term expansion even in gloomy macro scenario

Global O-D passenger journeys (billion)
9 -

8 A Reflation/open borders scenario

Constant policies scenario

2 I I I I I I I I I I I I I I I I I I I I ]

2014 2016 2018 2020 2022 2024 2026 2028 2030 2032 2034

Source: IATA/Tourism Economics Air Passenger Forecasts, September 2016 IATA Economics www.iata.org/economics



http://www.iata.org/economics

Trip frequency still low in many important markets
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Large potential in populous but (currently) poor markets

Airline passenger trips and GDP per capita
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Demographics strong in some key markets, adverse in others
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Significant change Iin top-10 markets over next 20 years
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Centre of gravity of air travel shifting fast towards China

Source: IATA Economics using data from PaxIS+ IATA Economics www.iata.org/economics
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Some recent acceleration of Malaysia OD air travel
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Growth rates back to double figures
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Middle East hubs dominating some connecting markets

% of total Passenger journeys connecting through the Middle East (AUH, DOH, DXB)
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But KL has seen success in regional connecting market

Passengers (millions) Change in number of connecting passengers (2010-2016)
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