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Presentation Outline

e Global Airline Performance
= Growth and Profitability by Region

e Capacity Discipline and Profitability

» Recent Capacity Strategies of US Airlines
= |Less Capacity Means Higher Yields and Load Factors

e Emerging Global Carriers

= Rapid Growth and Aggressive Capacity Expansion Planned
= |mplications for Global Airline Industry



A Return to Global Industry Profitability

Global commercial airline profitability
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Largest Airlines Appear to Have
Recovered from Financial Crisis

Largest 6-7 airlines, EBITDA as % revenues
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Top World Airline Groups —
Operating and Net Profit 2012
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Forecast Traffic and Capacity Growth by
Airline Region for 2013
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IATA Net Profits by Region
Latest Global Forecast is $11.7 Billion* for 2013

*1.7% of total industry revenues
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Global Airline Performance

 Four consecutive years of industry profitability

= Many legacy airlines have streamlined operations, cut costs and
improved productivity since 2000

= LCCs have played a big role, but much evidence of slowing
growth and cost convergence in North America and Europe

* Industry trends to watch in 2014 and beyond

= |Legacy carriers in Europe still not cost competitive — with US
legacies or with emerging global carriers like Emirates, Turkish

= Labor issues and unrest affecting all types of airlines worldwide

» Regulatory/political issues — ETS, open skies vs. protectionism

= Fuel prices and economic growth will continue to have the
biggest impacts on sustained airline profitability



Capacity Discipline Strategies

e Airline capacity is a competitive weapon

= Flight frequency is primary determinant of market share
= Historically, market share strategies have led to excess capacity,
meaning lower load factors and lower yields

 Recent “capacity discipline” in U.S. industry
= Perhaps the only strategy that can lead to both higher yields and
higher load factors

 U.S. domestic capacity reductions achieved with

= Fewer departures, particularly at smaller airports
= Smaller aircraft, with more 70-100 seat large regional jets
= Shift of wide-body aircraft from domestic to international routes



Fuel Prices and Capacity Rationalization

 An unexpected spike in fuel prices in 2008 forced carriers
to reduce flights and rationalize their networks.
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Rising Real Unit Costs Made It Harder For
All Carriers to Justify Uneconomic Flying

* The unit cost gap between “low-cost” carriers and
network carriers has also shrunk, adjusting for inflation.
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Available Domestic Seats Have Remained
Stagnant, Even As Load Factors Increased
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In 2012, available domestic seats had fallen to their lowest level

since 1995.
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Domestic Capacity Discipline Has Led to

Both Higher Load Factors and Yields
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US Airline Attitudes About Capacity,
Then and Now

Then:

“We must continue to grow our network to
remain an effective competitor in the future.”
—Continental Airlines, Letter to Shareholders, April 2007

Now:

“[Yield growth between 2007-2012] would have
been impossible without capacity discipline.”

—John Gebo, SVP Financial Planning, United Airlines, August
2013
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Capacity Discipline Is...

* New: This is the first time in the last twenty years that
we have seen consecutive years of stagnation in
available domestic seats despite growth in GDP.

e Capacity discipline has effectively “locked-in” the
network contraction brought about by rationalization.

The effects of the rationalization period were dramatic and wide-
ranging, negatively affecting almost all U.S. airports.

 An Unstable Equilibrium:

Capacity discipline benefits all competitors as long as all players
maintain conservative growth strategies

There is an incentive for a single competitor to break away and
increase capacity to grab market share

But, all competitors lose if all decide to expand capacity
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Emerging Global Carriers
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Emirates €I'HAD

 Dubai, UAE  Abu Dhabi, UAE

o 187 Aircraft 64 Aircraft

e 3 Jargest airline by  Owns large stakes in
weekly seat capacity other airlines

QATAR 4 TURKISH )

Doha, Qatar » Istanbul, Turkey
113 Aircraft e 195 Aircraft
Newest oneworld o Star Alliance member

member

16



What sets the emerging carriers apart?

 Each of the 4 airlines has managed annual growth
rates greater than 10% in the following categories:

Etihad

Emirates

Qatar

Turkish

2007

2012

Passengers

16.26%

12.65%

15.83%

 13.62%

Fleet Size

11.50%

11.68%

16.42%

15.30%

* Hubs locations provide them with a geographic

advantage over many other airlines

 Fleets composed mostly of wide-body aircraft

Source: Airline Annual Reports
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Emirates’ RPKs are equivalent to the
other three emerging carriers’ combined
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Turkish carries nearly as many passengers
as Emirates, but over shorter distances
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Load Factors tend to be lower than industry
averages, due to rapid capacity growth
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Emerging global carriers will double
their capacity by the end of the decade
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Emirates 187 163,338 170,331 262,545 305,079 72% 61% 79%
Etihad 64 67,014 34,907 148 134,868 91,062 131% 101% 161%
Qatar 113 124,246 62,687 241 244,660 131,954 113% 97% 110%
Turkish 195 277,327 62,180 389 545,164 138,786 99% 97% 123%
Total 559 631925 330,106 1099 1187236 666,882 97% 88% 102%
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Emerging carriers will have to more than

double current passenger numbers

Airline

Emirates
Etihad
Qatar
Turkish

Total

ASMs
(millions)

170,331
34,908
62,687
62,181

330,107

2013

ALF

79.70%
78.20%
73.10%
77.40%
77.9%*

RPMs
(millions)

135,754
27,298
45,824
48,128

257,004

70%

213,555
63,744
92,368
97,151

466,818

80%

244,063
72,850
105,564
111,029
533,506

2020 RPMs (Assumed Load Factor)

90%

274,571
81,956
118,759
124,908
600,194

% Change
(LF=80%)
79%
161%
110%
123%
102%

» In order to achieve the forecasted RPMs, the emerging carriers
will need an additional 100 — 160 million passengers
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What do these growth projections imply
for global airline rankings?

RPK Assumed Annual Growth
Rank Airline Country (2012) Rank Airline Rate RPK (2020)

1 Delta Air Lines United States 310,466 1 Emirates Airline 9.6% 392,781
2 United Airlines United States 288,680 2 Delta Air Lines 0.6% 325,989
3 American Airlines United States 203,299 3 United Airlines 0.6% 303,114
4  Emirates Airline United Arab Emirates 188,618 4 Southwest Airlines 5.0% 244,893
5 Southwest Airlines United States 165,753 B American Airlines 0.6% 213,464
6 Lufthansa Germany 149,780 6 China Eastern Airlines 8.0% 201,961
7 Air France France 135,824 7 China Southern Airlines 8.0% 198,050
8 British Airways United Kingdom 126,436 8 Turkish Airlines 11.5% 178,637
9 China Eastern Airlines China 109,113 Air China 8.0% 177,578

China Southern 10 Cathay Pacific 8.0% 174,341
10 Airlines China 107,000 11 Ryanair 7.0% 171,819
11 US Airways United States 100,460 12 Qatar Airways 10.9% 168,981
12 Ryanair Ireland 100,000 3 Lufthansa 0.6% 157.269
13 Air China China 95,940 14 Air France 0.6% 142,615
14  Cathay Pacific Hong Kong 94,191 15  Singapore Airlines 5.0% 138,535
15 Singapore Airlines Singapore 93,766 16 British Airways 0.6% 132,758
16 Air Canada Canada 89,534 17  Etihad Airways 11.8% 117,240
17 KLM Netherlands 86,281 18 us Airways 0.6% 1 05,483
18 Qantas Australia 75,935 19 Air Canada 0.6% 94,011
19 Turkish Airlines Turkey 74,638 KLM Royal Dutch
20 Qatar Airways Qatar 73,60 20 Airlines 0.6% 90,595
30 Etihad Airways United Arab Emirates 48,000 21 Qantas 2.0% 88,970

Growth rates for non-emerging carriers were extrapolated from recent growth patterns

Source: Airline Business 2012 Rankings
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What are the implications of the forecasted
fleet growth for the emerging carriers?

 How will they attract 100 million new passengers?

= |s it reasonable to assume that they can maintain 10% growth

rates through the end of the decade?
= Can their home airports accommodate the influx of wide-body

aircraft?

 What effect will the emerging carriers have on global

air transportation?
= How will their growth further affect legacy carriers around the

world?
= Will the growth of new LCCs and the revamping of legacy carriers

affect them?

e Can all four emerging carriers coexist?
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