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Aer Lingus floats

fter about ten years of indecision and procrastination the Irish

government will privatise Aer Lingus at the beginning of October.

Shares will be priced around €2.35, which would value the airline
at around €775m, about €470m of which will accrue to the airline
itself. The state will retain at least 25% of the company and a further
15% has been allocated to an employee stock ownership trust
(ESOT). Initial indications are of strong demand for the stock from
institutional investors, though retail demand is likely to be curtailed
by the minimum purchase requirement of €10,000.

The flotation appears to have been priced to ensure a smooth
take-off. As at the end of last year Aer Lingus had a book value of
€403m and cash totalling €529m. More importantly, it has an impres-
sive profit record - €100m pre-tax in 2005, a margin of 8.7%, and
€125m in 2004 (before an exceptional cost for restructuring of
€102m).

The first half of 2006 did, however, show the impact of mainly
high fuel prices - a drop in profitability to €3.6m from €45.6m in the
same period of last year. Intriguingly, the prospectus restates the
2006 numbers to an "underlying" profitability of €16m that is slightly
up on restated 2005. The underlying results reflect the various
effects of new accountancy rules relating to the treatment of deriva-
tive costs for fuel, interest rate and currency hedging (rules which are
too complicated to explain in a short, or indeed a long article).

Aer Lingus seems to be an attractive proposition. Under the pre-
vious management team led by Willie Walsh, the airline defied the
post-September 11 depression, and reinvented itself as a flag-carri-
er operating on easyJet principles - internet distribution, dynamic
yield management, cost cutting in all areas while expanding, A320
fleet harmonisation - though retaining some key service guarantees
like never stranding a passenger and frills like seat allocation.

Walsh's successor as Aer Lingus CEO - Dermot Mannion -
comes from Emirates, the highly successful, low-cost long-haul car-
rier. Combine the experience and expertise of the short and the long,
and the result should be a very formidable operation - although the
Emirates analogy is somewhat inaccurate as Aer Lingus's Atlantic
network is point-to-point rather than hub based, and so is closer to

AER LINGUS GROUP RESULTS (€ millions)

Jan-June
2004 2005 2005 2006
Revenue 1,009.6 1,002.6 451.6 508.3
Operating Profit 122.5 89.9 46.0 -8.2
Exceptional ltem -102.5 4.3
Net interest (income) -7.3 -10.2 -5.0 -9.2
Pre Tax 27.3 100.1 51.0 5.3
Taxes 4.4 111 54 1.7
Net result 22.9 89.0 45.6 3.6

Notes: Prepared under IFRS (International Financal Reporting Standard) rather
than Irish GAAP; 2004 exceptional cost related to Restructuring
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the Virgin Atlantic model.
Inevitably, there are a series of strategic
questions:

» Can Aer Lingus retain its cost competitive-
ness? Whereas the Walsh regime wanted to
push ahead with another round of labour
redundancies, a collective pay increase (of
about 4%) was agreed in the summer in order
to secure union and political support for the
privatisation. In addition, Aer Lingus has com-
mitted €104m of the flotation proceeds to top-
ping up the pension fund. The ESOT is sup-
posed to align the interests of the employees
with the shareholders, but the effectiveness of
such schemes at traditional airlines has been
very poor.

* Is Ryanair going to be aggressive? Sharing
a base airport with Ryanair has been an
instructive experience for Aer Lingus, but
Ryanair until recently hasn't been growing
from Dublin, because of its objection to the
airport charges. But this year it has launched
a series of new routes including Madrid,
Berlin, Venice, Valencia and Salzburg which
compete with Aer Lingus, while Aer Lingus
has launched to Newcastle, a Ryanair city.
Direct competition has been mitigated by air-
port strategy, with Aer Lingus always flying to
the primary airport and Ryanair usually to the
secondary, but there are now overlaps - for
instance, Aer Lingus and Ryanair both oper-
ate to Berlin Schoenfeld, and Ryanair has

announced that it will be flying into Madrid
Barajas rather than low cost Don Quixote air-
port, so upsetting the status quo.

» What are the prospects for profitable long-
haul expansion? Aer Lingus's focus for growth
is now on long haul, with most of the flotation
proceeds allocated to A330 fleet expansion.
Last November, Ireland and the US signed a
transitional agreement that changes the
Shannon stopover rule from the current one in
two transatlantic flights from Dublin to one in
three and grants Ireland three additional cities
in the US (Aer Lingus currently serves New
York JFK, Boston, Chicago and Los Angeles).
This agreement is intended to be a transition-
al measure before the implementation of a full
EU/US Open Skies treaty, but it is not totally
clear whether the proposal would contravene
the EU's policy on individual member states
not negotiating their own liberalised bilaterals
with the US.

It is also not certain that additional US
cities (San Francisco, Miami and
Washington?) will be able to generate enough
point-to-point, higher yielding traffic to make
the new routes profitable, and reducing the
Shannon stop requirement potentially increas-
es US carrier competition into Ireland. In the
old days Aer Lingus would have been grateful
for the protection offered by the Shannon pol-
icy; these days, it expects Europe's most
buoyant economy to be able to generate the
required business and leisure volumes.

United: M&A posturing

mong the large US network carriers, United

continues to be an enigma. The airline, the
second largest in the world, has so much going
for it - a powerful global franchise, unrivalled
exposure to high-yield traffic and, as a result of its
Chapter 11 restructuring, LCC-level labour costs
also. Yet, United seems chronically incapable of
capitalising on its strengths.

Instead of solid results, we are getting a lot of
hype about turnarounds and arrogant posturing
about mergers and acquisitions. How can CEO
Glenn Tilton claim, as he did in a recent speech,
that United is now "on a solid footing to participate
in mergers and acquisitions"? How can he portray
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United as a potential acquirer when it is one of the
financially worst-performing US airlines outside
Chapter 117

United's parent UAL Corporation emerged
from its three-year Chapter 11 reorganisation in
February 2006 with what was effectively a strong
vote of confidence from the financial community
(see Aviation Strategy briefing, April 2006). But,
despite all the hard work - including $7bn cost
cuts, debt and lease restructuring and the shed-
ding of pension obligations - UAL has continued
to post below-par financial results.

The first quarter saw a $306m net loss before
special items - similar to the $302m year-earlier
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loss. And although UAL returned to profitability in
the second quarter, with operating and net earn-
ings of $260m and $119m respectively, the
results trailed those of other solvent network car-
riers. UAL's operating margin was only 5.5%,
compared to US Airways' 11%, AMR's 8% and
Continental's 7%.

The results were certainly an improvement
over the second quarter of 2005, when UAL
earned a meagre $48m operating profit (1.5% of
revenues). The airline outperformed competitors
on the revenue front, recording 19.7% growth in
domestic mainline passenger revenues, com-
pared with 9.5% for the industry. Domestic main-
line unit revenues (PRASM) were up by 14%,
despite 5% higher capacity (contrasting with com-
petitors' capacity reductions, but United had cut
heavily in 2005). Also, it was UAL's first second-
quarter net profit since 2000.

But investors expect to see at least industry-
par financial performance in the wake of a suc-
cessful Chapter 11 reorganisation - after all,
Chapter 11 is the ultimate opportunity to put one's
house in order, get rid of unwanted aircraft, get
out of undesired contracts, etc. If an airline does
turn in robust performance immediately after, it is
often a sign that something fundamental was
overlooked and that a repeat Chapter 11 visit may
be necessary.

In United's case, there have been nagging
doubts about two things in particular. First, the air-
line did not cut its unit costs sufficiently in Chapter
11. As rating agency S&P noted in July, United's
second-quarter CASM, at 11.43 cents, was
"materially higher" than American's 10.88 cents
(the two airlines have similar average stage
lengths and RASMs).

Second, United has adopted a questionable
"multiple branding" strategy, which aims to retain
both premium and lower-end customers with spe-
cific products, such as Ted (the low-cost unit),
"p.s." (premium transcontinental service),
"Economy Plus" (section offering extra legroom
on mainline flights) and "Explus" (first-class seat-
ing on regional partners' RJs). The strategy, dis-
cussed in detail in the April 2006 issue of Aviation
Strategy, contrasts with other network carriers'
efforts to streamline operations and reduce costs
throughout their system.

Then there is the growing competitive threat
from Southwest. The leading LCC (also the
largest US airline in terms of domestic passen-
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gers) entered United's Denver hub in January
2006 and is rapidly building operations there. On
October 5 Southwest will also begin serving
Washington Dulles, United's East Coast hub.

In addition, given United's history of labour
strife and this year's less-than-desirable opera-
tional performance, there continue to be concerns
about its corporate culture. And it does not help
that United has what can probably be fairly
described as one of the least respected manage-
ment teams in the US airline industry.

Add it all up, and it is no surprise that UAL has
been among the worst performing US airline
stocks in the past six months. The share price
halved from a high of $43 in late March to around
$22 in mid-August, though it has since recovered
to the $27-28 level.

Most analysts have a "neutral" rating on the
stock, though there are a few "buy" recommen-
dations. The common theme is total lack of enthu-
siasm - the investment community is in a wait-
and-see mode about United's ability to consoli-
date the recovery and catch up with the other sol-
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vent network carriers.

United clearly has a lot more work to do,
especially on the cost cutting front. On the posi-
tive side, however, the cost differential with
American is believed to derive from non-labour
costs - those should be the easiest cuts to make.
In other words, while in Chapter 11, United
accomplished the toughest task of wringing sig-
nificant concessions from its workers. But, with
the management preoccupied with labour, fleet
and bankruptcy issues, United got left behind in
non-labour cost cutting - an area that American
and the other solvent carriers have focused on
intensely and with great success in recent years
(hub de-peaking, etc.).

New cost cutting programme

In the spring, United announced plans to
reduce its annual operating costs by another
$700m, of which $300m would be realised this
year and the remainder in 2007 and beyond. The
programme, which is running ahead of schedule,
aims to strengthen the core business. The airline
is cutting purchased services costs by $200m,
general and administrative costs by $100m and
advertising and marketing costs by $60m. The
measures include eliminating at least 1,000
salaried and management jobs out of 9,400 by
year-end and moving the company's headquar-
ters from suburban Chicago to the city centre in
early 2007 (UAL will be able to consolidate real
estate holdings and obtain city, state and landlord
grants).

Operational efficiency improvements are
expected to contribute another $40m in annual
savings. United's goal is to reduce average air-
craft turnaround times by eight minutes sys-
temwide by the end of 2006 through more effi-
cient hub operations. The programme was initiat-
ed at the San Francisco hub in January 2006,
with Ted markets following in February and
Denver and Los Angeles in the second quarter.
Washington Dulles and Chicago are getting the
optimised processes this autumn. Despite the
current extremely high passenger load factors -
United's was 84.9% in the second quarter - the
airline has reduced Denver and Los Angeles turn-
arounds by four minutes. In the second quarter,
average daily aircraft utilisation improved by 3%
to 11.3 hours.
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United is also trying to tackle distribution
costs. Among other things, in an effort to cut its
$265m annual GDS bill, the airline recently added
a $3.50 per-segment charge on bookings made
on non-preferred distribution channels (not
including Sabre, Worldspan or Galileo).

On the revenue side, United has played a
prominent role this year in trying to keep domes-
tic fares at healthy levels. In the first quarter
alone, the airline initiated 16 domestic fare
increases (of which less than half stuck) and
numerous international "tactical" fare increases.

The domestic mainline premium class product
has been winning awards and appears to be a
good revenue-generator. "Economy Plus"
upgrade revenues are expected to double to
$50m this year and double again to $100m in
2007. The "Explus" product on RJs is also
believed to be revenue-accretive. Among the new
initiatives, United is rolling out a new internation-
al premium class product in 2007; this is believed
to involve a $165m investment in new seats and
in-flight entertainment systems.

In contrast, United is keeping a low profile
about Ted. The low-cost unit, which does not
have a separate management, plays a useful role
in the leisure markets out of Denver but is not
expected to see significant further expansion.

Focus on network optimisation

Much of United's current effort focuses on
optimising its global network to maximise revenue
and profit opportunities. This means adding ser-
vice to Asia-Pacific, strengthening the
Washington Dulles hub and pulling out of unprof-
itable non-strategic markets.

To solidify its position as the world's largest
transpacific carrier, United recently announced
plans to add 40 new weekly year-round flights to
Asia-Pacific over nine months. This includes a
new daily 777 Dulles-Tokyo service from late
October (replacing the airline's highly unprofitable
JFK-Tokyo flights) and expanded service from
San Francisco to Taipei, Seoul and Hong Kong.

United is also introducing a three-per-week
777-200 Dulles-Kuwait service from late October,
becoming the first US airline to fly to that country
following the recent signing of a US/Kuwait open
skies ASA. The airline said that it is considering
other opportunities in the Middle East and that it
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chose Kuwait because of strong demand for mili-
tary and business travel on the route.

In addition, United has applied to operate
Dulles-Beijing from next spring, when the ASA
allows the addition of one new US-China route by
an existing US operator. There is understandably
hot competition for that one route, with Northwest,
American, and Continental all proposing service
to Beijing from other US cities. United has a good
chance because Washington is the largest metro-
politan region without non-stop service to China
and it has a large Chinese population - the appli-
cation is getting strong political support.

United is boosting service at Washington
Dulles by 22 new flights this autumn, following the
addition of 84 flights in the past 12 months, as
part of strengthening commitment to what it
described as its "key hub". In addition to the first
air links with Japan and Kuwait, Dulles is receiv-
ing three new domestic destinations (West Palm
Beach and Fort Myers in Florida and Tucson in
Arizona). By November United will have 321 daily
departures from Dulles, up 13% year-over-year,
serving 75 domestic and 22 international destina-
tions.

This is quite an achievement when consider-
ing that only a few years ago numerous experts
and even some creditors were recommending
that United close the Dulles hub, which had
remained small since it was opened in 1986. The
premise was that United had too many hubs and
that Dulles' remote location made it unsuitable.
But United held its ground, even when challenged
by Independence Air, and is now using Dulles to
boost its East Coast position.

As part of the route optimisation effort, this
past summer United made the headline-grabbing
announcement that it is selling its New York-
London route authority to Delta for $21m. The
deal, which is subject to government approval,
will mean United discontinuing its last remaining
daily JFK-Heathrow flight at the end of October
and Delta launching a daily JFK-Gatwick service
(under the existing ASA, only American and
United are permitted to serve Heathrow).

The move has raised many eyebrows
because United is giving up an extremely scarce
Heathrow slot and therefore weakening the US
side's position. But the airline has such a weak
presence in New York that the London flight is not
a profit-generator. It makes more sense for United
to rely on the Star Alliance, which offers 125 inter-

national connections through JFK. United will
continue to operate to Heathrow from its Chicago
O'Hare, Dulles and Los Angeles hubs.

What about the future?

In the very short term, United's leadership can
probably get away with portraying the airline as
an acquirer, because UAL is poised to report
healthy earnings for the third quarter - traditional-
ly its best period. But that would only mean a mar-
ginal net profit for the year. The current consen-
sus forecast is a net profit of only 27 cents per
share (about $40m) in 2006.

It would be UAL's first profitable year since
2000. However, virtually every US airline (except
Delta and Northwest, which are in Chapter 11,
and JetBlue, which is experiencing growing
pains) is likely to be profitable in 2006, especially
now that fuel prices have declined (though those
benefits may be offset by weaker demand and
slower RASM growth). A marginal profit would
place United among the US industry's worst per-
formers in 2006.

But could United impress investors in 20077 It
is too early to tell, but there are fears that 2007
could be a tougher year for the industry because
of resumption of domestic capacity growth and a
possible slowdown in the economy, both of which
would mean a weaker pricing environment.
Reflecting uncertainty about both industry condi-
tions and UAL's situation, there is considerable
variation in individual analysts' 2007 forecasts for
the company. UAL's profit estimates for next year
range from $1.28 to $5.47 per share ($200m to
$860m).

United has staying power because of its cur-
rent healthy cash reserves ($5.1bn at the end of
June) and limited near-term debt obligations and
capital spending requirements. However, in a
couple of years' time UAL should earn reasonable
profits in order to meet its still-significant debt and
lease obligations and fleet investment needs.

US Airways and AWA demonstrated that a
merger (which they executed as US Airways
emerged from Chapter 11) can be a nice way to
raise significant equity funds - something that
UAL did not accomplish in its own Chapter 11 (it
only raised secured debt). However, outside equi-
ty investors, such as hedge funds, will only get
involved if they see definitive strategic value in
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the transaction.

Those two factors - uncertain 2007 profit
prospects and the potential to raise significant
equity funds through US Airways/AWA-type
transactions - help explain why United's leader-
ship is so interested in mergers. That said, CEO
Glenn Tilton happens to be a big proponent of the
creation of powerful combinations of companies.
In his pre-UAL days, he helped oversee Texaco's
$35bn merger with Chevron in 2001. He has
talked about the airline industry's need to consol-
idate constantly since UAL emerged from
Chapter 11 and has made it clear that he wants
UAL to be part of the process.

On September 25 Crain's Chicago Business,
citing unidentified sources close to United, report-
ed that UAL has retained Goldman Sachs to
explore strategic options, including possible
mergers. The investment bank will apparently
help assess the value of United's domestic and
international holdings, advise on sales or pur-
chases of domestic or international routes and
"scout for mergers".

That move seemed less headline-grabbing
when it emerged that James Sprayregen, UAL's
lead counsel through its Chapter 11 reorganisa-
tion, had moved from his Chicago law firm in June
2006 to take up a position as head of Goldman
Sachs’ restructuring practice. In other words,
Tilton wants to continue consulting one of his
most trusted advisors. But the move is another
indication of United's interest in being part of the
industry consolidation process, which many ana-
lysts believe will start in 2007.

Rumours about merger talks involving UAL
and Continental or Delta have been circulating for
months, but no such talks are believed to be cur-
rently taking place. Both Continental and Delta
have denied the rumours. Delta has repeatedly
said that it is focused on completing its restruc-
turing and emerging from Chapter 11 as a stand-
alone carrier in mid-2007.

The reason only those two names are being
linked to UAL is that no other combinations
involving large network carriers make sense.
Both Continental and Delta would offer highly
complementary networks - strong in southern US,
Atlantic and Latin America, while United focuses
on the West and Pacific.

Many people view Delta as the more likely
partner for United because it is in bankruptcy. US
Airways' CEO Doug Parker has often made the
point that Chapter 11 was the key to making the
AWA merger work, in that it facilitated steeper
cost cuts and fleet reductions and gave the com-
panies more flexibility to combine their networks.
On the other hand, Continental is a higher-quality
and more efficient airline and it has been interest-
ed in United in the past.

Many of the past merger talks ended when
the two parties could not agree on who should run
the combination. This could be a problem in the
future, except possibly with Delta. As Calyon
Securities analyst Ray Neidl noted in response to
the UAL speculation: "At this point, it appears to
us that most of the current airline managers
would want to be the acquirers".

Neidl suggested that it may be too early for
the process to begin. While strategically the
industry is ready and would benefit from consoli-
dation, financially the legacy carriers have much
work to do to get their balance sheets in order,
and the regulatory climate may not have
changed.

Many people believe that the consolidation
process will not begin until US Airways and AWA
have successfully integrated their labour forces -
in other words, proved that it can be done. This is
because most mergers in the past have failed due
to terrible labour issues. Those issues would be
no easier at United; however, once the process is
under way, United could be a sought-after partner
because of its relative low labour cost structure.
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Mexico: hotbed
of LCC activity

exico has been a hotbed of start-up

low-cost airline activity since July 2005,
when then-state owned Mexicana kicked off
the process with its low-fare subsidiary Click.
So far, three stand-alone LCCs - Avolar,
Interjet and Volaris - and one new regional
jet operator (ALMA) have taken to the air,
and at least one other LCC, VivaAeroBus, is
gearing up for launch this autumn.

These airlines have announced aggres-
sive expansion plans. Last year Interjet
placed an order for up to 20 A320s worth
$1.2bn. In January Volaris ordered 16 A319s
plus 40 options. And Avolar has just
announced plans to invest $700m in a new
fleet of 737-700s.

Why this sudden surge of LCCs in
Mexico? How do they compare with their
counterparts in other regions? Is there room
for all of them? The past year's flood of new
entrants reflects essentially two things: the
LCC phenomenon was overdue in Mexico,
and the regulatory environment suddenly
became favourable.

Before 2005 there were no true LCCs in

Southwest/JetBlue/Ryanair/Gol-style opera-
tions). Three older-established carriers offer-
ing lower fares - Aerocalifornia and Aviacsa
since the early 1990s and Aztec since 2001
- had gradually broken the Aeromexico-
Mexicana monopoly; in 2005 they uplifted
about one third of the total domestic sched-
uled passengers. However, although those
airlines had reasonably competitive cost
structures, with unit costs some 10-20%
below the flag carriers', they had more lega-
cy than LCC characteristics and their fares
were not low enough to stimulate the mar-
ket.

The earlier-generation discounters also
had serious safety issues and not a good
image. One such airline, Taesa, disappeared
following a fatal crash in 1999 and a subse-
quent grounding for safety violations. In April
this year the Mexican authorities grounded
Aerocalifornia due to safety concerns,
though the airline was allowed to resume
limited operations in July. Aerocalifornia and
Aviacsa have older fleets - until this year
they even operated DC-9s.

Mexico (as are potentially defined by Having been forced to rescue
MEXICAN LCCS AT A GLANCE
START CITIES
AIRLINE OWNERSHIP DATE CURRENT FLEET ORDERS/PLANS BASE SERVED
Click Mexicana Mexicana 100% Jul-05 11 x Fokker 100s  15-strong fleet Mexico City 19
by year-end 06
Avolar Jorge Nehme/ Sep-05 7 x737-300/500s  10-strong fleet Tijuana 17
Other investors? by year-end;
Plan to acquire
20 x 737-700s
Interjet/ Miguel Aleman Dec-05 7 x A320-200s On order Toluca 13
ABC Aerolineas  descendants 10 x A320s
& 10 options
(del 2007-2011)
Volaris/ Grupo Financiero Inbursa Mar-06 6 x A319s On order Toluca 7
Vuela Grupo Televisa 14 x A319s
Grupo Taca & 40 options on
Protego Discovery Fund A320-family
(25% each)
VivaAeroBus Tony Ryan & Possibly 2 x 737-300s 3 more this year;  Monterrey na
Kite Investments 49% Oct-06 3in 2007
IAMSA 51%
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Aeromexico and Mexicana in the mid-1990s,
the Mexican government was until recently
totally preoccupied with trying to get the flag
carriers on a sounder financial footing and
sold off to the private sector. While the rest
of the world was promoting competition and
facilitating the growth of LCCs, in Mexico the
debate for a whole decade was about
whether the two flag carriers should be sold
together or separately. Government policy
did not encourage LCCs, and there were
special challenges such as high taxes and
airport charges that added about $100 to the
cost of an average domestic return ticket.

It all changed in 2005, when Aeromexico
and Mexicana posted modest profits for
2004. The turnarounds, in combination with
improved economic conditions and the
bright idea of giving Mexicana an LCC unit,
facilitated the sale of Mexicana to hotel oper-
ator Grupo Posadas in December 2005.
Aeromexico, which failed to attract sufficient-
ly high bids, is currently expected to go on
the block in 2007.

The separation of the two airlines and the
government's new pro-competition stance -
which has not changed despite the fact that
Aeromexico's sale failed probably largely
because of the flood of new entrants -
helped stir investor interest in the undevel-
oped LCC sector.

Mexico was ripe for LCCs because the
domestic market has stagnated over the
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past decade. According to statistics com-
piled by the Ministry of Transport and
Communications (SCT), total scheduled
passengers in non-regional domestic opera-
tions saw no growth in the 11-year period
from 1994 to 2005 (up by just 0.8% from
16.8m to 16.9m). By contrast, international
scheduled traffic to and from Mexico in that
period more than doubled from 10.7m to
22.3m passengers (though the bulk of the
growth was on foreign airlines). The total
Mexican air travel market (including also a
small charter segment) was 46.1m passen-
gers in 2005, having exhibited 5.8% annual
average growth in 1989-2005.

The reason for the stagnation was high
domestic fares - often twice as expensive as
US domestic fares for similar distances and
higher than the fares on international flights
from Mexico to Miami and other US cities.
With ticket prices typically exceeding $150
for a one-hour domestic flight, air travel was
out of reach for much of the population.

Mexico is Latin America's second largest
domestic aviation market (after Brazil), with
19.8m scheduled domestic passengers
(including regional operations) in 2005. Like
Brazil, it has extensive geographic distances
and large underserved cities. The numerous
major population and leisure centres scat-
tered around the country provide lots of
potential niches for LCCs.

Similar to the situation in Brazil, Mexico's
longer-haul passenger transportation market
is dominated by surface modes, particularly
buses. Only about 5% of the population of
105m (2005) has flown, suggesting signifi-
cant pent-up demand. Add to that strong real
GDP growth projections and it becomes very
clear that the Mexican domestic aviation
market has enormous growth potential.

In the past year the Mexican government
has moved at full speed to encourage and
support new airlines. In addition to expand-
ing airport capacity, improving facilities and
providing ground access, the government is
offering temporary economic incentives that
can reduce airlines' cash operating costs by
10-25%. The incentives include subsidies on
fuel delivery charges (until November 2006)
and steep discounts on airport and passen-
ger charges at secondary airports for the first
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two years of operation.

The government hopes that the LCCs will
not only provide a significant economic
boost but help utilise airport capacity more
efficiently. The incentives are aimed at
developing four airports - Toluca, Puebla,
Cuernavaca and Queretaro - as alternatives
to Mexico City's congested main gateway,
Benito Juarez International. Elsewhere in
Mexico, private airport groups have matched
the incentives at their secondary airports.

According to the government, more than
half of Mexico City Airport's user base (24m
passengers in 2005) would rather use the
alternative airports, located at 50-150 kilo-
metres' distance from the city centre. The
small airports have received "high value
group transportation services", including bus
runs coordinated with flight times, low fares
and city-centre check-in. Plans include pro-
viding 50% toll discounts or toll-free access
to cars and taxis. The government is also
using the privatisation process to help fund
airport improvements - this past summer, a
49% stake in Toluca Airport was sold to
Spain's OHL.

The SCT has estimated that, of the 2.3bn
annual bus passengers in Mexico, 56.4m
could potentially switch to air travel when the
connections and low fares are available.
That would be almost three times the current
domestic passenger volume. Of the 56.4m,
7-8m could switch immediately, while anoth-
er 1-2m could materialise through market
stimulation (based on the "Southwest effect"
experience in other countries). In SCT's esti-
mates, the total immediate increase in pas-
senger numbers could therefore be 8-10m,
expanding the size of the domestic market
from about 20m to 30m passengers.

Latin American aviation experts such as
Bob Booth of AvMan have predicted that the
Mexican domestic market will double to 40-
50m passengers in just a few years.

It is tough to predict what kind of a mar-
ket share the LCCs might capture, because
both Mexicana and Aeromexico look reason-
ably strong, can be expected to continue
matching the lower domestic fares and now
have more incentive than ever to get their
cost structures in line.

Aeromexico, which has achieved some
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cost reductions and been marginally prof-
itable in recent quarters, is fortunate in being
able to focus on long-haul expansion to Asia.
The airline is in the middle of a fleet renewal
programme that includes taking 737-
700/800s and 777-200s, as well as three
787 Dreamliners in 2010. Domestically,
Aeromexico has added 50-seat and 90-seat
RJs to its regional subsidiary Aerolitoral's
fleet to compete better with LCCs.

Mexicana's situation is more challenging
because of its shorter-haul focus, though
having the LCC subsidiary Click has helped
and some savings have also been achieved
through non-union staff cuts, executive
salary reductions and the sale of the compa-
ny's Mexico City headquarters. Mexicana is
in the middle of difficult negotiations with its
unions about concessions - part of efforts to
reduce total operating costs by 25%, which
the company believes it needs in order to be
competitive. On an encouraging note, a deal
with the ground workers was reached in
early September that cut costs by 26%,
while talks with pilots and flight attendants
continue.

If the targeted labour cost savings are
achieved, Mexicana plans to spend $2.4bn
to expand its fleet. The airline is looking to
order up to 40 A320-family aircraft, including
an initial firm order for 14, to fend off compe-
tition from LCCs. In the meantime, Mexicana
has continued to strengthen its leading posi-
tion on the Mexico-US routes by adding new
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TOP 20 DOMESTIC CITY PAIRS 2005
2005 Pax % change
City pair  ('000s) % of total 05 vs 04
Mexico City-Monterrey 1,947 9.8% 6.9%
Cancun-Mexico City 1,499 7.6% -7.3%
Guadalajara-Mexico City 1,458 7.4% 3.9%
Mexico City-Tijuana 1,010 51% 3.9%
Guadalajara-Tijuana 695 3.5% -2.1%
Mexico City-Merida 672 3.4% 2.9%
Mexico City-Villahermosa 542 2.7% 11.0%
Hermosillo-Mexico City 510 2.6% 5.7%
Acapulco-Mexico City 451 2.3% 0.4%
Mexico City-Puerto Vallarta 419 21% 9.5%
Mexico City-Tuxtla Gutierrez 413 21% 2.6%
Mexico City-Veracruz 374 1.9% -1.5%
Mexico City-Oaxaca 351 1.8% 0.5%
CD. Juarez-Mexico City 327 1.7% 11.9%
Chihuahua-Mexico City 308 1.6% 6.3%
Mexico City-Mexicali 307 1.5% 13.1%
Guadalajara-Monterrey 303 1.5% 1.8%
Mexico City-Zihuatanejo 282 1.4% -1.8%
Mexico City-Tampico 262 1.3% 13.8%
Del Bajio-Mexico City 234 1.2% 4.8%
Source: Secretaria de Comunicaciones y Transportes (SCT)

service to Florida, Texas and California.

Mexican LCC characteristics

The Mexican new entrants have the key
characteristics of LCCs: new fleets, low cost
structures, high levels of efficiency and pro-
ductivity and extensive reliance on new tech-
nology. However, there seems to be more
diversity in business models than in other
regions, with US, European and Brazilian
influences all in evidence. There is
Ryanair/easyJet-style  no-frills  service
(Avolar), JetBlue-style up-market service
(Interjet and Volaris) and much copied from
Gol.

The Mexican LCCs' special characteris-
tics include the following:

Prestigious backers

The fact that nearly all of the LCCs are get-
ting off the ground reflects not just the enor-
mous pent-up demand but the solid financial
backing enjoyed by the start-ups. All are
adequately capitalised. The line-up of
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investors reads like a Who's Who in Mexican
politics, Latin American business and
finance and global aviation. The backers
include some of Mexico's wealthiest busi-
nessmen, the son and grandson of a late
president, Latin America's largest mass
media conglomerate, a major bus company,
the founder of Irish low-cost carrier Ryanair
and two successful Latin American airlines.
(Little wonder that there is diversity in busi-
ness models).

Outside airline know-how is a particularly
important part of the package in a region
where traditional and/or incompetent airline
managements still predominate. AvMan's
Bob Booth said recently that the main rea-
son he is optimistic about the Mexican LCCs
is the involvement of partners such as Tony
Ryan, Taca and Gol, in addition to the fact
that all of the airlines are well capitalised.

Low but not rock-bottom fares

The Mexican LCCs typically offer 30-50%
lower fares, which the established airlines
have matched in competitive markets. When
the aim is to pull passengers from the buses,
the LCCs' fares start lower than premium
bus fares. For example, Interjet entered the
Toluca-Cancun market in December 2005
with one-way fares starting at 1,205 pesos
($110) including taxes for the two-hour flight,
compared to the premium bus fare of 1,284
pesos (a 23.5-hour trip by bus).

As a result, fares in the largest markets,
such as those connecting Mexico City,
Monterrey, Guadalajara and Cancun, have
fallen significantly and now appear in line
with fares in the most competitive US
domestic markets. For example, Interjet's
fares for the two-hour Mexico City-Cancun
flight in early December 2006 are currently
in the 820-1034 peso ($75-$95) range; by
comparison, JetBlue is offering $99-$199
fares on the three-hour New York-Ft.
Lauderdale sector in the same period (all
one-way and excluding taxes).

Low frequencies, small size

In light of the large number of new entrants -
contrasting with the situation in Brazil, where
Gol had a free run for many years - the
Mexican LCCs are likely to remain relatively
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small (unless there are some failures). All
are low-frequency operations, rarely offering
even daily service.

Use of secondary airports

The Mexican LCCs are taking advantage of
the economic incentives to use secondary
airports. In the Mexico City area, two of the
LCCs that have emerged so far have hubs at
Toluca, a third is making Puebla a focus city
and a fourth has added service to
Cuernavaca.

Only for Spanish speakers?

With only one exception (the venture backed
by Ryanair's founders), the Mexican LCCs'
websites are in Spanish only. This is surpris-
ing given that the airline industry is so inter-
national in nature and the fact that the LCCs
take bookings through their websites. The
situation will obviously change when the air-
lines go international.

Early international operations

Like the older-established discounters and
many Mexican regionals, the LCCs hope to
introduce service to the US at an early
stage. This should be facilitated by the
recent amendments to the US/Mexico ASA,
which permit additional carriers and new
markets. Among other things, Monterrey and
Guadalajara - the country's two largest busi-
ness centres after Mexico City and a focus
for many of the new LCCs - will become
gateways from October 2007, with three air-
lines allowed from both countries.

With international services, the LCCs will
help develop tourism and may help Mexico
recapture some of the market share lost to
foreign carriers. According to the SCT statis-
tics, between 1989 and 2005 non-Mexican
carriers increased their share of the traffic to
and from Mexico from 58% to 68%. Several
US LCCs, including Spirit and Frontier, have
started serving Mexico, and JetBlue will fol-
low suit on November 30 with a daily New
York (JFK)-Cancun service.

Click Mexicana

Click, which began operations in July

2005 on eight domestic
routes from Mexico City, was
the key factor behind the suc-
cessful sale of Mexicana to

MEXICO’S TOP TEN
AIRPORTS IN 2005
Airport Pax ('000s)

Grupo Posadas late last year. Mexico City
With the help of Landor Cancun
Associates, Mexicana Guadalajara
rebranded its Aerocaribe unit, Monterrey
which had focused on south- Tijuana
ern Mexico and operated DC- Puerto Vallarta
9s and relatively new Fokker Los Cabos
100s, into a lower-cost carrier Hermosillo
utilising an all-Fokker 100 Bajio
fleet and offering 30% lower Merida

fares.
The venture had a useful
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LCCs. It has been able to
grow quickly (and at relatively low risk) by
taking over Mexicana's routes to the
Caribbean and other leisure destinations.
This strategy enabled Click to capture a 6%
domestic market share in its first quarter of
operation; the share is currently 7% and the
airline is aiming for 10%.

Click currently serves 19 cities - more
than any other Mexican LCC - in Mexico, as
well as Havana (Cuba) from several
Mexican cities. The plan is to grow by
increasing frequencies in existing markets
and taking over more Mexicana routes in the
northeast and southeast of Mexico. In the
coming months, Click also expects to take
over Mexicana's three-per-week Cancun-
Miami operation (subject to US government
approval).

As of July, the fleet included 11 Fokker
100s, with an average age of nine years. By
year-end Click expects to have integrated
four additional Fokker 100s, to bring the fleet
to 15 aircraft.

Click is the only LCC to be based at
Mexico City's main and most centrally locat-
ed airport, and through its parent it has a sig-
nificant number of slots there. This gives
Click an advantage in terms of attracting traf-
fic, but it also means higher operating costs
at the congested hub. Click has tried operat-
ing some services out of Toluca but decided
that it made more sense to focus on its hub.

Click is more up-market than some of the
other LCCs, as indicated by its comfortable
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35-inch seat pitch and leather seats. The air-
line participates in Mexicana's FFP and has
100% online sales, mostly channelled
through its parent.

Click reportedly broke even already in its
first quarter of operation. The airline appears
to have continued to perform reasonably
well, as indicated by an average load factor
or 65% in the initial 12 months. CEO Isaac
Volin recently estimated that 2006 revenues
would exceed $180m.

Avolar Aerolineas

Avolar, the first stand-alone LCC in
Mexico, began operations in September
2005 out of the northern border city of
Tijuana, utilising a single 737-500 and offer-
ing 30% lower fares. The company, which
was in the works for three years, was found-
ed by its chairman Jorge Nehme, a venture
capitalist who had previously invested in real
estate. There are believed to be other
investors. The current CEO is Fabricio
Cojuc.

The airline got off to a slow start but had
a major growth spurt in April-May. Currently
17 cities are served (just two fewer than
Click) along the length of Mexico's Pacific
coast, as well as some inland points. Current
plans call for service to the US to be intro-
duced in 2008, with the focus being on des-
tinations with large Mexican populations
such as New York, Chicago, California,
Arizona and Nevada.

As of August, Avolar operated a leased
fleet of seven aircraft - a mix of 136-seat
737-300s and 120-seat 737-500s. In early
September the airline announced plans to
spend $700m on a fleet of 20 new 737-700s
(though at that time it had evidently not yet
placed an order).

According to its website, the company
expects to utilise 10 aircraft and serve 32
cities by year-end. The addition of so many
new cities is possible, evidently, because
Avolar is also interested in thinner markets,
where it offers low-frequency service; for
example, the Tihuana-Durango route intro-
duced in May has only three flights per
week.

Avolar is a point-to-point carrier. In addi-
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tion to serving the key existing markets out
of Tihuana, it aims to develop new destina-
tions that were previously only accessible
via ground transport. It is counting on gener-
ating new traffic by attract passengers from
the buses. The airline is also focusing on
secondary airports that have received poor
service from established carriers.

According to the web site, within four
years Avolar hopes to operate 40 aircraft
and carry 6m passengers. Although this
assumes strong overall demand growth, it
may be an ambitious target in light of the
large number of LCC entrants.

Then again, Avolar may be just the type
of LCC that the Mexican market needs - no-
frills, with all of the focus on efficiency and
maintaining low CASM. It is more down-mar-
ket than some of the other Mexican LCCs,
resembling Ryanair or Easyjet (more than
JetBlue) with its simple product and "cheap
and cheerful" orange/white colour scheme.

Avolar does not have the prominent inter-
national backers that many of the other
LCCs enjoy, but it does appear to have a
solid low-cost business model. It is a one-
class, point-to-point, ticketless operation
with a new fleet, motivated workforce,
streamlined processes, extensive use of
automation and technology and a high per-
centage of Internet sales. It claims to have a
65% average load factor and aircraft utilisa-
tion in the 13-14 hours a day range.

The airline's parent, Avolar Group, has
opened as a joint venture with the US com-
pany Hamilton Aerospace Technologies
(HAT) in Tijuana one of Latin America's
largest aircraft maintenance facilities, capa-
ble of housing up to four 747s. The airline
has signed a five-year contract with this ven-
ture to provide all of its line and heavy main-
tenance.

Interjet

Mexico's second stand-alone LCC,
Interjet, began low-fare A320 operations in
December 2005 after two years of planning,
becoming the first new entrant to make
Toluca its home base. Interjet, the operating
name of a company called ABC Aerolineas,
is backed by a powerful political family
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descended from the late Mexican president
Miguel Aleman Valdes. The main investors
are the grandson, Miguel Aleman Magnani,
and his father, a former Veracruz governor.
The current CEO, Jose Luis Garza, was
CFO of Aeromexico in the late 1980s.

The investors put down $60m in equity
capital and spent $230m to buy an initial
fleet of seven relatively new A320-200s
from bankrupt Italian airline Volare. In June
2005 InterJet also placed a $1.2bn order
with Airbus for ten A320s plus ten options,
for delivery between the second quarter of
2007 and 2011.

After initially focusing on Mexico's north-
eastern states and the Caribbean coast,
Interjet's current 13-point domestic network
also includes leisure destinations on the
Pacific coast in the south. The focus is on
major domestic markets. The original plan
envisaged 24 routes throughout Mexico,
with most of the flights operated out of
Toluca, and 3m annual passengers by
2008.

Interjet's lowest fares are up to 50%
below previous fare levels, but the airline
also tried to attract business traffic by main-
taining high service standards. The airline
tries to maximise yield by maintaining a
five-tier pricing structure that features a 50-
peso difference between the classes.

When Interjet was launched its execu-
tives said that the airline would break even
in a year if it maintained its current fare
structure and achieved a 65% load factor.
According to AvNews, CEO Garza indicat-
ed recently that the company was on target
to meet that forecast.

\Volaris

Another Toluca-based LCC with presti-
gious backers, Volaris, began low-fare
A319 operations in March 2006. The ven-
ture, a unit of holding company Vuela, is an
equal partnership between  Grupo
Financiero Inbursa (a Mexican bank con-
trolled by billionaire Carlos Slim), Grupo
Televisa (the world's largest Spanish-lan-
guage mass media conglomerate con-
trolled by Emilio Azcarraga), Grupo Taca
(the EI Salvador-based airline) and Protego

Discovery Fund (a Mexican investment
fund led by Pedro Aspe Armelia, a former
finance minister and current Televisa board
member). The four partners invested a total
of $100m for Volaris' initial phase, each
holding a 25% stake and sharing control of
the airline. Taca is in charge of operating
the airline; it appointed the CEO (Enrique
Beltranena) and Taca's own CEO, COO
and CFO sit on Volaris' board.

While Volaris' initial fleet consisted of
four leased A319s, in January 2006 the air-
line finalised an order with Airbus for 16
A319s, configured to 144 seats in single
class, plus 40 options for A320-family air-
craft. The first two of the purchased aircraft
were delivered in May, bringing the fleet to
six A319s.

Volaris currently operates a seven-point
network that includes the key business and
leisure centres (Mexico City, Cancun,
Monterrey, Hermosillo, Tijuana,
Guadalajara and Leon). Half of the ten
routes currently operated do not involve the
Mexico City - Toluca hub. Many of the
routes have several daily frequencies. The
airline has indicated that eventually it would
like to serve the US.

The airline considers the Toluca base a
major advantage since the airport is less
congested than the main Mexico City air-
port and provides excellent customer ser-
vice. Volaris provides a free shuttle service
between its "virtual terminal" in downtown
Mexico City and the airport.

Like JetBlue and Gol, Volaris appears to
be targeting a variety of segments. It aims
to compete with buses with fares that are
40% below the current levels, but it also
wants to attract the more discerning trav-
eller by offering a high-class service and
product featuring leather seats and a 32-
inch pitch. As an interesting twist reflecting
the ownership, part-owner Televisa said
earlier that it would provide specially pro-
duced in-flight entertainment for the airline.

Volaris received an important vote of
confidence in July when IFC, the private-
sector arm of the World Bank, agreed to
provide the company a $40m credit line,
consisting of a $10m working capital loan
and a $30m revolver for pre-delivery pay-
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ments on the A320s. The IFC cited the air-
line's "strong business plan" and its "solid
financial background". This was IFC's first
incursion into the Mexican airline sector -
Volaris became part of a prestigious group
that in Latin America has so far included
Taca, TAM, Gol, LAN and Copa.

Aerolineas Mesoamericanas

Aerolineas Mesoamericanas (ALMA),
which took to the air from its Guadalajara
base in mid-June 2006, is strictly speaking
a full-service regional airline operating 50-
seat CRJ200s. However, ALMA is part of
the current LCC/new entrant phenomenon
in Mexico in that it has initiated point-to-
point service on routes that previously
lacked air service, is helping to develop one
of Mexico City's four alternative airports
(Pueblo) and is offering LCC-level fares at
least in competitive markets.

ALMA is well-capitalised to the tune of
$38m, with the investment coming primarily
from its chairman Carlos Peralta Quintero,
a Mexican entrepreneur. The airline is
headed by CEO and co-founder Guillermo
Heredia.

Operations began with two leased
CRJ200s on the Guadalajara-Pueblo route,
with fares 60% below competitors' fares to
the other Mexico City airports. Since then
the airline has added four more CRJ200s.
Four of the initial fleet of six are leased from
GECAS and two from Canadian leasing
vehicle CRAFT. The plan is to add two addi-
tional CRJ200s in the first year of operation
and grow the fleet to 35 aircraft within five
years.

The airline focuses on medium-density
routes mostly between cities in central
Mexico. In early September ALMA served a
six-point network that included
Guadalajara, Puebla, Tijuana, Chihuahua,
La Paz and Los Mochis. Puerto Vallarta and
Ciudad Juarez will be added this month and
in October, and the airline will also add new
connections between the cities already
served.

In addition to indirect competition on
routes to and from the various Mexico City
airports, ALMA competes head-to-head
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with LCC Volaris on the Guadalajara-
Tijuana route and offers similar fares.

VivaAeroBus

The next Mexican LCC to take to the air is
likely to be VivaAeroBus, the long-awaited
joint venture between Ryanair's founder Tony
Ryan and Mexican bus company
Inversionistas en Autotransportes Mexicanos
SA (IAMSA). In its latest communiqué dated
July 19, VivaAeroBus said that it would begin
operations in September, that it would be
based in Monterrey and that it would disclose
the routes "within eight weeks" as discus-
sions with the state governments were com-
pleted. In the absence of any announcement
to date (September 13), start-up before
October is unlikely. One Mexican web site is
reporting October 25 as the date.

The backers of Aeroenlaces SA,
VivaAeroBus's holding company, disclosed
earlier that they were making an initial invest-
ment of $50m. Up to half of that is provided
by the Ryan family, which teamed up with
Maurice Mason of Kite Investments (who has
participated in several of their ventures,
including Tiger Airways of Singapore) to
establish RyanMex as a holding vehicle for
their 49% stake in Aeroenlaces. IAMSA will
hold 51%, and its chairman Roberto
Alcantara will head the new group.

According to Aeroenlaces, the new airline
will benefit from the experience and syner-
gies of IAMSA in mass transportation - the
group carries 260m-plus bus passengers
annually - and the worldwide aviation exper-
tise of the investor group. The bus company
part copies a page from the Gol book.
However, Ryanair has made it clear that, in
contrast with Taca's hands-on role at Volaris,
it will have no involvement in VivaAeroBus.
Ryanair said that it has long had a policy of
not getting involved in other LCCs because it
needs to stay focused on its own aggressive
growth plan.

According to the earlier plans,
VivaAeroBus will start operations with two
leased 737-300s. As of July, the airline had
signed lease or purchase agreements on five
737-300s for August-December delivery and
taken options on three more for 2007 deliv-




Aviation Strategy
IESS————————

Analysis

ery. The plan is to operate ten aircraft by the
end of 2007.

The airline has talked about serving 25
destinations in Mexico, including 15 from the
hub in Monterrey, which is a major business
centre in the northern part of the country. At a
later stage VivaAeroBus also hopes to serve
"a handful" of US cities that have large
Mexican populations.

The airline will be a "true low-cost, point-
to-point operation" with fares that would
undercut the established carriers by up to
50%. The web site shows an attractive vivid
green and pink logo on the 737-300s.

Gol's planned Mexican LCC

Brazilian LCC Gol's plans to create a
Mexican LCC as a joint venture with Mexican
partners, announced with great fanfare in
July 2005, appear to be still awaiting regula-
tory approval. In the company's second-quar-
ter earnings call in July, Gol executives
blamed the delay on the political uncertainty
surrounding the Mexican elections.

In July 2005 Gol signed an MoU with
Mexican group Inversiones y Technicas
Aeroportuarias (ITA), businessman
Fernando Chico Pardo and Copenhagen
Airports (CPH) on a new airline that would
begin operations in the second quarter of
2006. Pardo and CPH jointly own ITA, which
holds a 15% stake in ASUR, an airport oper-
ator in southeastern Mexico. Gol was to pro-
vide the know-how to the new airline.

The investors submitted a preliminary
business plan to the Mexican authorities in
September 2005. That plan envisaged an ini-
tial investment of at least $40m, a base prob-
ably at Toluca and a second-quarter 2006
start with seven aircraft. However, by year-
end the venture was seeking additional
Mexican investors, in part because Pardo, as
president of ASUR, needed to limit his voting
stake to 5% and total stake to 35% to avoid a
conflict of interest. Gol has to limit its stake to
the 25% maximum permitted for foreigners.
In March there were reports of additional
investors joining the group, but the venture
was still unnamed (as it is today, at least pub-
licly).

Over the past year two aggressive new-

entrant LCCs have already made Toluca their
base. Merrill Lynch analyst Mike Linenberg
suggested in July that Gol's regulatory delays
may not be bad news given the large number
of new entrants in Mexico as "the market
could be saturated at this juncture".

One would also expect Gol's manage-
ment attention to be currently more focused
on developments at home (Varig's restructur-
ing) and its own international growth. In late
September Gol is launching service to
Santiago (Chile) - its seventh international
destination - and Lima (Peru), for which it
recently received authorisation, is likely to fol-
low in the near future.

Interestingly, Chile's LAN, one of Latin
America's largest airlines, reportedly stated
recently that it has no plans to move into
Mexico; rather, it will focus on growing in
Peru, Ecuador and Argentina. AvNews
reported in early September that LAN is plan-
ning to launch its own LCC by year-end;
while no details were available, those plans
were believed to be in response to Gol's
Chile expansion.

Aladia

Another prospective new entrant in
Mexico, Aladia, is looking to focus on the
charter market, though the airline has not
specified a start-up date after missing its orig-
inal target of July 2006.

A group of mostly Mexican investors,
including investment funds and financial
firms and led by lawyer Alberto Morales, is
planning to invest $50m over three years in a
new Monterrey-based tour company with its
own charter carrier that operates 757-200s.
Aladia will not be an LCC but it expects to
operate at very low costs.

The airline plans to initially operate
domestic services, linking the large popula-
tion centres of Mexico City, Monterrey and
Guadalajara with the tourist destinations of
Cancun, Puerto Vallarta and Los Cabos. The
next stage would be Mexico-Caribbean
flights, and after that there would be char-
ters to North and South America. Aladia
expects to have a fleet of three 757-200s by
the end of its first year of operation and 5-7
aircraft within three years.

By Heini Nuutinen
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Group  Group Group Group  Operating Net Total Total Load Total Group
revenue costs  op. profit  net profit margin  margin ASK RPK factor pax. employees
Us$m  US$m UsS$m Us$m m m 000s
Alaska Jan-Mar 05 643 723 -81 -80 -12.6%  -12.4% 8,642 6,271  72.6% 3,851 9,219
Apr-Jun 05 756 747 9 17 1.2% 2.2% 8,920 6,947 77.9% 4,232 9,144
Jul-Sep 05 689 609 80 82 11.6% 11.9% 9,369 7,399  79.0% 4,632 8,961
Year 2005 2,975 2,983 -8 -6 -0.3% -0.2% 35,875 27,221 75.9% 16,759 9,065
Jan-Mar 06 735 861 126 -80 171%  -10.9% 8,914 6,566 73.7% 3,905 8,988
American Jan-Mar 05 4,750 4,727 23 -162 0.5% -3.4% 68,965 52,024 75.4% 88,500
Apr-Jun 05 5,309 5,080 229 58 4.3% 1.1% 72,447 57,605 79.5% 88,500
Jul-Sep 05 5,485 5,446 39 -153 0.7% -2.8% 73,405 59,584 81.2% 88,500
Year 2005 20,657 21,008 -351 -892 1.7% -4.3% 283,417 222,685 78.6% 98,040 87,200
Jan-Mar 06 5,344 5,229 115 -92 2.2% -1.7% 68,801 53,131  77.2% 86,600
Apr-Jun 06 5,975 5,499 476 291 8.0% 4.9% 71,774 59,314  82.6% 86,500
America West Jan-Mar 05 723 673 50 34 6.9% 4.7% 11,749 9,126  77.7% 5,172 11,869
Apr-Jun 05 833 803 30 14 3.6% 1.7% 12,480 10,277 82.3% 5,752 12,200
Jul-Sep 05 846 904 -58 -71 -6.9% -8.4% 12,673 10,192  80.4% 5,802 12,179
Year 2005 3,254 3,374 -120 -195 -3.7% -6.0% 49,088 39,042 79.5% 22,130 12,100
Jan-Mar 06 859 776 83 58 9.7% 6.8% 13,463 10,472  77.8% 6,730 12,828
Apr-Jun 06 981 920 61 68 6.2% 6.9% 14,144 11,589  81.9% 7,377 12,766
Continental Jan-Mar 05 2,505 2,676 -171 -184 -6.8% -7.3% 37,955 29,148 76.8% 14,122
Apr-Jun 05 2,857 2,738 119 100 4.2% 3.5% 36,138 29,041  80.4% 11,465
Jul-Sep 05 3,001 2,892 109 61 3.6% 2.0% 37,450 31,185 81.7% 11,642
Year 2005 11,208 11,247 -39 -68 -0.3% -0.6% 163,537 129,064 78.9% 61,015 42200
Jan-Mar 06 2,947 2,936 11 -66 0.4% -2.2% 37,070 28,996 78.2% 11,486
Apr-Jun 06 3,507 3,263 244 198 7.0% 5.6% 45,477 37,605 82.7% 17,596
Delta Jan-Mar 05 3,647 4,604 -957 -1,071 -26.2%  -29.4% 60,955 45344  74.4% 29,230 66,500
Apr-Jun 05 4,185 4,314 -120 -382 -2.9% -9.1% 65,136 50,957 78.2% 31,582 65,300
Jul-Sep 05 4,216 4,456 -240 -1,130 -5.7% -26.8% 66,054 52,323  79.2% 30,870 58,000
Year 2005 16,191 18,192 -2,001 -3,818 -12.4% -23.6% 252,327 193,042 76.5% 118,853
Jan-Mar 06 3,719 4,204 -485 -2,069 -13.0%  -55.6% 55,685 42,460 76.3% 25,531 53,735
Northwest Jan-Mar 05 2,798 3,090 -292 -450 -104%  -16.1% 36,636 29,238  79.8% 13,502 39,105
Apr-Jun 05 3,195 3,375 -180 =217 -5.6% -6.8% 38,256 32,218  84.2% 15,145 38,348
Jul-Sep 05 3,378 3,545 -167 -469 -4.9%  -13.9% 38,881 32,889 84.6% 14,984 33,755
Year 2005 12,286 13,205 -919 -2,533 -7.5% -20.6% 147,694 122,017 82.6% 56,470 32,460
Jan-Mar 06 2,890 2,905 -15 -1,104 -0.5% -38.2% 35,757 29,432 82.3% 15,700 31,318
Southwest Jan-Mar 05 1,663 1,557 106 76 6.4% 4.6% 32,559 21,304 65.4% 17,474 30,974
Apr-Jun 05 1,944 1,667 277 159 14.2% 8.2% 34,341 24912  72.5% 20,098 31,366
Jul-Sep 05 1,989 1,716 273 227 13.7% 11.4% 35,170 26,336  74.9% 20,638 31,382
Year 2005 7,584 6,764 820 548 10.8% 7.2% 137,069 96,917 70.7% 77,693 31,729
Jan-Mar 06 2,019 1,921 98 61 4.9% 3.0% 35,532 24,591  69.2% 19,199 31,396
Apr-Jun 06 2,449 2,047 402 333 16.4% 13.6% 36,827 28,716  78.0% 21,999 31,734
United Jan-Mar 05 3,915 4,165 -250 -1,070 -6.4% -27.3% 55,133 43,103  78.2% 15,667 56,300
Apr-Jun 05 4,423 4,375 48 -1,430 1.1%  -32.3% 56,538 47,156  83.4% 17,150 55,600
Jul-Sep 05 4,655 4,490 165 -1,172 35% -25.2% 58,123 48,771  83.9% 17,448 54,600
Year 2005 17,379 17,598 -219 -21,176 -1.3% -121.8% 225,785 183,898 81.4% 67,000
Jan-Mar 06*** 4,465 4,636 -171 22,628 -3.8% 506.8% 61,511 48,739  79.2% 16,267 53,600
Apr-Jun 06 5,113 4,853 260 119 5.1% 2.3% 64,499 54,541  84.6% 18,228 53,500
US Airways Jan-Mar 05 1,628 1,829 -201 -191 123% -11.7% 24,976 17,779 71.2% 14,068 23,696
Apr-Jun 05 1,945 1,904 41 -62 2.1% -3.2% 26,547 20,165 76.0% 15,826 21,396
Jul-Sep 05 926 997 -71 -87 1.7% -9.4% 21,281 16,503  77.5% 10,109
Year 2005** 7,212 7,425 -213 160 -3.0% 2.2% 82,908 62,594 75.5% 39,977 21,486
Jan-Mar 06 2,648 2,523 125 65 4.7% 2.5% 35,226 26,372 74.9% 13,591
Apr-Jun 06 3,191 2,849 342 305 10.7% 9.6% 37,666 30,683 81.5%
JetBlue Jan-Mar 05 374 349 26 7 7.0% 1.9% 8,318 7,136  85.8% 3,400 6,797
Apr-Jun 05 430 390 39 12 9.1% 2.8% 9,408 8,247 87.7% 3,695 7,284
Jul-Sep 05 453 439 14 3 3.1% 0.7% 10,190 8,825 86.6% 3,782 7,452
Year 2005 1,701 1,653 48 -20 2.8% -1.2% 38,145 32,508 85.2% 14,729 8,326
Jan-Mar 06 490 515 -25 -32 -5.1% -6.5% 10,584 8,909 84.2% 4,335 9,039
Apr-Jun 06 612 565 47 14 7.7% 2.3% 11,590 9,533 82.2% 4,525 9,377

** = Predecessor company, 9 months to 30/09/05; Successor company, 3 months to 31/12/05
*** = Including reorganisation items - net loss of $311m without

Note: Annual figures may not add up to sum of interim results due to adjustments and consolidation. 1 ASM = 1.6093 ASK. All US airline Financial Year Ends are 31/12.

16

September 2006




Aviation Strategy
S——I—I,

Databases
Group Group Group Group  Operating Net Total Total Load Total Group
revenue costs op. profit  net profit margin  margin ASK RPK factor pax. employees
Us$m  US$m US$m Us$m m m 000s
Air France/ Apr-Jun 04 5,394 5,205 189 115 3.5% 2.1% 48,944 38,025 77.7%
KLM Group Jul-Sep 04 6,328 5,964 364 248 5.8% 3.9% 57,668 46,767  81.1%
YE 31/03 Oct-Dec 04 6,628 5,745 883 83 13.3% 1.3% 54,144 42,042 77.6% 15,934
Year 2004/05 24,641 21,744 641 453 2.6% 1.8% 214,606 168,998 78.7% 64,075 102,077
Apr-Jun 05 6,257 5,982 275 135 4.4% 2.2% 57,936 46,041  79.5% 17,948 101,886
Jul-Sep 05 6,790 6,154 636 864 9.4% 12.7% 60,472 50,961 84.2% 18,705
Oct-Dec 05 6,430 6,205 225 91 3.5% 1.4% 58,266 46,644 80.0% 17,120 102,291
Year 2005/06 25,901 24,771 1,136 1108 4.4% 4.3% 234,669 189,253 80.6% 70,020 102,422
BA Jul-Sep 04 3,645 3,213 432 221 11.9% 6.1% 36,639 28,749 78.5% 9,822 46,179
YE 31/03 Oct-Dec 04 3,801 3,589 212 94 5.6% 2.5% 35,723 25,999 72.8% 8,428 45,888
Jan-Mar 05 3,549 3474 96 17 2.7% 0.5% 35,677 26,062 73.0% 8,178 45,914
Year 2004/05 14,681 13,666 1,015 472 6.9% 3.2% 144189 107,892 74.8% 35,717 46,065
Apr-Jun 05 3,716 3,398 318 162 8.6% 4.4% 36,706 27,768  75.6% 9,177 46,079
Jul-Sep 05 3,887 3427 460 301 11.8% 7.7% 37,452 29,812  79.6% 9,767 46,144
Oct-Dec 05 3,664 3,362 301 212 8.2% 5.8% 37,119 27,499 74.1% 8,530 45,624
Jan-Mar 06 3,692 3,530 162 144 4.4% 3.9% 36,657 26,780 73.1% 8,160 45,171
Year 2005/06 14,813 13,588 1,227 812 8.3% 55% 147,934 111,859 75.6% 35,634 47,012
Iberia Apr-Jun 04 1,461 1,371 90 95 6.2% 6.5% 14,743 11,106  75.3% 6,913
YE 31/12 Jul-Sep 04 1,593 1,452 141 110 8.9% 6.9% 16,053 12,699 79.1% 7,314 25,839
Oct-Dec 04 1,660 1,605 55 74 3.3% 4.5% 15,700 11,398  72.6% 6,329 24,783
Year 2004 5895 5,663 232 230 3.9% 3.9% 61,058 45924 75.2% 26,692 24,993
Jan-Mar 05 1,531 1,571 -40 -21 -2.6% -1.4% 15,261 11,421 74.8% 6,181 24,044
Apr-Jun 05 1,466 1,392 74 54 5.0% 3.7% 15,843 11,939  754% 7,242 24,435
Jul-Sep 05 1,439 1,368 7 53 4.9% 3.7% 16,659 13,619 81.8% 7,656 25,069
Oct-Dec 05 1,451 1,504 -53 -7 -3.7% -0.5% 15,864 12,082  76.2% 6,596 23,845
Year 2005 5808 5,712 96 608 1.7%  10.5% 63,628 49,060 771% 27,675 24,160
Jan-Mar 06 1,457 1,536 -79 -54 -5.4% -3.7% 15,689 11,876  75.7% 6,300 23,772
Apr-Jun 06 1,816 1,753 63 44 3.5% 2.4% 16,809 13,420 79.8% 7,461 24,109
Lufthansa Apr-Jun 04 5269 5,045 224 -28 4.3% -0.5% 36,440 26,959 74.0% 13,336
YE 31/12 Jul-Sep 04 5,511 5,164 347 154 6.3% 2.8% 38,115 28,883 75.8% 14,053
Year 2004 25,655 24,285 1370 551 5.3% 21% 140,648 104,064 74.0% 50,300 34,700
Jan-Mar 05 5,041 5,079 -38 -150 -0.8% -3.0% 32,477 23,793 73.3% 11,190
Apr-Jun 05 5487 5138 349 140 6.4% 2.6% 37,700 28,178 74.7% 13,583
Jul-Sep 05 5798 5411 387 501 6.7% 8.6% 38,967 30,466 78.2% 14,203
Year 2005 21,397 20,545 852 725 4.0% 34% 144182 108,185 75.0% 51,260 37,042
Jan-Mar 06 5,369 5,460 -91 -118 -1.7% -2.2% 33,494 24,044 718% 11,442
Apr-Jun 06 6,529 6,203 326 142 5.0% 2.2% 37,797 28,603 75.7% 14,106
SAS Jul-Sep 04 2,099 1,860 239 9 11.4% 0.4% 13,557 9,198 67.8% 8,591
YE 31/12 Oct-Dec 04 2,271 2,293 -22 -96 -1.0% -4.2% 12,667 7,649 60.4% 7,645 32,600
Year 2004 8,830 8,967 137 -283 -1.6% -3.2% 43,077 28,576 64.0% 32,354 32,481
Jan-Mar 05 1,842 1,990 -148 -137 -8.0% -7.4% 12,465 7,342 58.9% 7,299 31,797
Apr-Jun 05 2,046 1,925 121 64 5.9% 3.1% 13,810 9,259 67.0% 9,357 32,285
Jul-Sep 05 2,140 2,036 104 68 4.9% 3.2% 13,599 9,838 72.3% 9,325
Oct-Dec 05 2,050 1,966 84 25 4.1% 1.2% 12,880 8,646 67.1% 8,945
Year 2005 7,789 7,717 173 32 2.2% 0.4% 38,454 26,487 68.9% 23,799 32,363
Jan-Mar 06 1,078 1,064 -150 -137 13.9% -12.7% 12,275 8,179  66.6% 8,532 31,528
Ryanair Apr-Jun 04 366 288 78 64 21.3% 17.5% 83.0% 6,600 2,444
YE 31/03 Jul-Sep 04 516 305 211 181 40.9%  35.1% 90.0% 7,400 2,531
Oct-Dec 04 402 335 68 47 16.9% 11.7% 84.0% 6,900 2,671
Year 2004/05 1,727 1,301 426 345 24.7%  20.0% 36,611 31,205 84.0% 27,593
Apr-Jun 05 488 392 96 84 19.7% 17.2% 83.4% 8,500 2,764
Jul-Sep 05 652 409 244 208 374%  31.9% 9,500 2,987
Oct-Dec 05 439 381 58 44 13.2% 10.0% 83.0% 8,600 2,963
Year 2005/06 2,045 1,598 447 371 21.9% 18.1% 83.0% 34,768 3,063
Apr-Jun 06 711 539 172 146 24.2%  20.5% 10,700
easyJet Year 2002/03 1,553 1,472 81 54 5.2% 3.5% 21,024 17,735 84.1% 20,300 3,372
YE 31/03 Oct-Mar 04 803 861 -58 -36 -7.2% -4.5% 10,991 9,175 83.3% 10,800
Year 2003/04 1,963 1,871 92 74 4.7% 3.8% 25,448 21,566 84.5% 24,300 3,727
Oct-Mar 05 1,039 1,116 =77 -41 -7.4% -3.9% 14,526 12,150 83.8% 13,500
Year 2004/05 2,364 2,278 86 76 3.6% 3.2% 32,141 27,448 85.2% 29,600 4,152
Oct-Mar 06 1,095 1,177 -82 -50 -7.5% -4.6% 16,672 13,642 81.8% 14,900

Note: Annual figures may not add up to sum of interim results due to adjustments and consolidation.
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Group Group Group Group  Operating Net Total Total Load Total Group
revenue costs op. profit net profit margin  margin ASK RPK  factor pax. employees
Us$m US$m Us$m Us$m m m 000s
ANA
YE 31/03 Year 2002/03 10,116 10,137 -22 -235 -0.2% -2.3% 88,539 59,107 66.7% 50,916 28,907
Year 2003/04 11,529 11,204 325 234 2.8% 2.0% 87,772 55,807 63.6% 44,800 28,870
Year 2004/05 12,024 11,301 723 251 6.0% 21% 85,838 55807 65.0% 29,098
Cathay Pacific Year 2003 3,810 3,523 287 168 7.5% 4.4% 59,280 42,774 T72.2% 12,322 14,673
YE 31/12 Jan-Jun 04 2,331 2,046 285 233 12.2% 10.0% 35,250 76.1% 6,404
Year 2004 5,024 4,350 674 581 134% 11.6% 74,062 57,283 77.3% 13,664 15,054
Jan-Jun 05 3,074 2,799 275 225 8.9% 7.3% 39,535 78.1% 7,333 15,400
Year 2005 6,548 6,015 533 424 8.1% 6.5% 82,766 65110 78.7% 15,440 15,447
JAL
YE 31/03 Year 2002/03 17,387 17,298 88 97 0.5% 0.6% 145944 99,190 68.0% 56,022
Year 2003/04 18,398 19,042 -644 -844 -3.5% -4.6% 145900 93,847 64.3% 58,241
Year 2004/05 19,905 19,381 524 281 2.6% 1.4% 102,354 67.4% 59,448
Korean Air
YE 31/12 Year 2003 5172 4,911 261 -202 5.0% -3.9% 59,074 40,507 68.6% 21,811 15,352
Year 2004 6,332 5,994 338 414 5.3% 6.5% 64,533 45879 71.1% 21,280 14,994
Year 2005 7,439 7,016 423 198 5.7% 2.7% 66,658 49,046 71.4% 21,710
Malaysian
YE 31/03 Year 2002/03 2,350 2,343 7 89 0.3% 3.8% 54,266 37,653 69.4% 21,916
Year 2003/04 2,308 2,258 50 121 2.2% 52% 55692 37,659 67.6% 15,375 20,789
Year 2004/05 2,882 2,798 84 86 2.9% 3.0% 64115 44,226 69.0% 17,536 22,513
Qantas
YE 30/06 Year 2001/02 6,133 5,785 348 232 5.7% 38% 95944 75134 78.3% 27,128 33,044
Jul-Dec 02 3,429 3,126 303 200 8.8% 58% 50,948 40,743 80.0% 15,161 34,770
Year 2002/03 7,588 7,217 335 231 4.4% 3.0% 99,509 77,225 77.6% 28,884 34,872
Jul-Dec 03 4,348 3,898 450 269 10.3% 6.2% 50,685 40,419 79.7% 15,107 33,552
Year 2003/04 7,838 7,079 759 448 9.7% 5.7% 104,200 81,276 78.0% 30,076 33,862
Jul-Dec 04 5017 4,493 524 358 10.4% 71% 57,402 43,907 76.5% 16,548 35,310
Year 2004/05 9,524 8,679 845 575 8.9% 6.0% 114,003 86,986 76.3% 32,660
Jul-Dec 05 4,999 4,626 373 258 7.5% 52% 59,074 45794 77.5% 17,260 35,158
Singapore
YE 31/03 Year 2003/04 5732 5,332 400 525 7.0% 9.2% 88,253 64,685 73.3% 13,278 14,010
Year 2004/05 7,276 6,455 821 841 11.3% 11.6% 104,662 77,594 74.1% 15944 13,572
Year 2005/06 6,201 5,809 392 449 6.3% 7.2% 109,484 82,742 75.6% 17,000 13729

Note: Annual figures may not add up to sum of interim results due to adjustments and consolidation. 1 ASM = 1.6093 ASK

AIRCRAFT AVAILABLE FOR SALE OR LEASE - MONTH END
Old Old Total New New Total

narrowbodies widebodies old narrowbodies  widebodies new Total

Dec-2000 302 172 474 160 42 202 676
Dec-2001 368 188 556 291 101 392 948
Dec-2002 366 144 510 273 102 375 885
Dec-2003 275 117 392 274 131 405 797
Dec-2004 185 56 241 194 48 242 483
Dec-2005 145 51 196 258 45 303 499

Apr-06 200 62 262 237 45 282 544

AIRCRAFT SOLD OR LEASED

Source: BACK Notes: As at end

Old Old Total New New Total year; Old narrowbodies = 707,
narrowbodies widebodies  old narrowbodies  widebodies new Total DC8, DC9, 727,737-100/200,
F28, BAC 1-11, Caravelle; Old
widebodies = L1011, DC10, 747-
2000 475 205 680 895 223 1,118 1,798 100/200, A300B4: New narrow-
2001 286 142 428 1,055 198 1,253 1,681 bodies = 737-300+, 757. A320
2002 439 213 652 1,205 246 1,451 2,103 ty%e% IZAe 1454;;%% R.;,'b\l;lew
widepoadies = - +, )
2003 408 94 502 1,119 212 1,331 1,833 777, AB00, A310, A330, A340.
2004 321 177 498 1,815 325 2,140 2,638
2005 321 114 435 1,653 346 1,999 2434
Apr-06 18 7 25 151 29 180 205
September 2006
18




Aviation Strategy
S——I—I,

Databases
EUROPEAN SCHEDULED TRAFFIC
Intra-Europe orth Atlantic Europe-Far East Total long-haul Total Int'l
ASK RPK LF ASK RPK LF ASK RPK LF ASK RPK LF ASK RPK LF
bn bn % bn bn % bn bn % bn bn % bn bn %
1998 188.3 120.3 63.9 194.2 149.7 771 135.4 100.6 743 453.6 344.2 759 6732 48438 72
1999  200.0 124.9 625 2189 166.5 76.1 134.5 103.1 76.7 4923 371.0 754 7272 5195 71.4
2000 208.2 132.8 63.8 2299 179.4 78.1 137.8 108.0 78.3 508.9 396.5 779 755.0 555.2 735
2001 212.9 133.4 62.7 2176 161.3 741 131.7 100.9 766 4922 3726 75.7 7433 530.5 71.4
2002 197.2 129.3 65.6 181.0 144 .4 79.8 129.1 104.4 80.9 447.8 355.1 79.3 679.2 507.7 74.7
2003 210.7 136.7 649 2150 171.3 79.7 131.7 101.2 76.8 497.2 390.8 786 7426 5513 74.2
2004 220.6 144.2 654 2240 182.9 81.6 153.6 119.9 78.0 5352 4287 80.1 795.7 600.7 75.5
2005 309.3 207.7 67.2 2259 186.6 82.6 168.6 134.4 79.7 562.6 456.4 81.1 830.8 639.3 76.9
July-06 28.6 21.8 76.0 22.2 19.2 86.5 15.7 13.2 84.1 52.7 45.0 85.4 78.3 64.5 82.4
Ann. change 2.6% 5.3% 2.0 2.8% 1.3% -1.4 7.0% 7.8% 0.6 3.8% 3.8% 0.0 4.3% 4.5% 0.2
Jan-July 06 1852 126.6 684 132.6 109.2 82.3 105.3 85.2 80.0 3384 275.0 81.3 501.2 387.2 77.3
Ann. Change 2.9% 5.7% 1.8 1.0% 0.7% -0.3 10.0% 11.7% 1.3 4.5% 5.3% 0.6 4.5% 5.7% 0.9
Source: AEA
US MAJORS’ SCHEDULED TRAFFIC
Domestic North Atlantic Pacific Latin America Total Int'l
ASK RPK LF ASK RPK LF ASK RPK LF ASK RPK LF ASK RPK LF
bn bn % bn bn % bn bn % bn bn % bn bn %
1998 960.8 678.8 70.7 150.5 117.8 78.3 112.7 82.5 73.2 83.5 52.4 62.8 346.7 252.7 72.9
1999 1,007.3 707.5 70.2 164.2 128.2 78.1 113.2 84.7 74.8 81.3 54.3 66.8 358.7 267.2 74.5
2000 1,033.5 740.1 71.6 178.9 141.4 79.0 127.7 97.7 76.5 83.0 57.6 694 380.9 289.9 76.1
2001 1,0254 7122 69.5 173.7 128.8 74.2 120.1 88.0 73.3 83.4 56.9 68.2 377.2 2737 72.6
2002 990.0 701.6 70.9 159.0 125.7 67.2 103.0 83.0 80.5 84.1 56.8 67.5 346.1 265.5 76.7
2003 963.1 706.6 73.4 148.3 117.6 79.3 94.8 74.0 80.5 84.2 59.3 705 3272 251.0 76.7
2004 1,014.5 763.6 75.3 164.2 134.4 81.8 105.1 87.6 83.4 96.4 68.0 70.5 365.6 289.8 79.3
2005 1,004.4 783.7 78.0 174.6 143.3 82.1 116.8 96.0 82.2 105.0 76.6 729 3964 3159 79.7
Aug 06 86.8 711 81.9 18.3 15.0 82.2 10.3 8.8 85.9 9.3 7.4 79.0 37.9 31.3 82.4
Annchange -25% -2.2% 0.2 13.7% 10.7% -2.3  -0.6% 0.5% 0.9 3.5% 5.8% 1.7 7.0% 6.4% -0.4
Jan-Aug 06 657.9 5334 81.1 126.1 103.0 81.7 78.8 66.2 84.0 741 57.2 771 2789 226.4 81.1
Annchange -34% -0.7% 2.2 8.2% 6.6% -1.3 1.1% 2.3% 1.0 2.3% 6.1% 2.8 4.5% 5.2% 0.5

Note: US Majors = Aloha, Alaska, American, Am. West, American Transair, Continental, Cont. Micronesia, Delta, Hawaiian
JetBlue, MidWest Express, Northwest,Southwest, United and US Airways Source: ATA

JET ORDERS

Boeing

Airbus

Embraer

Bombardier

Note: Only firm orders from identifiable airlines/lessors are included.

Date Buyer

14 Aug SpiceJet
18 Aug Monarch A/L

28 Aug Air Sahara

12 Sept Atlas Air

1Aug ILFC

11 Aug Air Mauritius

24 Aug US Airways

25Aug CIT

17 Sept EgyptAir Express

25 Sept My Way

Order Delivery

5 x 737-800, 5 x 737-900ER

6 x 787-8 2010 onwards
10 x 737-800 2009 onwards
12 x 747-8F 2010/11

3 x A330-200
1 x A330-200
7 x A321-200
5 x A319, 5 x A330-200

6 x E170 04/2007 onwards

19 x CRJ900

Source: Manufacturers

Other information/engines

converted options
plus 4 purchase rights

plus 6 options
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Our expertise is in strategic and financial consulting in Europe,
the Americas, Asia, Africa and the Middle East, covering:
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Asset valuations » E&M processes

IPO prospectuses

 State aid applications
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Market forecasts

Cash flow forecasts

Distribution policy
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