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More than 300 new aircraft have been delivered to Chinese
airlines over the past three years, and 500 more are sched-

uled for delivery by 2014. But with China’s “Big Three” racking
up losses of US$4.2bn in 2008, is it realistic to expect that this
huge backlog of orders will be delivered? 

Encouraged by soaring air traffic demand before the global
recession, the Civil Aviation Administration of China (CAAC) and
Chinese airlines intended to expand fleets at an annual growth
rate of 13% over the next few years, with the total Chinese fleet
planned to reach 1,550 units by 2010. 

Indeed China’s “Big Three” - Air China, China Eastern and
China Southern - have outstanding orders for 139, 64 and 150
aircraft respectively to be delivered within the next five years.
Three medium-sized carriers - Hainan Airlines, Shanghai Airlines
and Shenzhen Airlines - also have 113, 27 and 41 aircraft respec-
tively being delivered over the same period. That’s 534 aircraft
that are due to be delivered by the end of 2014 (the majority of
which will arrive in the next three years), even without counting
orders for smaller Chinese airlines. Most of the incoming air-
craft are narrowbodies (a result of most Chinese airlines’ focus
on the domestic market, and CAAC’s attempt to phase out air-
craft more than 15 years old), but just how many of these 500+
aircraft will actually arrive at Chinese airlines?

Cancellation or deferral?
The majority of these aircraft were ordered between 2005

and 2007, in a period when China’s air traffic volume recorded
annual growth rates of around 15% (see Aviation Strategy, May
2008). But in 2008 the growth rate tumbled to 2.2 % and in the
same year Chinese airlines suffered significant financial losses.
Last year the CAAC publicly urged Chinese airlines to renegoti-
ate with Airbus and Boeing in order to cancel or defer aircraft
deliveries, although at that time - when airlines did talk with the
manufacturers - the focus was much more on deferral rather
than cancellation. 

A key complication is the fact that most Chinese orders are
placed collectively by China Aviation Supplies Holding Company,
a state-owned company, and this turns potential cancellations
into an issue that affects the Chinese government’s credibility.
The only major cancellation announced so far has been from
Hainan Airlines, which in May cut its order for 50 ERJ 145s to 25
units. (Continued on page 2).
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The deferral situation varies airline by
airline and model by model, but there’s
little option other than deferral for the
787s, of which Chinese airlines ordered
72 units in 2005. The aircraft’s increased
maximum empty weight (which will now
be five to eight tons higher than the orig-
inal design specification) makes operating
the model on many Chinese routes
uneconomic, and a number of the orders
placed by Chinese airlines have now been
taken by Japanese airlines. Indeed the
787 economics look so bad in China that
China Eastern - which reported a record
financial loss of US$2.2bn in 2008 and
had to be rescued by the Chinese govern-
ment - recently announced that it was
considering cancelling its entire order of
15 787-8s. 

But given that cancellation is not a
realistic option for most Chinese airlines
(China Southern, for example, has parked
two 777-200LRFs in the Arizona desert,
after they were delivered only in
February this year, rather than cancel the
order before delivery) the emphasis in
ongoing negotiations with manufacturers
remains on deferrals - although carriers
are finding it difficult to make meaningful
adjustments to schedules. 

For example, with CAAC’s “coordination”,
delivered aircraft in 2008 were eight fewer
than originally planned, and thanks to defer-
rals and cancellations this difference
between planned and delivered aircraft is
expected to rise to 33 units this year. But
given that the Chinese air traffic growth rate
was just 1.7 % in the first four months of
2009 (compared with the same period in
2008), there will still be significant overca-
pacity even despite this adjusted delivery
total for 2009. 

The other options
With cancellations and even deferrals

proving difficult (given the CAAC’s
involvement), the realistic alternatives
for Chinese airlines are to return leased
aircraft to lessors and/or to accelerate
the withdrawal of ageing/uneconomic
aircraft from service.

China Eastern, for example, has
already returned seven leased aircraft
this year and, after a handful of deferrals,
the airline’s fleet will rise by only 13 air-
craft this year – 10 units fewer than
planned. Airlines are also attempting to
renegotiate lease rates with lessors, as
most existing contracts were signed
before 2008, at a period when aircraft
lease rates were close to their peak (and
very approximately 25% higher than they
are at the moment). 

Whether Chinese airlines achieve lower
rates depends largely on how severe their
own financial situation is (the more trou-
ble they are in the greater leverage they
seem to have with the lessors) and - more
importantly - just who their owners are.
The smaller and/or privately-owned air-
lines are making the hardest efforts to cut
rates, but the outcomes so far have not
been encouraging, and lessors are reluc-
tant to renegotiate agreed contracts
except in exceptional cases.

What is in the airlines’ own hands is the
withdrawal of uneconomic aircraft from
service. China Southern is the frontrunner
here: it has already sold 12 MD-80s and is
now disposing of four 777-200s, six A300-
600s and 13 MD-90s. The six A300-600s
were scheduled to be converted to
freighters, but the airline has stopped this
programme due to a severe fall in China’s
air cargo business and the indefinite defer-
ral of a proposed cargo joint venture
between China Southern and Air
France/KLM.

Finance problems 
There is another factor in determining

how many aircraft will be delivered to
China over the next few years – the avail-
ability of finance. Fortunately for them,
Chinese airlines are supported strongly by
central government and a host of provin-
cial governments that have deep pockets,
as well as the Chinese banking industry,
and together these entities continue (for
the moment at least) to ensure both the
survival of the major airlines and the
financing of their aircraft orders.



Aviation Strategy
Analysis

June 2009 3

The Chinese government has already
injected RMB 3bn (US$439m) into both
China Eastern and China Southern respec-
tively. This rescued China Eastern from
bankruptcy and helped China Southern to
pay back maturing debt of RMB 2.3bn
incurred from aircraft purchases. At a
regional level, the Hainan provincial gov-
ernment followed the central govern-
ment’s lead by injecting RMB 1.5bn
(US$219m) into Hainan Airlines, while the
Shanghai government gave RMB 1bn
(US$146m) to Shanghai Airlines. 

The central and regional governments’
financial commitments are crucial in help-
ing Chinese airlines through the current
recession, but in some cases the local gov-
ernments are going further, via a wave of
subsidiaries being set up with local air-
lines. For example, Grand China Express  -
the country’s largest regional carrier with
46 aircraft - has been transformed into
Tianjin Airlines, a joint venture subsidiary
between the Tianjin municipal govern-
ment (which provided RMB 200m of equi-
ty) and the Hainan Airlines Group, which
owned the airline. 

And Shenzhen Airlines is aiming to
transform regional subsidiary Kunpeng
Airlines into a joint venture with the
Henan provincial government (again with
funds provided by the local government).
The airline - which is likely to be renamed
Henan Airlines - ordered 100+ Chinese-
built ARJ21s in 2006.

As well as providing capital, regional
governments are also helping their local
airlines by reducing airport charges and
local taxes (which are completely within
the powers of the local government). 

But perhaps the most important boost
from the involvement of national and
local governments in Chinese airlines is
that it increases the confidence of credi-
tors and aircraft lessors, reassuring them
that in the event of financial difficulties
the national and local government share-
holders will act to rescue the airlines.
With expectations such as that, commer-
cial loans, finance leasing and sale and
leaseback deals are much more easily
concluded. 

On top of government support comes
the Chinese banks, and most particularly
the Industrial and Commercial Bank of
China, China Construction Bank and Bank
of China. These banks have long been
“silently” financing Chinese airlines’ air-
craft deliveries with commercial loans,
counter-guarantees, finance leases or tax
leases, and (unlike Western banks)
Chinese banks have relatively low equity
and margin requirements – again justified
by the fact that most airlines are con-
trolled by governments, which ultimately
take all default risks. 

Outlook 
Undoubtedly the biggest influence on

how many aircraft will be delivered to
China’s fleet is just when China’s economy
will pick up substantially from the slow-
down. The consensus appears to be that
the economy has passed the worst point,
but some fears remain that the recovery
could be a so-called “W” shape. That’s
because the current acceleration in the
growth rate is being driven by massive
government investment which, while stim-
ulating domestic consumption, is not sus-
tainable in the long-term. 

And government investment can’t stim-
ulate overseas demand, with the harsh
reality for the aviation industry being that
demand for exports from China - which
has long served as an engine of economic
growth - has tumbled. 

The first four months of 2009 saw China’s
international air cargo volume decline by
21.9 %, which will surely affect the Big
Three’s plans for new and converted
freighters. Similarly, international passenger
traffic shrank by 17.3 % over the January-
April 2009 period, and Chinese airlines are
now struggling to deploy existing and
incoming widebodied aircraft on domestic
routes in the short-term. 

The airlines hope that this will be a
temporary measure until international
traffic rebounds, but until that occurs
the manufacturers will be keeping a ner-
vous eye on the huge backlogs at
Chinese airlines.

By Yong Qiu,
yongq@3oac.com



As AIG and the US government struggle to
get a decent price for ILFC (see Aviation

Strategy, May 2009), how is fellow mega-
lessor GECAS faring as the aviation downturn
rages though 2009?  

In 2008 GE Commercial Aviation Services
(GECAS) recorded revenue of $4.9bn, 1.3%
higher than in 2007, and made a net profit of
$1,194m, 1.4% lower than the previous year.
It placed 232 aircraft in 2008 (146 from the
current fleet, 42 new aircraft and 44 exten-
sions of existing leases), which was a 10%
increase on leasing activity in 2007. Although
the 2008 figures also included an impairment
loss of $72m for a downward adjustment of
the fair value of the fleet ($110m in 2007), this
was an excellent set of results for the full year.

Whether GECAS can continue that prof-
itability into 2009 is the key question, and
Henry Hubschman, president and CEO of
GECAS (until July this year), warned that “the
first quarter of the year proved to be as chal-
lenging as any we’ve faced”.

Good start to the year?
However, financial results for the January-

March period show that the lessor appears to
be weathering the storm of the global reces-
sion reasonably well. In the first quarter of
2009 GECAS reported revenue of $1,140m -
some 9% lower than the first quarter of 2008
- while net profits of $268m in January-
March 2009 were 31% lower than in January-
March 2008. While not as good as a year ago,
this still gave GECAS a net margin of 24% in
the first quarter of 2009 (compared with the
31% of a year earlier).

In the first quarter of 2009 GECAS placed 33
aircraft, extended the leases on nine aircraft
currently with clients, and sold three aircraft.
Of those 33 placed on new leases, 12 were in
the “growth” markets (according to GECAS) of
the Middle East, Africa, Russia and Asia. Of its
total portfolio, as of the end of March just one
was not placed with a client, although GECAS

signed a letter of intent with an airline to lease
this aircraft out soon afterwards.

Of course GECAS has faced a very tricky
market over the past 12 months or so, as
lease rates have fallen and some airlines have
faced severe financial problems. For exam-
ple, GECAS is in an ongoing dispute with
India’s Deccan Aviation, after it terminated a
number of A320 leases following the merger
between Air Deccan and Kingfisher Airlines.
Kingfisher says that there has been “a dis-
agreement” with the lessor on terms and
conditions for returning the aircraft, but the
whole issue has now gone to the courts.

In early January GECAS rescinded six con-
tracts covering 14 aircraft leased to
SkyEurope Airlines after the Bratislava-
based LCC faced financial problems at the
end of 2008. SkyEurope had defaulted on
lease payments for the 737-700s, and
GECAS appears to have acted ruthlessly in
recovering the aircraft. SkyEurope has since
continued to operate normally and the air-
line was very critical of GECAS’s actions, say-
ing that it caused operational problems, but
GECAS countered by saying that it held a
series of negotiations with SkyEurope that
did not resolve the situation.

Elsewhere, in March this year the Civil
Aviation Administration of China (CAAC)
grounded private airline East Star Airlines
after the Wuhan-based carrier missed lease
payments to GECAS. East Star had a fleet of
nine A320 family aircraft, all of which were
leased from GECAS, and its routes have been
taken over by other Chinese airlines.

Overall, however, GECAS is coping well
with difficult market conditions and (like
most lessors) appears to have avoided the
need to renegotiate existing lease contracts -
although that is not to say the situation won’t
change through 2009. 

GECAS also does a significant amount of
engine leasing (a business that became whol-
ly part of GECAS in 2005) and leased 120
units in 2008 out of a total portfolio of 350
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owned and managed engines. The business is
naturally counter-cyclical to the aviation
industry, with Julie Dickerson, general man-
ager of GECAS Engine Leasing, saying:
“Despite challenging economic conditions,
we expect airlines will lease more of their
spare engines in 2009 instead of choosing the
more capital-intensive ownership option.”  

Financially, GECAS has very deep pockets
in that it is a subsidiary of GE Capital, which
itself is part of the massive GE conglomerate
– a series of companies that has around
300,000 employees in more than 100 coun-
tries worldwide, with revenue of $182bn in
2008. Unlike ILFC’s parent AIG, GE has not got
itself into funding problems over the last 12
months, and as a result the future of both it
and GECAS appears solid – which means that
the lessor’s management team can concen-
trate solely on placing its aircraft and financ-
ing its asset base, rather than have the dis-
traction and uncertainty of a sales process, as
is occurring at ILFC (and a number of medi-
um-size lessors).

GECAS (which has 24 offices around the
world) currently has a portfolio of 1,520
owned aircraft, placed with 250 airlines in 78
countries, and with an average age of seven
years. 55% of the fleet are narrowbodies (and
88% of those are A320s and 737NGs), with
20% being widebodies (of which 91% are
767s, 777s or A330s), 16% regional jets and
9% cargo aircraft. GECAS also manages anoth-
er 325 aircraft for clients, and the value of
GECAS’s assets rose from $49.5bn as at the
end of 2008 to $50.3bn as at March 31st 2009. 

Asset sale
However, in April Irish lessor Pembroke

Group agreed to buy 13 737-800s and a single
A320 from GECAS. The aircraft have an aver-
age age of just over one year, and all are cur-
rently placed with clients in the Asia/Pacific
and Africa regions. It’s possible that selling
such a tranche of young aircraft indicates that
GECAS is coming under pressure on lease rev-
enue though the year, and wants to boost
2009 results with sales – although a downside
of the deal is that it will increase its tradition-
al dependence on the US market even further
(see chart, above). 

In the January-May period GECAS
received 18 new aircraft from Boeing and
nine from Airbus, and though GECAS hasn’t
placed any major orders with the manufac-
turers for a considerable time, as of end-May
GECAS had outstanding orders for 85 737s
and 18 777s, and for 51 Airbus aircraft (11
A319s and 40 A320s), which are worth
around $17bn. 

In November last year GECAS also placed
a firm order for five ARJ21-700 regional jets
produced by the Commercial Aircraft
Corporation of China (Comac). The ARJ21
programme has suffered delays over the last
few years but these aircraft will be delivered
from 2013 onwards, and GECAS also has
options for up to 20 more of the model. It’s
likely that the aircraft will appeal mostly to
Chinese airlines, and other firm orders for
the regional model have come from
Shanghai Airlines and Shandong Airlines.
GECAS’s order was probably linked to GE’s
production of the engines that will power
the ARJ21, but state-owned Comac is also
responsible for China’s anticipated larger
commercial aircraft development pro-
gramme, and GECAS’s regional jet order can
be seen as a strategic move to cement its
place at the heart of the Chinese manufac-
turing industry.   

As for the rest of 2009, with lease rates
softening further it’s inevitable that GECAS’s
margin will come down through the year,
which will be a challenge for Norman Liu,
the new CEO of GECAS from July 1st (Liu is
currently executive vice president). On the
other hand GECAS (and other lessors) are
benefiting from lower interest rates on the
debt that they are carrying, and it looks well
placed to take full advantage of the upturn
in the industry, whenever that may be. 
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In the past decade what was a small region-
al Irish airline on the periphery of Europe -

Ryanair - has grown to become one of the
largest European carriers by paying atten-
tion to the simple fact that the airline indus-
try is a commodity business. And in a com-
modity business the lowest cost producer
should - all things being equal - win out. 

In the year to end March 2009 it sold
tickets for 58.5m seats - more than either
Lufthansa/Swiss (54m) or Air France/KLM
(50m) on their respective intra-European
operations. It now operates from 32 bases
throughout Europe to 146 airports in 26
countries on more than 800 route pairs with
186 aircraft (all 737-800s). 

It is by far the lowest cost producer: on a
per passenger basis its operating costs of
€47.78/pax are some 30% below its nearest
large competitor – easyJet – and 60% below
Irish rival Aer Lingus. At the same time, with
unbeatable average fares of €40 per passen-
ger (and total revenues of €50/passenger) the
operations still made a profit even in a year
when it was caught out by extreme oil price
volatility. In the year ended March 2009 it

reported underlying net profits of €105m
(before what used to be known as extraordi-
nary charges) on revenues of €2.9bn, com-
pared with €480m net profits and €2.7bn in
the previous year. It is also now the largest
European carrier by market capitalisation (see
chart, below) and even 45% larger than the
company that provided the inspiration for its
operational model, Southwest.

A few years ago, Ryanair set itself the tar-
get to double both passenger numbers and
profits between 2007 and 2012 – to enable
it to show passenger carryings of 80m and
profits of over €800m for the year to end
March 2012. Even after this last year's upset
to the profit figures, in the recent full year's
results' presentation it reaffirmed its com-
mitment to this target. 

Time to expand ...
The largest player in any market must

surely pay attention to the underlying level of
demand for its product – particularly in a
commodity market. Consequently in the cur-
rent exceedingly weak economic environ-
ment for the airline industry, as almost every
one of its competitors hurriedly reduces
capacity to try to be able to match the falling
demand, one might expect Ryanair to follow
suit. However Ryanair is doing no such thing.
It has 186 aircraft in operation at the
moment, and has 126 aircraft on order with
options for a further 102. By the end of
March 2012, on the assumption that it exer-
cises its options, it plans to have a fleet of 301
737-800s. 

It is currently also apparently having dis-
cussions with both manufacturers, trying to
use this downturn (as it did in 2002) to nego-
tiate another massive aircraft order at
exceedingly cheap prices to minimise its fleet
ownership costs even further. In the next 15
months it will be taking delivery of 80 new
737s (and plans to dispose of three) – almost
all of which have been financed. It has conse-

Ryanair’s
unrelenting expansion
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quently planned to increase seat capacity by
some 11% in the current summer season
(whereas easyJet is growing by only 2%,
Lufthansa, BA and Air France are cutting
capacity by 2-6%, Iberia and SAS by 8-9%, and
the “new improved” Alitalia by 28%) and
aims to increase total passenger numbers
carried (or, more accurately, seats sold) in the
current year ending March 2010 by 15%. In a
weak demand environment in a commodity
market, a strong increase in capacity will
inevitably lead to a severe pressure on prices;
and the company, with little real visibility on
anything beyond the next couple of months,
gave guidance that it expects full year aver-
age yields (average revenue per passenger)
to fall by 15%-20% year-on-year.

Ryanair also sees a strong opportunity in
Spain. The Spanish economy and market has
been one of the worst hit in this economic tur-
moil: figures from AENA show that total pas-
senger numbers through its airports fell by
14% year-on-year in the first five months of
this year. At the same time, (despite with-
drawing in a huff from a base in Valencia,
apparently because promised marketing sup-
port was paid to someone else), Ryanair car-
ried 16% more passengers than the year
before. Furthermore the only one of the top
20 airports in Spain to register any increase
was that of Reus (see chart, above), which
Ryanair uses as a base and an alternative to
Barcelona – and there traffic grew by 58%
year-on-year. Of the top 12 airlines serving
Spain (which account for 73% of total passen-
ger traffic), Ryanair was the only one to regis-
ter growth in numbers for the four months to
April; and the 4.9m passengers it carried to,
from and within Spain in that period account
for more than 25% of its total traffic. 

Nevertheless, this puts it firmly in the
position of the second largest individual car-
rier behind Iberia (9.5m pax in the period,
down 19%) and just ahead of Iberia's newly-
merged low-cost affiliate Vueling/Clickair
(4.4m pax, down 16%), Air Europe (4.15m
down 16%) and the troubled Spanair (3.85m
down 34%). 

Another element of the Ryanair model is
the airline runs its services for its opera-
tional convenience and not the passengers'.
This may frustrate some customers – but

merely brings an airline operation into line
with all other forms of public transport.
Having introduced charges for checking in
baggage – with the clearly stated intent to
dissuade passengers from doing so – the
company has been remarkably successful at
changing customer behaviour and the pro-
portion of passengers using airport check-in
has fallen to 35%. It now wants to remove
check-in desks at airports (only allowing a
bag-drop) and has imposed a mandatory
policy of online check-in.  

Even with the plans to grow while all
around are shrinking, Ryanair is one of the
few airlines to provide guidance on current
year profits – with the prognosis of a dou-
bling in net underlying profits to between
€200m and €300m (having at least locked in
fuel for the first half of the year at very com-
petitive hedged rates) and the expectation
of that 15%-20% yield decline. 

However much resentment Ryanair's
attitude may generate, it does provide a reli-
able service - Michael O’Leary claims that
Ryanair is the best performer in Europe for
flight reliability, punctuality and lost bag-
gage - and passengers patently choose to
travel with it. By growing aggressively even
into this recession, it seems quite probable
that it will help to accelerate more airline
failures and as the economy recovers be
able to achieve its 2012 target.
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Madrid Barajas 18.6m

Murcia-San Javier 0.6m
Santiago 0.7m

Ibiza 0.9m
Bilbao 1.4m

Fuerteventura 1.5m
Tenerife Norte 1.6m

Sevilla 1.6m
Valencia 1.8m

Lanzarote 1.9m
Girona 1.9m

Tenerife Sur 3.1m
Alicante 3.1m

Gran Canaria 4.0m
Malaga 4.1m

Palma de Mallorca 6.5m
Barcelona 10.3m

Menorca 0.5m

All others 3.7m
Reus 0.5m

Asturias 0.5m



In the past month both British Airways
and Air France/KLM have published their

annual results for the year to the end of
March – and they were as dire as expected.
So what are the prospects for these two
European giants?   

Air France/KLM reported full year net
losses of €814m, down from a restated
€756m profit in 2007/08, and BA revealed
net losses of £358m in 2008/09, down from
profits of a restated £726m in the previous
financial year. These results showed the dis-
astrous impact of an external shock to the
fragile economics of running an airline – and
neither company was willing (or even able)
to provide the markets with guidance for
profitability in the current financial year;
quite reasonably the management of each
have very little visibility of economic perfor-
mance in the medium-term.

There are many similarities between the
two airlines’ performances. Both companies
displayed disastrous revenue performance
in the weak fourth quarter of their financial
years, with double digit unit revenue
declines and extraordinary weakness in the
important premium passenger segments.
Both registered significant losses on fuel
hedges as well as recording losses as a result
of the mark-to-market rules. Both airlines
had to suffer the apparent negative conse-
quences on the balance sheet of the ridicu-
lous new accounting rules for frequent flyer
liabilities (albeit positive to the P&L). Both
emphasised further reductions in capacity
plans for the short run, deferrals of aircraft
orders and acceleration of aircraft disposals
in an attempt to bring the supply of capaci-
ty closer into line with the recent drop in
demand. Finally, both highlighted their
plans to emphasise cost reductions. 

The differences between the airlines
probably reflect national characteristics.
AF/KLM appeared to be more optimistic in
expecting a recovery in traffic demand
towards the end of this year. In contrast, BA

appeared to believe that the economic dol-
drums will last some while longer – and
even emphasised the oft-held view (and
arguably mistaken because it all depends on
how you draw the trend lines) that industry
growth never returns to previous trends
after a major shock to the system, and that
a year or two's growth has been perma-
nently removed from the trend by this
recession. Both companies, however, show
the extreme difficulty of running an airline
when the revenue base disappears, and are
likely to find it exceedingly hard to avoid fur-
ther significant losses in the current year.  

Air France/KLM
Air France/KLM reported fourth quarter

revenues some 12% down on the prior year
period at €5bn, and an operating loss of
€574m, down from losses of a restated
€37m last time. This includes the first-time
full consolidation of Martinair from
January 2009 (after decades of trying, KLM
finally managed to get agreement to buy in
the 50% it did not own), which added 3% to
total group revenues and losses in the
quarter.

In the passenger division, capacity in the
period was down by 2.7% year-on-year
while traffic in RPKs fell by nearly 6% and
unit revenues fell by 9% (with European
short-haul particularly badly hit, registering
an underlying 18% drop in unit revenues).
Total passenger revenues fell by 14% to
€3.7bn. Operating losses came in at €402m,
down from profits of €8m last time. Cargo
operations were even worse hit, but the
interpretation of the results is a little con-
fused by the inclusion of Martinair, which
added some 10% to total group cargo capac-
ity and some 20% to traffic in RTK. Total
capacity (which includes the passenger divi-
sion's belly-hold capacity) was up by 11.5%,
while cargo traffic was on a par with prior
year levels. Excluding Martinair, however,
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capacity was down by 10% and traffic
demand by a whopping 21%. 

Unit revenues – somewhat affected by
the removal of fuel surcharges from the end
of calendar 2008 – fell by nearly 30% and
total divisional revenues (after including the
results from Martinair) fell by 19% to
€550m. Operating losses came in at €165m,
down from a near breakeven last time. The
maintenance business meanwhile reported
a modest 1% improvement in revenues and
recorded a €47m profit after a small loss last
time – helped no doubt by the strength of
the dollar in the period. 

For the full year, total group revenues
were little changed on 2007/08 at €24bn
while the group achieved operating losses
of €129m, down from peak profits of
€1.4bn. In the passenger division, full year
capacity was up by 2%, demand down by 1%
and unit revenues down by 4% (or 2%
excluding currency movements). Total divi-
sional revenues fell by 1% and the previous
year's record €1.3bn profit turned into a
€21m loss. Cargo operations for the full year
showed capacity up by 2%, demand down
by 5% and unit revenues down by 4.7% (or
4% excluding currency), with modest oper-
ating profits in the previous year of €40m
turned to a €200m loss. Total group operat-
ing losses came in at €193m, down from
profits of €1.3bn. Finance charges were lit-
tle changed from the previous year, but the
real financial killer for the year was a book
entry charge for currency losses and the
mark-to-market of fuel and currency hedges
of a massive €894m (against a mere €6m
last time), while associate company losses
doubled to €42m (even though the compa-
ny stated that their 25% stake in the “new
improved” Alitalia had no impact on the
2008-09 results). Altogether, the previous
year's peak profit of €750m turned into a
loss of €814m.

While overall group revenues were at a
similar level to the previous year, unit costs
grew by 3% and total costs rose by 6%; with
fuel costs up by 25% year-on-year to €5.7bn
(or 23% of total operating costs). In the
fourth quarter there was an underlying 9%
reduction in the cost of fuel (excluding
Martinair) and a near 5% decline in unit

costs. Air France/KLM had started earlier in
the year to accelerate cost savings as part of
the “Challenge 10” targets (see Aviation
Strategy, November 2008) and the manage-
ment stated that it had achieved a full year
target of €675m against initial plans of
€430m – with €185m additional savings
achieved in the fourth quarter alone. 

Operating cash flow for the year conse-
quently slumped to €798m from €2.6bn in
the previous year (after allowing for the
€225m cargo pricing cartel fine), while capi-
tal expenditure was only 15% lower at €2bn.
There was a net cash outflow of €1.1bn for
the full year, but this still left the group with
cash of €4.3bn (still a reasonable 17% of rev-
enues), although net debt of €4.5bn was up

Aviation Strategy
Briefing

June 2009 9

Fleet           Orders        Options
A380 12 2
A330 25 2 21
A340 19
747* 35
767** 6
777 69 21 3
MD-11 13
A320*** 150 16 16
737 Classic 22
737NG 68 16 4
Regional aircraft 203 29 31
Passenger total 610 96 77
747F 10
777F 2 3 3
MD-11F 4
Freighter total 16 3 3

AIR FRANCE/KLM FLEET

Note: *Including 20 Combi aircraft. **Including three
Combi aircraft. ***Including six A319LRs.
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from €2.7bn last time. The group's share-
holders' funds, however, fell sharply; the
implementation of IFRIC 13 removed some
€640m but there was also a massive €3.3bn
swing from the mark-to-market in the value
of hedging derivatives. Published sharehold-
ers' funds slipped to €5.7bn, producing
gearing levels around 70%.

In its presentation management high-
lighted its strategic focus as “adapting to the
current environment while maintaining a
platform for future growth”. In the passen-
ger division the group  has cut further its
capacity plans; with an overall 4.5% reduc-
tion in ASKs for the summer season; this
includes an 8% reduction on the North
Atlantic, 7% on Asian routes, 5% on
European, 6% on French domestic routes,
4% on the DomTom routes to the Caribbean
and Indian Ocean, 3% on the Middle East, a
1% reduction on the south Atlantic
(although this may be reduced further after
the tragic loss of an A330) and a 5% increase
in capacity on African routes. 

Lower exposure to premium
Almost for the first time, the company

took delight in emphasising that the group
has a far lower exposure to premium traffic
(or at least that its long-haul premium cab-
ins are far smaller) than the other main net-
work carriers – although it will be installing
a premium economy cabin, with all its 777s
refitted by March 2010. In the cargo division
it is parking six freighters (out of its total
fleet of 16) providing an overall 11% reduc-
tion in capacity. The acquisition of Martinair
in this context may appear a little bit of bad

timing: nine of its 13 aircraft are full
freighters and 75% of its annual €700m rev-
enues (last year at least) came from cargo
operations. However, being merged in with
Transavia there should be some long term
synergies, while there are seen to be strong
operational benefits at Schiphol.

Air France/KLM doesn't exactly have
the same flexibility on staffing levels as
British Airways may appear to have, but it
has reacted as best it can. Last year it halt-
ed recruitment and encouraged early
retirement; this and natural wastage pro-
vided a 2.5% reduction in headcount (and
3.6% reduction since September 2008)
and an underlying fall of 2% in employee
costs in the fourth quarter. Recent wage
agreements with the unions provide a
modest salary uplift of only 1% (slightly
less at AF), while the group is trying to
encourage early retirement, furloughs
and part-time working. The aim is a fur-
ther 3% manpower reduction in the cur-
rent year and an underlying reduction in
full-year staff costs. Meanwhile, depend-
ing on volatility, although fuel has been
creeping up again, there should be a near
$2bn reduction in total fuel costs in the
current year.

In the longer run the group will be trying
to reinforce its “Challenge 12” cost reduc-
tion plan as it continues to try to achieve the
cost synergies from the merger with KLM.
Cumulative annual savings so far have been
identified at some €1.2bn, with an addition-
al €600m targeted for the year to March
2010. By the year ended March 2012, the
group hopes to have achieved total cumula-
tive savings of €2.6bn.

Management would not be drawn on the
plans for the coming winter capacity
(although it seems to suggest that the cur-
rent suspension of the 80/20 rule - allowing
it to reduce frequencies into London and
Frankfurt this summer - may well be extend-
ed into the off-season and allow a greater
level of flexibility). In the medium-term,
helped by the flexibility in the fleet owner-
ship mix, the group has reduced its fleet
plans; through renegotiation and deferral of
delivery slots and non-renewal of expiring
leases it now plans no growth in its 180-
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strong long-haul fleet in the next two years
(although the A380s will be creating seat
capacity increases), with the number of air-
craft some 14 below original plans. This will
have a useful impact of deferring capital
expenditure with an anticipated spend of
€1.4bn in the current year and €1.8bn in
2010-11 compared with original plans of
€2.9bn in each year. 

One distinct competitive advantage for
Air France/KLM is the start of the full joint
venture on the Atlantic with Delta from
April 2009. Signed for an initial 10 year
contract (as the original KLM-Northwest
joint venture was 20 years ago), this
encompasses a fully-integrated coopera-
tion on all routes between North America
and Europe, and close coordination on
routes between Europe and South America
and between North America and Middle
East, Africa and India. 

The fully immunised joint venture
(although Brussels is still not really sure how
to treat these ATI alliances) claims a 25%
share of the Atlantic market and an opera-
tion of $12bn in revenues involving a net-
work linking six main hubs of CDG, AMS,
ATL, MSP, DTW and JFK. Of course they miss
out on access to London - still the principal
gateway on the Atlantic - but incidentally
the SkyTeam partners will all be moving into
Heathrow's Terminal 4 in the autumn.
Management conservatively expects to be
able to generate additional annual network
benefits from the joint venture on the order
of €145m. Coincidentally the management
also stated that it expects to extract some
€160m in synergies from its 25% stake in the
reborn Alitalia by 2012.

BA: opaque quarter
BA meanwhile reported its fourth quar-

ter revenues down by 8% to £1.9bn and an
operating loss for the period of £309m,
down from a profit of £134m last time.
Since the move to reporting “interim man-
agement statements” and the withdrawal
from the NYSE, BA's quarterly reporting is
somewhat more opaque than some of its
competitors, and even more than usual the
interpretation of the individual quarters

through the year requires more head-
scratching, or at least some decent spread-
sheet modelling. 

However it looks as if the company also
fell into an EBITDAR loss of over £100m in
the quarter. In the three months capacity
fell by 3%, demand by 5.6% and unit rev-
enues by 6%. In this it was helped signifi-
cantly by the weakness in the exchange rate
(particularly against the Euro) and excluding
currency effects unit revenues probably fell
by nearer 20%. Cargo plays a smaller part in
BA's operations. Cargo demand fell by 15%
year-on-year although - helped by currency
- yields were only down a couple of points
and total cargo revenues were down by
around 17%. 

For the full year, seat capacity was only
1% down on the prior year period, passen-
ger traffic down by 3.4% and unit revenues
up by 3.3%. Total passenger revenues con-
sequently for the year grew by 3% to
£7.6bn. Full year cargo operations mean-
while experienced a 9% growth in revenues
– mainly because of fuel surcharges to
£673m. Below the operating line the com-
pany only had a £106m book entry charge
for the idiocies of current accounting rules.
Pre-tax losses for the year came in at £401m
(including £75m restructuring costs), down
from a restated peak £922m profit for
2007/08. 

BA had the additional burden of the
transfer to Terminal 5 at Heathrow, with a
particular impact in the first half of the
year. Total unit costs (per ATK) excluding
fuel were up by nearly 10% year on year –
although when accounting for the decline
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Fleet           Orders        Options
A380 12 7
747 55
777 42 7 8
787 24 18
A320 80 12 136
737 22
757* 9
767 21
Total 229 55 169

BRITISH AIRWAYS’ FLEET

Note: *Sold for freight conversion; to depart fleet in
2010/2011.



in Sterling this comes down to an underly-
ing 3% increase. Having built manning lev-
els at Heathrow in anticipation of the move
to the new terminal, the company was able
gradually to improve efficiencies through
the year, while the improvements in opera-
tional performance provided by the new
facility helped significantly reduce avoid-
able costs (particularly relating to bag-
gage). In the fourth quarter of the financial
year underlying unit costs (excluding fuel
and exchange) were actually down margin-
ally year-on-year. Fuel costs in the fourth
quarter were still up by more than a third
and for the full year by 45% to £3bn – an
uncomfortable 32% of operating costs –
with the hedging gains in the first half of
the year offset by similar losses in the sec-
ond. With 55% of the current year fuel
burn covered (at a break-even of $75/bbl
equivalent, and heavily weighted to the
first half of the year) the company expects
the total fuel bill in 2009/10 to be some
£400m lower. 

Gross operating cash flow in the year fell
to £474m from £1.5bn, while capital expen-
diture fell by 10% to £550m and cash and
cash equivalents ended the year at £1.4bn
(or 17% of annual revenues), down from
£1.8bn at the end of March 2008. As at Air
France, BA ended the year with a significant
reduction in equity on its balance sheet: the
introduction of IFRIC 13 - the new account-
ing rules for FFPs - had the impact of reduc-
ing shareholders' funds by £206m, but iron-
ically this was more than offset by a boost of
£235m for the adoption of IFRIC 14
(accounting for employee benefits).

However, BA also suffered a reversal in the
fair value of derivatives of some £988m and
balance sheet equity more than halved to
£1.4bn from £3.1bn. As a result net gearing
at the year end had risen to 125% from 40%
a year ago. 

An additional idiosyncrasy (in the
European market) is BA's pension fund posi-
tion, and it is hardly surprising that the Iberia
board has found it difficult to understand. At
the end of March it appears on the balance
sheet that BA has a surplus of benefit assets
to obligations: this reflects the oddities of
the accounting treatment which among
other things discounts the liabilities accord-
ing to corporate bond rates (which through
the financial crisis have been unusually high
in real terms); if the full accounting deficit
were shown the balance sheet equity posi-
tion would be significantly worse. The actu-
arial valuation (which determines the annual
payments into the funds) is likely to show a
significant further increase in deficit - mean-
ing that the company will have tough negoti-
ations with the trustees to keep payments
into the fund at affordable levels. Although
management naturally would say nothing,
this gives rise to the question of whether the
company will need to raise equity through a
rights issue.

Survival short-term, 
competitiveness long-term

Somewhat similar to its French rivals, the
BA management in its presentation empha-
sised a dual focus but managed to express it
more pithily: short-term survival, long-term
competitiveness. Not unfairly stating that
this current environment reflects the
“toughest economic climate” in its history,
the company outlined its medium-term
plans – but would not be drawn on giving
any forecasts. 

Capacity this summer has been trimmed
back again by an additional half a point,
showing a reduction of 2.5% - taking advan-
tage of the suspension of the “use it or lose
it” rules. For the winter season the compa-
ny has decided to ground an additional eight
747s and eight 757s (and recently
announced the sale of the whole of the 757
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fleet, for disposal into the cargo markets
next year), providing a preliminary 4%
reduction in capacity (having originally
planned a 5% growth). 

Unlike AF/KLM, however, the BA team
deems it unlikely that Brussels will allow the
suspension of the 80/20 rule to continue
into the winter season: if it does expect BA
to reduce short-haul capacity even more
aggressively. In the medium to longer term
BA retains flexibility to reduce capacity fur-
ther as more of the older 747s achieve their
20th birthdays, while it has also deferred
the replacement of its aging 737 Classic fleet
at Gatwick, originally slated for 2012/13. As
always, cash is king and the company is
reviewing all its fleet plans, and no doubt is
in negotiation with both manufacturers to
defer deliveries (and address the resulting
timing mismatch between capex and
arranged financing). 

In hand with this, the company is clamp-
ing down on non-essential capital spending
and is taking an extreme focus on all costs,
aiming for a significant cut in its annual £5bn
external supplier spend (CEO Willie Walsh
even apologised for banning the hiring of
consultants). BA has apparently had reason-
able success in negotiations with most
unions (with the exception of the cabin
crew) to address pay, productivity and work-
ing practices, while emphasising a pay freeze
and offering furloughs and part-time work-
ing. At least with the move to Terminal 5
there is now a substantial improvement in
the underlying efficiency of the BA base of
operations – not least of which is the
improvement in the baggage handling per-
formance (down from more than 80 missed
bags per 1,000 passengers in 2007/08 to
under 50, and a current year target of
35/1,000; the company expects to save some
£12m annually in compensation payments).

One additional benefit is that BA's trans-
fer offer through Heathrow becomes signifi-
cantly more competitive, ironically helped by
the weakness in Sterling, and noticeably
since November last year BA has been tar-
geting connecting traffic (particularly attack-
ing flows in strong currency markets) – with
significant increases in the proportion of its
traffic using Heathrow as a transfer.

Meanwhile, the management said very
little about its industry consolidation moves
– hardly surprising in the circumstances.
The application for anti-trust immunity with
American has now been finalised and before
the regulators. Both BA and AA appear fair-
ly confident that approval will be granted on
both sides of the Atlantic and expect a result
by the end of October. The deal with Iberia
meanwhile appears to have stagnated –
Willie Walsh stated that the two sides are
still discussing corporate governance issues.
No doubt the Iberia board is also still con-
fused by the whole issue of the pension
deficit. 

The future
This current worldwide recession and

cyclical industry downturn has been swift
and deep. But BA and AF/KLM (and
Lufthansa) are substantially better prepared
than many, and have possibly introduced a
greater level of flexibility into their opera-
tions (notwithstanding the natural cultural
differences) than many others have been
able to do. They had succeeded in develop-
ing sound balance sheets before the crisis
hit, while this very crisis should help to
allow them each to go even further. There
should at some time be an economic recov-
ery, businesses will at some point start trav-
elling again, trade will start to flow and con-
sumers at some point will regain confi-
dence. When that happens, both airlines
should be able to bounce back stronger
than before.
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Many LCCs are currently performing bet-
ter than legacy carriers, thanks to their

more recession-resistant business models. In
the US, with leading LCC Southwest facing
some near-term challenges (see Aviation
Strategy, April 2009), this year’s star per-
former is likely to be JetBlue Airways. New
York’s hometown airline reported its first
profitable March quarter in four years and is
expected to return to 10%-plus operating
margins in 2009 and 2010. Why is JetBlue
suddenly outperforming its peers? How has
its growth strategy changed?

Now in its tenth year of operation, JetBlue
has entered what seems like a new chapter
of its development: a maturing carrier, with
sustained profit-earning potential and grow-
ing international ambitions.

JetBlue had perfect credentials when it
commenced operations from New York JFK in
February 2000: ample start-up funds, a strong
management team and a promising growth
niche. It quickly attained Southwest’s efficien-
cy levels, became profitable after only six
months and went on to achieve spectacular
17% operating margins in 2002 and 2003.
With its new A320 fleet, state-of-the-art tech-
nology and superior in-flight product, JetBlue
set new standards in airline service quality in
the US, which enabled it to attract price pre-
miums and considerable customer loyalty. It
also grew extremely rapidly, achieving “major
carrier” status (with $1bn-plus annual rev-
enues) in its fifth year of operation.

But after the spectacular start JetBlue
stumbled financially, seeing its operating mar-
gin plummet to the low single-digits and net
results turn negative in 2005 and 2006. The air-
line was struck by a host of negative factors,
including higher fuel prices, a weakened
domestic revenue environment, lack of inter-
national operations, an over-simplified pricing
model and an over-aggressive growth plan.
Furthermore, an operational meltdown in
February 2007 highlighted serious shortcom-
ings in its ability to deal with operational issues.

JetBlue tackled its problems with great
gusto, spending two years restructuring and
refining its strategy with the help of a “return
to profitability” plan, introduced in April
2006. Most significantly, it drastically slowed
growth through fleet reductions, improved
revenue generation through a multitude of
initiatives and enhanced profitability through
network changes. The February 2007 crisis
also led to a leadership change, with presi-
dent Dave Barger taking over as CEO from
the visionary founder David Neeleman.

As a result, JetBlue returned to what was
essentially “mainstream” profitability,
achieving 6% and 3.2% operating margins in
2007 and 2008. Last year’s modest $23m pre-
tax loss before special items was no mean
feat in one of the toughest years in the indus-
try’s history.

But now the signs are that JetBlue could
return to substantial profitability – operating
margins in the 10%-plus range – in 2009 and
2010, as long as there is no major spike in
fuel prices. The airline reported its first prof-
itable March quarter since 2005, earning a
9.3% operating margin in its seasonally weak-
est period. It was one of only a few sizable US
carriers to post a profit for the latest quarter.

In investor guidance dated May 21st,
JetBlue predicted that it would achieve oper-
ating and pre-tax margins of 9-11% and 3-5%,
respectively, in 2009. Current consensus fore-
casts expect even higher margins in 2010.
Importantly, the company is on track to meet
its 2009 goal of generating positive free cash
flow (operating income less capex) for the
first time in its history.

Why is it outperforming?
JetBlue is well-positioned for a number of

reasons. First, it has benefited enormously
from the decline in fuel prices. Having
restructured its out-of-money hedges late
last year, JetBlue is now only 7% hedged for
the remainder of 2009 and is therefore pay-
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ing close-to market prices for fuel this year.
Based on the forward curve in mid-April,
JetBlue predicted that the lower prices would
save it $475m in 2009 - roughly equal to 15%
of its 2008 passenger revenue (the price of oil
is currently somewhat higher, so the benefit
could be less).

Second, JetBlue is benefiting because it
has put its capacity growth on hold and sig-
nificantly reduced capital spending through
aircraft sales and order deferrals. It acted
early to make the necessary adjustments
(rather than leaving it till the last minute, like
Southwest).

Third, JetBlue has been very successful in
developing ancillary revenues to offset some
of the fare weakness. Key initiatives such as
“Even More Legroom” (a new “front cabin”
product introduced on the A320s in March
2008), second checked bag fees and increases
in change fees helped almost double ancillary
revenues to $350m last year (10% of total rev-
enues). In the March quarter, when JetBlue’s
average fare fell by 1.7% to $133, ancillary
revenues per passenger rose from $12 to $19. 

Many of the ancillary initiatives have
shown less sensitivity to the weakened eco-
nomic environment. There is further poten-
tial to develop those revenue sources; in par-
ticular, adding a first checked bag fee could
be lucrative (JetBlue and Southwest are the
only holdouts). JetBlue expects its ancillary
revenues to grow by 20% in 2009.

Fourth, in the past 18 months JetBlue has
also produced industry-leading passenger
revenue performance. Its PRASM rose by a
stunning 14% in 2008, reflecting a 13%
increase in the average fare. When the reces-
sion began to bite in the March quarter,
JetBlue’s PRASM remained flat.

As a result, JetBlue has led the industry in
monthly year-over-year unit revenue growth
in the past 12 months. In the March quarter,
its RASM was up by 2.7% (thanks to ancillary
revenues), compared to the domestic indus-
try average decline of 10%. The current (May
21) expectation is that RASM will fall by 2-5%
in 2009. With load factors holding up, espe-
cially in peak travel periods, JetBlue’s rev-
enue outlook is clearly not that dire.

Like other LCCs, JetBlue is avoiding the
worst effects of the recession because of its

lack of exposure to global markets and pre-
mium traffic generally. Some 84% of its oper-
ations are in the domestic market, which is
seeing the benefits of large industry capacity
reductions. The remaining 16% of its capacity
is in the US-Caribbean/Latin America mar-
kets, where PRASM growth has remained
strong despite capacity addition. Those mar-
kets also have significant VFR traffic.

But JetBlue is also attracting new business
customers looking for value in a tough envi-
ronment. It is seeing anecdotal evidence of
especially small and medium-sized business-
es switching over from the legacies. 

JetBlue is well-positioned to attract busi-
ness traffic because it is probably the most
upscale of the US LCCs. It offers a unique
value proposition, strong brand and great
customer service. The basic value proposi-
tion, as stated in JetBlue’s annual reports, is
that “low fares and quality air travel need not
be mutually exclusive”.

In the past two years, JetBlue has moved
aggressively to cater for the higher-yield seg-
ment with strategies such as Even More
Legroom, offering refundable fares and list-
ing fares in all four major GDSs. At the same
time, JetBlue continues to aggressively woo
the leisure segment with fare sales and gim-
micky offers aimed at stimulating demand
and attracting new customers. Recent efforts
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have included a “Promise” programme that
guarantees a full refund to anyone who loses
their job prior to their trip and one-day “sam-
ple sales” that offer transcon flights for only
$14 each way or “less than what other air-
lines charge for a single bag”.

Promotions like that have minimal nega-
tive impact on yield – certainly much less than
the extensive fare sales initiated by other air-
lines in recent months; rather, they encourage
product trial and awareness. The offers are
based on the premise that the product is so
attractive that people only need to try it once
and they become loyal customers.

Of course, the key factor behind JetBlue’s
improved revenue performance is that it now
has much more flexibility in yield manage-
ment and revenue generation, having
upgraded its systems and revamped its rev-
enue management team three years ago.

But JetBlue faces significant non-fuel cost
pressures. Its ex-fuel CASM surged by 9% in
the March quarter and is projected to be up
by 9-11% in 2009. This could well be the
industry’s worst cost performance in 2009.

In the current circumstances that does
not really matter, because total CASM is like-
ly to fall significantly in 2009 due to lower
fuel prices (which would offset by a wide
margin the expected RASM decline). But non-
fuel costs could become an issue at JetBlue if
oil prices surge without a corresponding
improvement in the demand/revenue envi-
ronment.

The hike in ex-fuel CASM in the first quarter
was attributed to two factors: the shrinking
ASM base (down 5%) and a shorter average
stage length (down 6%, as JetBlue shifted
capacity from the transcon to shorter haul
markets). Maintenance unit costs were up by a
substantial 19%, due mainly to the first of the
E190 fleet entering heavy maintenance checks.

JetBlue is seeing cost pressures also because
of its no-furlough policy. Like Southwest,
JetBlue wants to protect its brand and culture,
as well as keep making investments in the infra-
structure necessary for growth. 

The management is particularly mindful of
these issues at the moment because of a
recent unionisation threat. JetBlue has no
unions, but this past winter its pilots sought to
organise, not because they had any problem

with the current leadership but because they
wanted to ensure a strong position with a
future management that may be less friendly
to labour. The effort failed, with only 33% of
the pilots voting for union representation.
The management noted recently that a direct
relationship with workers is a huge competi-
tive advantage and that important lessons
had been learned from the pilot campaign.

Disciplined growth 
and  spending

Slower growth has been the key factor
behind JetBlue’s financial recovery. The air-
line reduced its ASM growth from an annual
average of 25% in 2003-2006 (when it was
one of the fastest growing US LCCs) to 12% in
2007 and only 1.7% last year. The current
plan envisages flat capacity in 2009.

The ASM growth reduction has been
achieved through a combination of older air-
craft sales, lease terminations, order deferrals
with Airbus and Embraer, reduced utilisation
and aircraft gauge reductions (substituting
E190s for the A320s). JetBlue is fortunate to
have one of the industry’s highest A320 utilisa-
tion rates, still averaging 12 hours daily in the
first quarter (down from 12.9 hours a year ago).

JetBlue initially focused on aircraft sales –
a tactic that also raised useful extra liquidity in
2006 and 2007. As the A320 resale market
softened last year, the focus shifted to order
deferrals. Having already rescheduled some
near-term deliveries in 2007, during the first
half of 2008 JetBlue deferred the delivery of
37 A320s and 10 E190s from 2009-2011 to
2012 and beyond. Recent months have seen a
further modest trimming of the E190 com-
mitments – some delivery deferrals and the
sale of a few E190s to Azul. 

Overall, JetBlue has managed the rapid
capacity pull-down rather well in a tough
environment, selling lots of aircraft when the
market was strong and taking advantage of
its special relationships with Airbus, Embraer
and Azul. JetBlue’s top executives comment-
ed in late April that they were happy with the
current size and composition of the fleet –
110 A320s and 37 E190s, totalling 147 air-
craft, as of March 31st. Further aircraft sales
will be considered if opportunities arise, but
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any such sales would probably be offset by
option conversions.

JetBlue now has extremely modest firm
order commitments for 2009 and 2010. After
adding three A320s and two E190s in the first
quarter, the airline is taking four E190s in the
current quarter and has no further deliveries
in 2009. One A320 lease return is scheduled
for November. Next year JetBlue is commit-
ted to taking only three A320s; with one
lease return and assuming no aircraft sales,
the fleet will grow by only two aircraft in
2010. Commitments for 2011 are also mod-
est: five A320s and four E190s.

All of that means a significant reduction in
aircraft capital spending: only $315m in
2009, $215m in 2010 and $470m in 2011. By
comparison, JetBlue had aircraft capex of
$1.1-1.3bn annually in 2005-2006.

Of course, JetBlue retains a significant air-
craft order book that will facilitate growth in
the longer term. Currently, firm deliveries are
picking up sharply in 2012 and will average
around 25 aircraft (evenly split between the
A320 and the E190) and $1bn spending
annually in 2012-2014. At the end of March,
the total firm order book consisted of 55
A320s and 64 E190s for delivery through
2016, plus 21 A320 options and 83 E190
options for delivery in 2010-2015.

However, as a maturing carrier, JetBlue is
not likely to return to double-digit annual
ASM growth. The management suggested
recently that 5-10% might be a sustainable
future growth rate.

Like other LCCs, JetBlue wants to maintain
the flexibility to respond to market opportu-
nities that might crop up during this reces-
sion. At the other extreme, if economic con-
ditions worsen significantly, the high aircraft
utilisation rates give JetBlue flexibility to fur-
ther reduce capacity.

In addition to the goal of achieving free
cash flow this year, JetBlue is focused on
maintaining a strong balance sheet. The past
18 months have seen an impressive liquidity-
raising spree. First, JetBlue found a unique
solution to the cash concerns it had in late
2007: selling a 19% ownership stake to
Lufthansa for $300m. That transaction
restored JetBlue’s cash reserves to a very
comfortable 20%-plus of annual revenues.

After the Lufthansa investment, JetBlue
continued to take actions to bolster liquidity
and strengthen its financial position. Among
other things, it raised $201m through a pub-
lic convertible offering, obtained a new
$110m secured bank credit line, refinanced
debt and repaid as much as $500m in debt
last year.

Those actions, first of all, significantly
reduced this year’s debt maturities. JetBlue
expects its scheduled principal payments for
debt and capital leases to be only $160m in
2009, down from $700m last year.

Second, JetBlue has maintained a solid liq-
uidity position. It had $634m in cash at the
end of March – 18.7% of last year’s revenues,
which was slightly better than the legacy car-
riers’ and Southwest’s positions. 

With lower fuel prices, extremely modest
capex and financial obligations, this year’s
aircraft fully financed and only three deliver-
ies scheduled in 2010, JetBlue seems well
positioned to weather this recession.

Network and alliance plans
JetBlue has been optimising its network

and expanding strategically. The past year has
seen three broad themes. First, the pace of
Caribbean/Latin America expansion has
intensified. Second, last winter JetBlue
removed a significant chunk of its transconti-
nental capacity. Third, JetBlue is growing in
selected focus cities, including Boston,
Orlando and Los Angeles.

The Caribbean, which JetBlue has called
“a natural out of New York”, has been a bril-
liant move for the carrier. The markets have
year-round demand, have matured quickly,
generally require minimal up-front capital,
generate higher revenue than domestic
flights of comparable distance and, in spite of
limited daily frequencies, are relatively low-
cost. Those markets have continued to see
strong RASM improvements.

The past six months have seen significant
new Caribbean/Latin America expansion.
JetBlue has added Bogota (Colombia) as its
first South American city, San Jose (Costa
Rica) and Montego Bay (Jamaica). It has also
been “connecting the dots”, giving focus
cities such as Ft. Lauderdale, Orlando and
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Boston numerous new Caribbean connec-
tions. The 100-seat E190 has played a key
role in facilitating service in some of the
Florida-Caribbean markets.

Although JetBlue has had to temporarily
reduce its Cancun (Mexico) schedule this
summer because of swine flu, its rapid expan-
sion in that market gives an indication of the
success of the Caribbean operations. The JFK-
Cancun service was launched in late 2006;
now, with Ft. Lauderdale getting its connec-
tion in June, JetBlue will be operating to
Cancun on a nonstop basis from six US cities.

JetBlue is adding Barbados and Saint Lucia
to its network this autumn, bringing its inter-
national destinations to 13. By year-end the
Caribbean/Latin America region is expected
to account for more than 20% of JetBlue’s
ASMs, up from 10% two years earlier.

In contrast, transcontinental markets
have been particularly weak because of
aggressive fare sales. JetBlue stepped up
capacity cutting on those routes in mid-2008,
even though it had already significantly
reduced its exposure to transcon in the previ-
ous two years. East-West services had
accounted for 55% of its ASMs at the end of
2005, but by late last year the percentage
had fallen to the mid-30s. The removal of a
big chunk of capacity in the first quarter
brought East-West’s share down to 27%,
though it is expected to be around 30% at
year-end. The management feels that 27-
30% is “in the right range”.

It would seem that the recession has
helped JetBlue achieve a more balanced net-
work, with East-West accounting for 30%,
Caribbean/Latin America 20%, Northeast-
Florida around 32% and other/short-haul the
remaining 18% of ASMs.

Of course, transcon remains a core part
of JetBlue’s network, a market that it is
going to defend. JetBlue is actually launch-
ing two very high-profile transcon routes
this month. It will start serving Los Angeles
International Airport (LAX) from JFK and
Boston on June 17 to complement its exist-
ing transcon operations to Long Beach,
Burbank, Ontario and San Diego in Southern
California. The new services were originally
due to start last summer but were post-
poned due to fuel costs.

The move is partly a response to Virgin
America, which began operations out of San
Francisco in August 2007, and is aimed at
maintaining JetBlue’s position as the leading
LCC in the key transcon markets. 

The decision to serve all three LA Basin air-
ports (LAX, Long Beach and Burbank) is an
interesting one. It partly reflects the fact that
LA customers have strong preferences for par-
ticular airports because of severe congestion
on the roads. Then again, JetBlue has a simi-
lar strategy for the New York area, where its
operations cover JFK, LaGuardia, Newark,
Newburgh and Westchester airports. This
“multiple airport area” strategy may sound
unusual for an LCC, but it is probably very
effective in protecting market share from
inroads by new entrants.

Of course, JetBlue’s greatest strength is
its dominant position in New York, the
world’s largest air travel market. The airline
intends to continue to leverage its presence
at JFK, which accounts for 60% of its opera-
tions. The key development on that front
was the opening of JetBlue’s new Terminal 5
in October 2008. 

The JFK base makes JetBlue perfectly
positioned to develop alliances with inter-
national carriers. The airline has not com-
mented much on this subject in recent
months, but back in January it provided an
update on the two existing relationships.
The internet booking partnership imple-
mented with Aer Lingus in April 2008, which
currently covers JFK and Boston, is meeting
expectations and may be extended to
Orlando this year. Commercial cooperation
with Lufthansa, JetBlue’s largest investor, is
expected to start in the second half of 2009.

The basic message coming from the lead-
ership is that JetBlue is open to alliances
with more international carriers. Like
Southwest, JetBlue has needed time to
develop the technology to handle multiple
international partnerships and possible
codeshares. One important new develop-
ment is that over the next year JetBlue will
be switching from Open Skies to the more
sophisticated Sabre reservation system – a
move that reflects its growing presence in
near-international markets and a serious
intent to forge global partnerships.

By Heini Nuutinen
hnuutinen@nyct.net
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New 5 years old 10 years old 20 years old

A300F4-200 9.9
A300-600RF 70.7 54.9 39.0

737-300QC 15.1
747-200M 7.7
747-400M 94.3 68.0
747-400F 146.4 116.5 86.7
747-400ERF 155.5
757-200PF 38.1 30.0 13.8
767-300F 57.8 40.0

MD-11C 40.3
MD-11F 57.3 46.3

New 5 years old 10 years old 20 years old

A300F4-200 144
A300-600RF 487 411 350

737-300QC 176
747-200M 175
747-400M 768 626
747-400F 1,573 1,095 872
747-400ERF 1,416
757-200PF 289 266 179
767-300F 474 412

MD-11C 432
MD-11F 604 523

Freighter values and lease rates
The following tables reflect the current val-

ues (not “fair market”) and lease rates for
freighters. Figures are provided by The
Aircraft Value Analysis Company (contact
details in Aviation Strategy, May 2009) and
are not based exclusively on recent market
transactions, but more reflect AVAC’s opin-
ion of the worth of the aircraft. 

These figures are not solely based on mar-
ket averages. In assessing current values, AVAC
bases its calculations on many factors such as
number of type in service, number on order
and backlog, projected life span, build stan-
dard, specification etc. Lease rates are calcu-
lated independently of values and are all mar-
ket based.

Source: AVAC.
Note: As assessed at end-April 2009; mid-range values for all types.

FREIGHTER VALUES (US$m)

FREIGHTER LEASE RATES (US$000s per month)



Group Group Group Group Operating Net Total Total Load Total Group
revenue costs op. profit net profit margin margin ASK RPK factor pax. emp.

US$m US$m US$m US$m m m 000s

Air France/ Jul-Sep 07 9,183 7,855 1,328 1,041 14.5% 11.3% 67,375 57,009 84.6% 20,448
KLM Group Oct-Dec 07 8,678 8,202 476 207 5.5% 2.4% 62,615 49,591 79.2% 17,868 104,482
YE 31/03 Jan-Mar 08 8,543 8,612 -69 -810 -0.8% -9.5% 62,948 49,060 77.9% 17,154

Year 2007/08 34,173 32,182 1,991 1,087 5.8% 3.2% 256,314 207,227 80.8% 74,795 104,659
Apr-Jun 08 9,830 9,464 366 266 3.7% 2.7% 66,610 53,472 80.3% 19,744 106,700
Jul-Sep 08 10,071 9,462 609 44 6.0% 0.4% 69,930 58,041 83.0% 20,439 107,364
Oct-Dec 08 7,880 8,136 -256 -666 -3.2% -8.5% 64,457 51,255 79.5% 17,934 106,773
Jan-Mar 09 6,560 7,310 -751 -661 -11.4% -10.1% 61,235 46,214 75.5% 15,727 106,895

Year 2008/09 34,152 34,335 -184 -1,160 -0.5% -3.4% 262,359 209,060 79.7% 73,844 106,933

BA Apr-Jun 07 4,395 3,868 527 539 12.0% 12.3% 37,514 28,836 76.9% 8,648
YE 31/03 Jul-Sep 07 4,729 4,118 611 458 12.9% 9.7% 38,191 30,500 79.9% 9,206 42,024

Oct-Dec 07 4,142 3,774 368 247 8.9% 6.0% 37,122 27,531 74.2% 7,913
Jan-Mar 08 4,049 3,824 225 133 5.6% 3.3% 36,745 26,149 71.2% 7,394

Year 2007/08 17,315 15,584 1,731 1,377 10.0% 8.0% 149,572 113,016 75.6% 33,161 41,745
Apr-Jun 08 4,455 4,386 69 53 1.5% 1.2% 37,815 27,757 73.4% 8,327
Jul-Sep 08 4,725 4,524 201 -134 4.3% -2.8% 38,911 29,480 75.8% 8,831 42,330
Oct-Dec 08 3,612 3,692 -80 -134 -2.2% -3.7% 36,300 31,335 86.3% 8,835
Jan-Mar 09 2,689 3,257 -568 -402 -21.1% -14.9% 35,478 25,774 72.6% 7,124

Year 2008/09 15,481 15,860 -379 -616 -2.4% -4.0% 148,504 114,346 77.0% 33,117 41,473

Iberia Jul-Sep 07 2,080 1,882 198 211 9.5% 10.1% 17,119 14,653 85.6% 7,216 22,803
YE 31/12 Oct-Dec 07 1,963 1,681 279 140 14.2% 7.1% 16,773 13,471 80.3% 6,463 22,168

Year 2007 7,617 7,049 568 450 7.5% 5.9% 66,454 54,229 81.6% 26,860 22,515
Jan-Mar 08 1,948 1,990 -42 -661 -2.2% -33.9% 16,360 12,990 79.4% 21,574
Apr-Jun 08 2,142 2,148 -6 33 -0.3% 1.5% 16,771 13,372 79.7% 21,793
Jul-Sep 08 2,181 2,156 25 45 1.1% 2.1% 17,093 14,220 83.2% 21,988
Oct-Dec 08 1,753 1,836 -83 -25 -4.7% -1.4% 15,875 12,302 77.5% 20,956
Year 2008 8,019 8,135 -116 47 -1.4% 0.6% 66,098 52,885 80.0% 21,578
Jan-Mar 09 1,436 1,629 -193 -121 -13.4% -8.4% 15,369 11,752 76.5% 20,715

Lufthansa Apr-Jun 07 7,267 6,506 761 663 10.5% 9.1% 39,573 30,544 77.2% 14,629 97,067
YE 31/12 Jul-Sep 07 8,960 8,004 956 843 10.7% 9.4% 48,662 39,112 80.4% 18,836

Oct-Dec 07 8,197 8,103 94 165 1.1% 2.0% 45,845 35,128 76.6% 17,106
Year 2007 30,682 28,797 1,885 2,264 6.1% 7.4% 169,108 130,893 77.4% 62,900 100,779
Jan-Mar 08 8,368 8,086 282 85 3.4% 1.0% 45,131 34,828 77.2% 15,992 106,307
Apr-Jun 08 10,113 9,285 829 541 8.2% 5.3% 50,738 40,258 79.3% 18,488 108,073
Jul-Sep 08 9,835 9,542 293 230 3.0% 2.3% 52,487 42,437 80.9% 18,913 109,401
Oct-Dec 08 8,274 7,693 582 70 7.0% 0.8% 47,075 36,632 77.8% 17,107 108,711
Year 2008 36,592 34,600 1,992 896 5.4% 2.4% 195,431 154,155 78.9% 70,500 108,123
Jan-Mar 09 6,560 6,617 -58 -335 -0.9% -5.1% 44,179 32,681 74.0% 15,033 106,840

SAS Apr-Jun 07 2,383 2,247 136 89 5.7% 3.7% 10,281 7,677 74.7% 7,696 26,916
YE 31/12 Jul-Sep 07 2,612 2,518 94 109 3.6% 4.2% 10,452 8,228 78.7% 7,523 27,447

Oct-Dec 07 2,041 2,039 2 -96 0.1% -4.7% 9,985 7,034 70.4% 7,195 25,651
Year 2007 5,969 5,676 293 259 4.9% 4.3% 40,030 29,365 73.4% 29,164 26,538
Jan-Mar 08 2,046 2,185 -139 -181 -6.8% -8.8% 9,696 6,700 69.1% 6,803 25,477
Apr-Jun 08 2,959 2,968 -9 -69 -0.3% -2.3% 11,564 11,851 102.5% 8,260 26,916
Jul-Sep 08 2,604 2,869 -265 -319 -10.2% -12.3% 10,984 10,879 99.0% 7,325 24,298
Oct-Dec 08 1,665 1,706 -42 -357 -2.5% -21.4% 9,750 6,559 67.3% 6,612 23,082
Year 2008 8,170 8,288 -117 -971 -1.4% -11.9% 41,994 29,928 71.3% 29,000 24,635
Jan-Mar 09 1,359 1,482 -123 -90 -9.0% -6.6% 8,870 5,541 62.5% 5,748 22,133

Ryanair Apr-Jun 07 934 722 212 187 22.7% 20.0% 82.0% 12,600
YE 31/03 Jul-Sep 07 1,229 795 434 384 35.3% 31.2% 86.0% 13,952

Oct-Dec 07 824 760 64 68 7.7% 8.3%
Jan-Mar 08 859 792 67 -85 7.8% -9.9%

Year 2007/08 3,846 3,070 777 554 20.2% 14.4% 82.0% 50,900
Apr-Jun 08 1,215 1,202 13 -141 1.0% -11.6% 81.0% 15,000
Jul-Sep 08 1,555 1,250 305 280 19.6% 18.0% 88.0% 16,600
Oct-Dec 08 798 942 -144 -157 -18.0% -19.7% 71.3% 12,400 6,298
Jan-Mar 09 623 592 31 -223 5.0% -35.8% 74.6% 14,500

Year 2008/09 4,191 3,986 205 -241 4.9% -5.7% 81.0% 58,500

easyJet Oct 05-Mar 06 1,095 1,177 -82 -50 -7.5% -4.6% 16,672 13,642 81.8% 14,900
YE 30/09 Year 2005/06 2,917 2,705 212 170 7.3% 5.8% 37,088 31,621 84.8% 33,000 4,859

Oct 06-Mar 07 1,411 1,333 -47 -25 -3.3% -1.8% 19,108 15,790 81.2% 16,400
Year 2006/07 3,679 3,069 610 311 16.6% 8.5% 43,501 36,976 83.7% 37,200 5,674

Oct 07-Mar 08 1,795 1,772 22 -87 1.2% -4.8% 23,442 19,300 82.3% 18,900
Apr-Sep 08 2,867 2,710 157 251 5.5% 8.7% 32,245 28,390 88.0% 24,800

Oct 08-Mar 09 1,557 1,731 -174 -130 -11.2% -8.3% 24,754 21,017 84.9% 19,400
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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. emp.

US$m US$m US$m US$m m m 000s

Alaska Year 2007 3,506 3,294 212 125 6.0% 3.6% 45,359 34,389 75.8% 25,110 13,485
Jan-Mar 08 840 892 -52 -37 -6.2% -4.4% 9,791 7,284 74.4% 4,080 9,881
Apr-Jun 08 931 824 107 63 11.4% 6.8% 10,039 7,841 78.1% 4,425 9,880
Jul-Sep 08 1,065 1,185 -120 -87 -11.3% -8.2% 10,148 8,066 79.5% 4,532 9,594
Oct-Dec 08 827 934 -107 -75 -12.9% -9.1% 8,996 6,923 77.0% 3,772 9,156
Year 2008 3,663 3,835 -172 -136 -4.7% -3.7% 38,974 30,113 77.3% 16,809 9,628
Jan-Mar 09 742 754 -12 -19 -1.6% -2.6% 8,883 6,725 75.7% 3,573 9,021

American Year 2007 22,935 21,970 965 504 4.2% 2.2% 273,307 222,719 81.5% 98,160 85,800
Jan-Mar 08 5,697 5,884 -187 -341 -3.3% -6.0% 66,065 52,283 79.1% 23,051 85,500
Apr-Jun 08 6,179 7,469 -1,290 -1,448 -20.9% -23.4% 67,137 55,358 82.5% 24,278 85,700
Jul-Sep 08 6,421 6,637 -216 45 -3.4% 0.7% 67,534 55,506 82.2% 24,001 84,100
Oct-Dec 08 5,469 5,665 -196 -340 -3.6% -6.2% 62,370 48,846 78.3% 21,444 81,100
Year 2008 23,766 25,655 -1,889 -2,071 -7.9% -8.7% 263,106 211,993 80.6% 92,771 84,100
Jan-Mar 09 4,839 5,033 -194 -375 -4.0% -7.7% 60,804 46,015 75.7% 20,331 79,500

Continental Year 2007 14,232 13,545 687 459 4.8% 3.2% 165,951 135,655 81.7% 50,960 45,000
Jan-Mar 08 3,570 3,636 -66 -82 -1.8% -2.3% 45,665 35,855 78.5% 16,440
Apr-Jun 08 4,044 4,115 -71 -3 -1.8% -0.1% 48,895 39,824 81.4% 17,962 46,000
Jul-Sep 08 4,156 4,308 -152 -236 -3.7% -5.7% 48,768 39,969 82.0% 17,108 43,000
Oct-Dec 08 3,471 3,496 -25 -266 -0.7% -7.7% 42,563 33,514 78.7% 15,183
Year 2008 15,241 15,555 -314 -585 -2.1% -3.8% 185,892 149,160 80.2% 66,692 42,000
Jan-Mar 09 2,962 3,017 -55 -136 -1.9% -4.6% 42,362 31,848 75.2% 14,408 43,000

Delta Year 2007 19,154 18,058 1,096 1,612 5.7% 8.4% 244,187 196,403 80.4% 109,180 54,467
Jan-Mar 08 4,766 11,027 -6,261 -6,390 -131.4% -134.1% 58,083 45,390 78.1% 25,586 55,382
Apr-Jun 08 5,499 6,586 -1,087 -1,044 -19.8% -19.0% 62,338 51,931 83.3% 27,459 55,397
Jul-Sep 08 5,719 5,588 131 -50 2.3% -0.9% 64,969 54,702 84.2% 27,716 52,386
Oct-Dec 08 6,713 7,810 -1,097 -1,438 -16.3% -21.4% 93,487 75,392 80.6% 40,376 75,000
Year 2008 22,697 31,011 -8,314 -8,922 -36.6% -39.3% 396,152 326,247 82.4% 171,572 75,000
Jan-Mar 09 6,684 7,167 -483 -794 -7.2% -11.9% 89,702 69,136 77.1% 37,310 83,822

Northwest Year 2007 12,528 11,424 1104 2,093 8.8% 16.7% 138,603 117,335 84.7% 53,680 29,871
Jan-Mar 08 3,127 7,180 -4,053 -4,139 -129.6% -132.4% 37,592 30,921 82.3% 15,874 30,053
Apr-Jun 08 3,576 3,876 -300 -377 -8.4% -10.5% 39,458 33,557 85.0% 17,500 29,295
Jul-Sep 08 3,798 4,014 -216 -317 -5.7% -8.3% 39,568 33,858 85.6% 17,100 25,057
Oct-Dec 08 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a
Year 2008 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a
Jan-Mar 09 n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a n/a

Southwest Year 2007 9,861 9,070 791 645 8.0% 6.5% 160,314 116,361 72.6% 101,911 33,655
Jan-Mar 08 2,530 2,442 88 34 3.5% 1.3% 40,454 28,311 69.8% 24,709 34,793
Apr-Jun 08 2,869 2,664 205 321 7.1% 11.2% 42,381 31,882 75.2% 27,551 34,027
Jul-Sep 08 2,891 2,805 86 -120 3.0% -4.2% 42,304 30,292 71.6% 25,686 34,545
Oct-Dec 08 2,734 2,664 70 -56 2.6% -2.0% 40,966 27,785 67.8% 23,975 35,499
Year 2008 11,023 10,574 449 178 4.1% 1.6% 166,194 118,271 71.2% 101,921 35,499
Jan-Mar 09 2,357 2,407 -50 -91 -2.1% -3.9% 38,899 27,184 69.9% 23,050 35,512

United Year 2007 20,143 19,106 1,037 403 5.1% 2.0% 228,200 188,857 82.8% 68,630 55,000
Jan-Mar 08 4,711 5,152 -441 -537 -9.4% -11.4% 61,812 47,854 77.4% 20,981 52,500
Apr-Jun 08 5,371 8,065 -2,694 -2,729 -50.2% -50.8% 63,600 52,433 82.4% 16,994 51,100
Jul-Sep 08 5,565 6,056 -491 -779 -8.8% -14.0% 63,213 52,108 82.4% 16,758 49,000
Oct-Dec 08 4,547 5,359 -812 -1,303 -17.9% -28.7% 56,029 44,288 79.0% 14,147 45,900
Year 2008 20,194 24,632 -4,438 -5,358 -22.0% -26.5% 244,654 196,682 80.4% 63,149 49,600
Jan-Mar 09 3,691 3,973 -282 -382 -7.6% -10.3% 54,834 41,533 75.7% 18,668 44,800

US Airways Group Year 2007 11,700 11,167 533 427 4.6% 3.6% 127,344 102,248 80.3% 83,619 34,437
Jan-Mar 08 2,840 3,036 -196 -236 -6.9% -8.3% 35,298 27,316 77.4% 19,731 34,684
Apr-Jun 08 3,257 3,793 -536 -567 -16.5% -17.4% 37,465 30,736 82.0% 21,481 34,359
Jul-Sep 08 3,261 3,950 -689 -865 -21.1% -26.5% 37,569 30,918 82.3% 21,185 32,779
Oct-Dec 08 2,761 3,139 -378 -541 -13.7% -19.6% 33,065 25,974 78.6% 19,156 32,671
Year 2008 12,118 13,918 -1,800 -2,210 -14.9% -18.2% 143,395 114,944 80.2% 81,552 32,671
Jan-Mar 09 2,455 2,480 -25 -103 -1.0% -4.2% 32,884 25,239 76.7% 18,387 32,245

JetBlue Year 2007 2,842 2,673 169 18 5.9% 0.6% 51,334 41,411 80.7% 21,390 9,473
Jan-Mar 08 816 799 17 -10 2.1% -1.2% 13,510 10,562 78.2% 5,518 10,165
Apr-Jun 08 859 838 21 -7 2.4% -0.8% 13,491 10,872 80.6% 5,637 9,547
Jul-Sep 08 902 880 22 -4 2.4% -0.4% 13,122 11,020 84.0% 5,657 8,482
Oct-Dec 08 811 762 49 -57 6.0% -7.0% 12,086 9,501 78.6% 5,108 9,895
Year 2008 3,388 3,279 109 -76 3.2% -2.2% 52,209 41,956 80.4% 21,920 9,895
Jan-Mar 09 793 720 73 12 9.2% 1.5% 12,781 9,720 76.0% 5,291 10,047
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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 December 31st. 



Group Group Group Group Operating Net Total Total Load Total Group
revenue costs op. profit net profit margin margin ASK RPK factor pax. emp.

US$m US$m US$m US$m m m 000s

ANA Year 2004/05 12,024 11,301 723 251 6.0% 2.1% 85,838 55,807 65.0% 48,860 29,098
YE 31/03 Year 2005/06 12,040 11,259 781 235 6.5% 2.0% 86,933 58,949 67.8% 49,920 30,322

Year 2006/07 12,763 11,973 790 280 6.2% 2.2% 85,728 58,456 68.2% 49,500 32,460
Year 2007/08 13,063 12,322 740 563 5.7% 4.3% 90,936 61,219 67.3% 50,384
Year 2008/09 13,925 13,849 75 -42 0.5% -0.3% 87,127 56,957 65.4% 47,185

Cathay Pacific Year 2005 6,548 6,015 533 424 8.1% 6.5% 82,766 65,110 78.7% 15,440 15,447
YE 31/12 Jan-Jun 06 3,473 3,201 272 225 7.8% 6.5% 43,814 34,657 79.1% 8,144

Year 2006 7,824 7,274 550 526 7.0% 6.7% 89,117 71,171 79.9% 16,730
Jan-Jun 07 4,440 4,031 409 341 9.2% 7.7% 49,836 38,938 79.6% 8,474 19,207
Year 2007 9,661 8,670 991 900 10.3% 9.3% 102,462 81,101 79.8% 23,250 19,840
Jan-Jun 08 5,443 5,461 -18 -71 -0.3% -1.3% 56,949 45,559 80.0% 12,463
Year 2008 11,119 12,138 -1,018 -1,070 -9.2% -9.6% 115,478 90,975 78.8% 24,959 18,718

JAL Year 2004/05 19,905 19,381 524 281 2.6% 1.4% 151,902 102,354 67.4% 59,448 53,962
YE 31/03 Year 2005/06 19,346 19,582 -236 -416 -1.2% -2.2% 148,591 100,345 67.5% 58,040 53,010

Year 2006/07 19,723 19,527 196 -139 1.0% -0.7% 139,851 95,786 68.5% 57,510
Year 2007/08 19,583 18,793 790 148 4.0% 0.8% 134,214 92,173 68.7% 55,273
Year 2008/09 19,512 20,020 -508 -632 -2.6% -3.2% 128,744 83,487 64.8% 52,858

Korean Air Year 2004 6,332 5,994 338 414 5.3% 6.5% 64,533 45,879 71.1% 21,280 14,994
YE 31/12 Year 2005 7,439 7,016 423 198 5.7% 2.7% 66,658 49,046 71.4% 21,710 17,573

Year 2006 8,498 7,975 523 363 6.2% 4.3% 71,895 52,178 72.6% 22,140 16,623
Year 2007 9,496 8,809 687 12 7.2% 0.1% 76,181 55,354 72.7% 22,830 16,825
Year 2008 9,498 9,590 -92 -1,821 -1.0% -19.2% 77,139 55054 72.7%

Malaysian Year 2003/04 3,061 3,012 49 86 1.6% 2.8% 55,692 37,659 67.6% 20,789
YE 31/03 Year 2004/05 3,141 3,555 -414 -421 -13.2% -13.4% 64,115 44,226 69.0% 22,513

Apr-Dec 05 2,428 2,760 -332 -331 -13.7% -13.6% 49,786 35,597 71.5% 22,835
YE 31/12 2006 3,696 3,751 -55 -37 -1.5% -1.0% 58,924 41,129 69.8% 15,466 19,596

2007 4,464 4,208 256 248 5.7% 5.6% 56,104 40,096 71.5% 13,962
2008 4,671 4,579 92 74 2.0% 1.6%

Qantas Jul-Dec 05 4,999 4,626 373 258 7.5% 5.2% 59,074 45,794 77.5% 17,260 35,158
YE 30/6 Year 2005/06 10,186 8,711 1,475 542 14.5% 5.3% 118,070 90,899 77.0% 34,080 34,832

Jul-Dec 06 6,099 5,588 511 283 8.4% 4.6% 61,272 49,160 80.2% 18,538 33,725
Year 2006/07 11,975 11,106 869 568 7.3% 4.7% 122,119 97,622 79.9% 36,450 34,267

Jul-Dec 07 7,061 6,323 738 537 10.5% 7.6% 63,627 52,261 82.1% 19,783 33,342
Year 2007/08 14,515 13,283 1,232 869 8.5% 6.0% 127,019 102,466 80.7% 38,621 33,670

Jul-Dec 08 6,755 6,521 234 184 3.5% 2.7% 63,853 50,889 79.7% 19,639 34,110

Singapore Year 2004/05 7,276 6,455 821 841 11.3% 11.6% 104,662 77,594 74.1% 15,944 13,572
YE 31/03 Year 2005/06 6,201 5,809 392 449 6.3% 7.2% 109,484 82,742 75.6% 17,000 13,729

Year 2006/07 9,555 8,688 866 1,403 9.1% 14.7% 112,544 89,149 79.2% 18,346 13,847
Year 2007/08 10,831 9,390 1,441 1,449 13.3% 13.4% 113,919 91,485 80.3% 19,120 14,071
Year 2008/09 11,135 10,506 629 798 5.6% 7.2% 117,789 90,128 76.5% 18,293 14,343

Air China Year 2004 4,050 3,508 542 288 13.4% 7.1% 64,894 46,644 71.9% 24,500 29,133
YE 31/12 Year 2005 4,681 4,232 449 294 9.6% 6.3% 70,670 52,453 74.2% 27,690 18,447

Year 2006 5,647 5,331 316 338 5.6% 6.0% 79,383 60,276 75.9% 31,490 18,872
Year 2007 6,770 6,264 506 558 7.5% 8.2% 85,257 66,986 78.6% 34,830 19,334
Year 2008 7,627 7,902 -275 -1,350 -3.6% -17.7% 91,810 68,747 74.9% 34,249

China Southern Year 2004 2,897 2,787 110 19 3.8% 0.7% 53,769 37,196 69.2% 28,210 18,221
YE 31/12 Year 2005 4,682 4,842 -160 -226 -3.4% -4.8% 88,361 61,923 70.1% 44,120 34,417

Year 2006 5,808 5,769 39 26 0.7% 0.4% 97,044 69,575 71.7% 49,200 45,575
Year 2007 7,188 6,974 214 272 3.0% 3.8% 109,733 81,172 74.0% 56,910 45,000
Year 2008 7,970 8,912 -942 -690 -11.8% -8.7% 112,767 83,184 73.8% 58,237

China Eastern Year 2004 2,584 2,524 60 39 2.3% 1.5% 41,599 27,581 66.3% 17,710 20,817
YE 31/12 Year 2005 3,356 3,372 -16 -57 -0.5% -1.7% 52,428 36,381 69.4% 24,290 29,301

Year 2006 3,825 4,201 -376 -416 -9.8% -10.9% 70,428 50,243 71.3% 35,020 38,392
Year 2007 5,608 5,603 5 32 0.1% 0.6% 77,713 57,180 73.6% 39,160 40,477
Year 2008 6,018 8,192 -2,174 -2,201 -36.1% -36.6% 75,919 53,754 70.8% 27,220 44,153

Air Asia Oct-Dec 07 189 122 67 73 35.4% 38.9% 4,274 3,223 75.4% 2,758
Jan-Mar 08 166 126 40 50 24.1% 30.1% 4,364 2,970 68.1% 2,612
Apr-Jun 08 190 142 48 3 25.3% 1.5% 4,514 3,286 72.8% 2,823
Jul-Sep 08 196 168 27 -139 14.0% -70.8% 4,833 3,429 70.9% 3,018
Oct-Dec 08 237 152 84 -50 35.7% -21.1% 5,006 3,800 75.9% 3,342

YE 31/12 Year 2008 796 592 203 -142 25.5% -17.9% 18,717 13,485 72.0% 11,795
Jan-Mar 09 198 84 114 56 57.6% 28.4% 5,207 3,487 67.0% 3,147
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Note: Annual figures may not add up to sum of interim results due to adjustments and consolidation.
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Date Buyer Order Delivery/other information
Boeing    15 May Aerolineas Argentinas 1 x 737-700
Airbus 18 May ILFC 1 x A330-200

6 May Asiawide 1 x A320

JET ORDERS

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

Intra-Europe North Atlantic Europe-Far East           Total long-haul Total International
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 %

1990 113.4 70.9 62.5 128.8 89.7 69.6 80.5 57.6 71.6 272.6 191.7 70.3 405.8 274.9 67.7
1991 114.8 65.2 56.8 120.9 84.3 69.7 80.0 53.1 66.4 267.6 182.0 68.0 397.8 257.9 64.7
1992 129.6 73.5 56.7 134.5 95.0 70.6 89.4 61.6 68.9 296.8 207.1 69.8 445.8 293.4 65.8
1993 137.8 79.8 57.9 145.1 102.0 70.3 96.3 68.1 70.7 319.1 223.7 70.1 479.7 318.0 66.3
1994 144.7 87.7 60.6 150.3 108.8 72.4 102.8 76.1 74.0 334.0 243.6 72.9 503.7 346.7 68.8
1995 154.8 94.9 61.3 154.1 117.6 76.3 111.1 81.1 73.0 362.6 269.5 74.3 532.8 373.7 70.1
1996 165.1 100.8 61.1 163.9 126.4 77.1 121.1 88.8 73.3 391.9 292.8 74.7 583.5 410.9 70.4
1997 174.8 110.9 63.4 176.5 138.2 78.3 130.4 96.9 74.3 419.0 320.5 76.5 621.9 450.2 72.4
1998 188.3 120.3 63.9 194.2 149.7 77.1 135.4 100.6 74.3 453.6 344.2 75.9 673.2 484.8 72
1999 200.0 124.9 62.5 218.9 166.5 76.1 134.5 103.1 76.7 492.3 371.0 75.4 727.2 519.5 71.4
2000 208.2 132.8 63.8 229.9 179.4 78.1 137.8 108.0 78.3 508.9 396.5 77.9 755.0 555.2 73.5
2001 212.9 133.4 62.7 217.6 161.3 74.1 131.7 100.9 76.6 492.2 372.6 75.7 743.3 530.5 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 64.9 215.0 171.3 79.7 131.7 101.2 76.8 497.2 390.8 78.6 742.6 551.3 74.2
2004 220.6 144.2 65.4 224.0 182.9 81.6 153.6 119.9 78.0 535.2 428.7 80.1 795.7 600.7 75.5
2005 309.3 207.7 67.2 225.9 186.6 82.6 168.6 134.4 79.7 562.6 456.4 81.1 830.8 639.3 76.9
2006 329.9 226.6 68.7 230.5 188.0 81.5 182.7 147.5 80.7 588.2 478.4 81.3 874.6 677.3 77.4
2007 346.6 239.9 69.2 241.4 196.1 81.2 184.2 152.1 82.6 610.6 500.4 81.9 915.2 713.9 78.0
2008 354.8 241.5 68.1 244.8 199.2 81.4 191.1 153.8 80.5 634.7 512.4 80.7 955.7 735.0 76.9

Apr 09 25.9 18.1 69.9 18.3 15.0 81.8 14.8 11.7 78.9 48.2 38.6 79.9 73.7 56.7 76.9 
Ann. change -4.5% -2.3% 1.5 -6.4% -4.2% 1.9 -2.2% -6.0% -3.2 -3.5% -3.6% -0.1 -2.3% -2.0% 0.2 
Jan-Apr 09 95.4 60.3 63.2 66.6 50.5 75.8 59.0 46.4 78.7 189.3 147.7 77.8 282.3 207.0 73.3

Ann. change -4.8% -7.6% -1.9 -6.0% -8.1% -1.8 -3.1% -6.7% -3.0 -3.7% -6.0% -1.9 -3.1% -5.7% -2.0

EUROPEAN SCHEDULED TRAFFIC

Source: AEA.
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