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Airline Industry Overview

Airline Index (XAL) vs. S&P 500
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= The airline industry started off the year growing significantly higher than the market, yet it currently is following the market trend by
only minimally slacking behind it

= There is often volatility due to oil and gas prices, as well as, consumer expectations

= Airlines have a variety of expenses both quantitative (gas, employees, pilots, consumer service, etc.) and qualitative (weather)
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Four Categories of the Airline Industry (more information for each space)

The airline industry is broken down into the following categories:

= |nternational
» The ability to take passengers anywhere in the world and revenues over S1 billion
= National
= Revenues between $100 million and S1 billion
= Regional
= Short-haul flights with revenues of less than $100 million
= Cargo
= Planes that are used for the transportation of goods
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Problems and Costs of the Airline Industry

Airlines face many problems in regard to both high expenses and variable conditions.

= Weather

= \Weather poses a really tough problem for every airline because it is extremely variable by nature. Problems with
weather cause both cancellations and late arrivals, which leads to customer dissatisfaction.

® Fuel Cost

= Fuel costs account for the second largest expense for airlines. Fuel is both variable and volatile at times, which will
be discussed in the upcoming slides.

= Labor
= Labor is the highest cost that airlines have and include many things, such as, pilots, flight attendants, baggage
handlers, dispatchers, customer service and more

= Airport Monopoly
= Major airlines are forced to fly into certain airports in major cities to be competitive, which causes a monopoly on
at many airports. Smaller airlines sometimes fly into the smaller more local airports.
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Aviation Trends (more trends)

There are constant changes that occur within the airline industry, which are both costly and time consuming

= Increasing Consumer Expectations
= Airlines need to differentiate themselves, which makes it very expensive to make even one change airline wide
(entertainment features, seat comfort)

= Pressure to Reduce Costs and Improve Operational Efficiency
= Need to be efficient with fuel use as it accounts for 40-55% of expenses
= Need for strong operating model for customers in regard to baggage and connecting flights

= Shifting the Airline Landscape

= Change of the air travel center of gravity through growth in developing markets, like Latin America and Asia

= Mobile Phones

= Many people are using their cell phones to make reservations for flights; therefore, there will be a trend toward
the use of mobile technology to engage with customers
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Mergers and Acquisitions

Mergers and Acquisitions in the Last 6 years

= July 31, 2009- Republic Airways acquires Midwest Airlines

= October 1, 2009- Republic Airways acquires Frontier Airlines

= December 31, 2009- Delta acquires Northwest Airlines

= July 1, 2010- Pinnacle Airlines and Mesaba Airlines merge

= October 1, 2010- United Airlines acquires Continental Airlines

= November 15, 2010- Skywest/Surelet is formed from the merging of Skywest, Atlantic
Southwest and Expresslet

= May 2, 2011- Southwest Airlines acquires AirTran Airways

= December 9, 2013- American Airlines acquires U.S. Airways and AMR
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Effect of Oil and Gas Prices

Current oil prices are improving airlines’ bottom lines

US Oil Fund (USO) vs. Airline Index (XAL)

I USO 14.23 l XAL 93.57
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= Declining oil prices are helping the airline industry to stay ahead of the market, as it is one of their highest costs
= There is an inverse relationship between oil & gas prices and the airline industry index

= Airlines hedge against oil to protect themselves in the long run
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Financial Analysis

Metrics for valuing and understanding the Airline Industry

= Revenue Passenger Mile
= A paying passenger flying one mile

= Available Seat Mile

= Measure of capacity
= One seat flying one mile=ASM

= Revenue Per Available Seat Mile

= QOperating Income/ASM
= Generally, the higher RASM, the more profitable the airline is

= EBITDAR

= When valuing an airline company it is important to include rent expense, as it is a large expense because of
renting airplanes
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Market Outlook and Future

Forecasted growth based on increased passenger traffic and reduced costs from low oil prices

= 40% of new airplanes delivered are

based in Asia Pacific

Region New airplanes = Asia becoming an emerging market
because of rising income levels and
Asia 14,330 increased consumer spending
= $10s of billions expected to be saved
Europe 7.310 because of lower oil prices
= Highest industry margins in 3 decades
North America 7,890 = Passenger traffic grew 6% in 2014, even
with weak global GDP growth
38'050 Middle East 2180 = Expecting large growth

New airplanes

2015 to 2034 despite recessions, oil-price shocks,
wars and security threats

= Annual growth on average of 5%

Africa 1,170
CIS 1,150
Total 38,050

19%
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Conclusion

Airline Industry Final Review
= The growth of the airline industry has been fairly relative to the market in recent months

= The decline in oil prices has helped the airline industry increase profits. The chart shows
the negative correlation between oil prices and the share price of the airline industry

= The growing trends of the airline industry make it both expensive and difficult to make
changes

= The emerging markets in Asia and the Pacific make growth a possibility for major airlines
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Disclaimer: These materials has been prepared by the Goizueta Investment Management Group. This document is for information and illustrative purposes only and does not purport to show
actual results. It is not, and should not be regarded as investment advice or as a recommendation regarding any particular security or course of action. Opinions expressed herein are current
opinions as of the date appearing in this material only and are subject to change without notice. Reasonable people may disagree about the opinions expressed herein. In the event any of the
assumptions used herein do not prove to be true, results are likely to vary substantially. All investments entail risks. There is no guarantee that investment strategies will achieve the desired
results under all market conditions and each investor should evaluate its ability to invest for a long term especially during periods of a market downturn. No representation is being made that any
account, product, or strategy will or is likely to achieve profits, losses, or results similar to those discussed, if any. No part of this document may be reproduced in any manner, in whole or in part,
without the prior written permission of the Goizueta Investment Management Group, other than to your employees. This information is provided with the understanding that with respect to the
material provided herein, that you will make your own independent decision with respect to any course of action in connection herewith and as to whether such course of action is appropriate or
proper based on your own judgment, and that you are capable of understanding and assessing the merits of a course of action. The Goizueta Investment Management Group does not purport to
and does not, in any fashion, provide broker/dealer, consulting or any related services. You may not rely on the statements contained herein. The Goizueta Investment Management Group shall
not have any liability for any damages of any kind whatsoever relating to this material. You should consult your advisors with respect to these areas. By accepting this material, you acknowledge,
understand and accept the foregoing. © 2015 Goizueta Investment Management Group. All Rights Reserved.




