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Analyst I, Schedule
Distribufion
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1 Month ! 6 Years

Departmant
1 Year! 2 Years

| Operations Fisst Manger

4 Year [ 22 Years

Treasury ‘Coordinator i
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Engineenng Managar
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[United Parcal Sarvica | Eric Smith [ Long Range Planning

Manager
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| Deputy Ganeral Manager,
Strategy & Fleat Planning
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A 1% increase in revenue will have the
same affect on operating profit as:

<.~’\

[N

E A 17.7% decrease in maintenance cost, or

. A 8.1% decrease in ownership cost.
5% =
. An 3.8% decrease in fuel cost.

0%
Boeing 787-8
US International Rules
5% 6,000nm mission
Fuel @ $2.00/USG
-10% o

% Change

-15%
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737-200 737-700
at110 at 126
Seats Seats

Extra Revenue for the
~ Larger Airplane

-

Average Unconstrained 737-700 Spill

Demand = 100 passengers 737-200 Spill
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Choice Of Mode Can Also Be Driven By The Different
Stages In The Life Cycle Of A Particular Product

Product Life Cycle and Mode Choice
As the product life cycle
matures, production is
shifted to lower cost
locations. Exports of _‘_‘“ ~
components from the [ — @/ /
parent company and
finished goods from the
subsidiary lead to a trade
off in air and sea based
logistics systems

Share of components
from the parent company
(3 decreases. Product
N begins to become more
standardized

In the first phase, 1
demand is uncertain, the / k
share of a product

shipped by air will grow

larger than the share

shipped by sea.

Standardized product
loses market share due

( to the appearance of new
Airfreight \‘-\ innovative pruductts. Air
Volumes ar_ld sea_based shipments
will decline
simultaneously

4. YN PRSEIEE S T EVRIT o RS 196 T E > (AL R
PR = 37 phaRAY 309

5. CTRPR I AL FRE TR o SR P S )
I L T [y SRR SR A R RS B g kLT
R Elﬂ[llﬁ’?ﬁ[ﬂﬁ,@p\f_ﬂ:ﬁ .
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GDP Growth Influences Air Cargo
Traffic Growth

RTK annual growth, percentage GDP annual growth, percentage
15% 5%
——RTKs
——GDP /\ /\ 4%
- A A n
59

1%

A VAT M) T
- V \

0%

5%
1%
0%
V2w
15 3%
1989 1994 1999 2004 2009

_tistorically Air Cargo has Grown Twico as Fast as GDP |
DRI W
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Forces and Constraints for Air Cargo Growth

Industry

relocation

Directional

Trade quotas imbalances

and restrictions |

Curency market research
revaluations
Airline market Surface
and shipper competition
education
Shipper
7 utilization
Environmental “Open Skies™ & new
regulations air services agreements
Deregulation Airport
curfews

Express
market st in time™
concepts

Lack of airport ’
access

Terrorism/
. armed conflict
Air and surface i i
hong Qilifuel prices
labor stoppages and availability

CORI I I 2

F11970 & I e €535 RS 3E 6,496 > 7 2000 & YA i2rs 2432 ]

R FeL ©

World Air Cargo Traffic Growth Has
Averaged 6.4% Per Year Since 1970

ATETY

> A {F

Technology
Market
Collapse,
1=t Qil 27 Qil Jormorists
Attacks, .
Induced Induced Asian sEaRs, Gulf E." S'“Tc:"
EE.0|.'I0|'I'IIC Economic Gulf War | Economic  Warll mancia
20% Crisis Crisis Recession Recession _ Recession Crisif, 250
B g |
5-': 15% 1 % 5% 120% T @
] 05%e%  in7wedd™® b e Al y 200 2
0y - . —3
§ 10% 1 58% 2.1 2
§ 8% . g
3.7%) 4 [~
:. 6% | H HHH?_“ 1.9%) 09% 26% H H 19:4*3% 150 nu:“
£ X
e o AU L, e (T TR, £
= 0% 0 £
9!’ 1970 1975 1980 1985 19901, 1 200 2005 52010 o
S 5% 4 100 E
e -5.3% e
© <
9-10% E
2 x| 50 é
(&}
= -15%
-20% 0

1% Traffic Change
== Actual Traffic, Revenue Tonne Kilometers (RTKs)
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World Air Cargo Traffic Will Nearly Triple
Over the Next Twenty Years

RTKs, billions
800
History Forecast
600
5.9% growth per year
400
3.5% growth per year
200
0

1980 1004 1999 2004 2000 2014 2019 2024 2029
erR R 2R
9. CTRH{ AL FEFY A Bt TR R ARSI CR LY R )
S ETRER R R L 2 @ﬁ
10, €T30 — AR AR = PO 2t pIET IS PR IV ERS O - S
P20 AR 3 £ -
=) AR IR AR P
1. W@’ﬁjﬁlﬁgﬂiﬁ? i SRS ﬁ]@ﬁ‘iﬁﬁ% : ﬁE'fETﬁE °
Airline Business Models Are Evolving To Meet Changing
Passenger Requirements

Full Service All-Premium / Business ?

Global Network
Long-Haul Independents

Short/Medium Haul Independehts

Mixed Offering s = Broad Network

Regionals
Low Fare ...Long-haul Low Fare
Low Cost Charter/Inclusive

Short Haul Medium Haul Long Haul

PRI I
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Low Cost Carrier, LCC = fo! %3 [\ (A PHIHE % Ve o Fepishic &g ﬁﬁ Rl
i 2Rl ol AR -

Low Cost Carrier Business Model Typical Characteristics

Network/Schedule = Simplified, point to point network
= Secondary airports
= Multiple bases

Simplified/Lower Fare Structure

One class cabin

Basic service for price of ticket

Additional services available at extra cost

Fare/Product Mix

Operations = High airplane/crew/gate utilization
= | ower distribution costs
= Serve peripheral airports / lower airport handling
costs
= Modern fleet with maximum uniformity

B 2l
LCC Business Model Repeated Worldwide

Today LCC’s operating in most regions

Europe
Flightsiweek: 27,600
Miles/flight: 680

Flights/iweek: 2,400
Miles/flight: | 910

South America
Flights/week: 5,900
Miles/flight: 550

Qceania

Flights/week: 6,000
Miles/flight: 760
= i
Source: Aug 2000 OAG and estimates
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6. ARAVH 1% o ] HUB A 5 RLGSHRAR A5 -
The Hub-and-Spoke Network

The connecting hub and spoke network has become the dominant airline
business model...

3 airplanes : 15 city pairs
\\\ n

...predates the post-1978 deregulated era in the United States.
P N « Lo =
EPRI TR P

Half of World Airline Travel is via Connecting Markets

::; | Connecting Markets Nonstop Markets
12% 1
10% -
8%
6%
4%

Share of World RPKs

2% 7
0% -

<6 <12 <25 <50 <100 <200 <400 <BOO <1600 1600+
0&D Passengers per Day

Source: Boeing Hub Development Analysis
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Airline Co-Operation/Partnership Evolution

- Wi p
Alliance Functional Coordination Areas Intra-Alliance 'Virtual Mergers

msmmm  Fleet Planning/Acquisition
s Network Planning/Scheduling

m——— Revenue Management/Sales
mssss Maintenance/Ground Handling i “A Tl
— it |
Alliance Fleet Harmonization
Coordinated Capacity Planning
Joint Market Planning

Joint Schedule Coordination

Joint Sales & Customer Services Rationalization
Revenue Management & Pricing Coordination
Frequent Flyer Plan & Advertising Coordination

Code Sharing/Block Space Agreement
Contractual Maintenance Agreements
Connection Coordination

Cargo Handling & Sales

Ground Handling Contracts

Computer Reservation System Participation

Interline Ticket Agreements (through IATA)

Alliance Fleet Planning

circa 1990-2000 “Alliance

Development Phase™

1970-1990 circa

Period”

Fully Autonomous
Independent Airline

Cross-Border Investment

PRR{ I W 2
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