DOWN TO EARTH

Europe’s Top 4 Low Cost Carriers Generated €470 Million

From Ancillary Revenue Sources in 2005...

But U.S. frequent flier programs produced revenues esti-
mated at €2.5 billion and better per passenger results.

Revenues from non-ticket sources, which are called an-
cillary revenues, have become an important financial
component for low cost carriers (LCCs) in Europe and
throughout the world. Michael O’Leary, Chief Execu-
tive of Ryanair, Europe’s largest LCC, wants to offer free
airline tickets by replacing traditional ticket sales with
revenues produced by ancillary activities. His statement
reflects how Europe’s LCCs have morphed the Southwest
Airlines model of providing overall value into an a la car-
te style of offering ultra-low fares and charging consumers
for services such as checked baggage.

Mpr. O’Leary needs to add a frequent flier program if
he wants to squeeze more revenue from non-traditional
sources. IdeaWorks estimates Ryanairs aggressive use of
a la carte pricing generated ancillary revenues of €7.76 per
passenger, while United’s Mileage Plus frequent flier pro-
gram posted amazing results of €g.40 per passenger. Even
US-based LCC:s are realizing attractive ancillary revenues
from their relatively young programs. For example, the
co-branded credit card linked to Frontier’s EarlyReturns
program contributed revenues of €19.6 million during
2005.

In practice, ancillary revenues are often the a la carte ser-
vices and features that passengers may purchase before
or during their travel experience. Legacy airlines bundle
these services into the price of an airline ticket. LCCs,
and especially those outside the United States, tend to
un-bundle the travel experience. Under this scenario,
consumers purchase basic airline transportation and may
pay extra for services such as advance seat assignments,
checked baggage and onboard snacks and drinks.

The prevailing LCC model in the United States focuses
on value - - providing good service at a fair price. For
example, LCCs such as AirTran, JetBlue, Frontier, Spi-
rit, US Airways and Southwest offer frequent flier bene-
fits, free checked baggage, and do not charge extra fees
for payment by credit card. Outside of the United States,
LCCs emphasize ultra-low fares and often tie these servi-
ces to the payment of additional fees.
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““IDEAWORKS AISLE”

by Jay Sorensen
(President of IdeaWorks)

Ryanair led the development of LCCs in Europe and
borrowed Southwest's original model of low fares and no
frills. Ryanair has a reputation for ruthless cost cutting
and charging consumers for services beyond basic trans-
portation. On the expense side, it has removed tray tables
and window shades to lower fuel and maintenance costs.
On the revenue side it charges fees for checked baggage
and for ticket purchases made via credit cards. LCCs in
Europe and throughout the world have largely embraced
Ryanairs mantra of cutting costs and charging service
fees.

Michael O’Leary’s vision of making flying free by 2010
has raised the profile of the ancillary revenues generated
by LCCs. The investment community views robust an-
cillary revenues as an indicator of an effective and creative
management team. IdeaWorks researched the financial
statements of the more established LCCs in the world
and found the following list “ancillary revenues” in their
financial reports: AirAsia, Air Berlin, easylJet, Ryanair,
SkyEurope, Virgin Blue, and WestJet.

This represents a clear distinction from the LCC experien-
ce in the United States, where the financial statements of
US. carriers are largely silent on the issue. But some U.S.
airlines report the revenues generated from their frequent
flier programs. IdeaWorks believes these financial results
should qualify as ancillary revenues. For major airlines,
such as United and Alaska, these revenues are significant
enough to warrant inclusion in Form 10-K annual reports.
United attributed revenues in excess of €627 million to its
Mileage Plus frequent flier program for 200s.

IdeaWorks retrieved ancillary revenue data from esta-
blished LCCs in Europe, Asia and the United States as
shown in the table. Alaska and United were included as
representative of the results generated by major U.S. airli-
nes that operate mature frequent flier programs.
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Europe’s LCCs have been very creative in developing op-
portunities to encourage air travelers to spend money. Vir-

SERLAOYS £9.2 S tually all LCCs in Europe, and many of those elsewhere in
AIEBerin e85 $3.16 the world, already allow consumers to arrange hotel accom-
AirAsia | € 1.68 $2.09 modations, car rentals and trip insurance at their web sites.
Alaska €8.55 $10.89 The airlines are paid a commission by third parties for each
easylet €437 $5.50 completed sale.
Frontier €253 $3.22
= 037 $0.48 I.annair’s' home page offe?s a virtual shopping mall expe-
Eants Eoan $9.77 rience Wlth offers for car insurance, personal loans, pre-ar-
2 ranged airport parking, airport motor coach transfers, airport
SRyEUapE =438 $5.51 lounge access, co-branded credit cards, holiday packages, bed
United €9.40 $11.98 & breakfast stays, and golfing in Ireland. The airline has also
Wirgin Blue * €320 $4.082 turned its baggage service into a profit center. Checked bag-
Wastlet €282 $3 .59 gage can be pre-paid at the time of booking at a cost of €4.50

per piece, or €10.00 if paid at the airport. Like many other
LCCs outside of the United States, Ryanair charges an additional fee for payment by credit card. The fee for MasterCard
and Visa charges is €2.50 per passenger per flight. The fee is lower for debit card transactions and is waived for infant
travelers.

Airlines all over the globe seek to emulate the ancillary revenue results obtained by Ryanair. The phrase has become
popular with airline management and investors. Aer Lingus used the word “ancillary” more than 70 times in its recent
public share prospectus. Major airlines, such as British Airways, now openly express the desire to increase ancillary
revenues in their presentations to the investment community.

The analysis performed by IdeaWorks suggests even greater ancillary revenues may reside in an activity traditionally
scorned by LCCs . . . frequent flier programs. United and Alaska have proven the financial power of these programs
through results that approach €10 per passenger. These programs not only have revenue potential, they also make con-
sumers more loyal to a brand. Ironically, these programs already allow millions of program members to enjoy the free
flight sought by Michael O’Leary for the year 2010.

Sources used in this Industry Analysis: Unless otherwise noted, frequent flier program information presented in this re-
port is based upon an online review conducted during October 2006 of airline financial filings, web sites, and communica-
tion with airline management. Currency exchange rates were calculated during October 2006 at the XE.com web site.

1. 518 million passengers were carried by U.S. major airlines during 2005. IdeaWorks
estimates minimum frequent flier related revenues were €4.77 per passenger.

2. “A radical fix for airlines: Make flying free” Business 2.0 Magazine, March 31,
2006.

3. AirAsia estimates are for the AirAsia Group (Malaysia, Thailand, Indonesia) for
the fiscal year ended June 2006 and reflect 8.4% of group revenues, as referenced in
financial documents.

4. SkyEurope results are for the 9 month period ended June 2006.

5. Virgin Blue results are for the fiscal year ended September 2005 and reflect 4.9% of
total revenues, as referenced in financial documents.

Disclosure:

IdeaWorks makes every effort to ensure the quality of the information available in this
report. Before relying on the information, readers should obtain any appropriate profes-
sional advice relevant to their particular circumstances. I d \ ?‘ ; k
This Industry Analysis was independently produced and has not been completed as e a Or S
work on behalf of a client company. IdeaWorks cannot guarantee, and assumes no
legal liability or responsibility for the accuracy, currency or completeness of the infor- http://www.ldeaWorksCompany.com
mation.
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* Analysis of European Low-Cost Carriers Markets...
* Exclusive Interviews of LCCs Top Management...

* Daily News of European LCCs market...

* Latest Rumours in the Air...

* Full Coverage of Main LCCs Events...
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The Low Cost Carriers Ana/ysis Newsletter

lobal Wings Publications LLC has unveiled a confidential

newsletter about Low Cost Carriers (LCCs). Entitled Air

Scoop, this monthly analysis newsletter provides European
LCCs news to help its customers to take the right decision with the
right information..

The airline market is facing challenges of economic volatility, regu-
latory change and corporate instability. Difficult decisions, financial
and strategic, need to be made and implemented within tight time
frames. They must be informed, inspired and robust.

Air Scoop is a global source of news, strategic issues and analysis. It
deciphers all market strategies, financial perspectives and key people
for LCCs. The LCCs phenomenon are revolutionising the European
airline market and the way all airlines and passengers think about
costs.

Subscribers receive the confidential newsletter every month by email
for 10 months and have a total free access to the news and analysis
located on our website.

Air-Scoop.com covers all the articles that appear in our publication,
Air Scoop, and is updated daily. Our articles are written by our team
and correspondents located through Europe. Our articles are dedica-
ted to professionals of the Low Cost market.

Global Wings Publications LLC is an independent, privately owned
company based in the United-Kingdom and in Germany. Our team
of experts has a strong experience of the airline market, as interna-
tional consultants and analysts.

Air Scoop is a Registered Trademark of Global Wings Publications
LLC

— SUBSCRIBE TO AIR SCOOP NOW —
Annual Subscription

Subscribers receive our confidential newslet-
ter every month by email for 10 months and
have a total free access to the news, analysis
and archives located on our website.

The electronic edition (in PDF format) is
sent to you by email within one hour of pu-
blication. You are sure to be among the first
to learn the latest news.

Wherever you are, you can read each new
issue online thanks to your secure and per-
sonalized access.

Subscribe now to Air Scoop Newsletters
through a secure online payment. For €290,
you will receive 1o issues of our newslet-
ter.

Air Scoop Services

Daily News from our Blog

Get all the latest news about European Low
Cost Carrier market from our Blog News
Portal This one address sums up all daily
news about LCC industry.

Full Coverage of Main LCCs Events
as Media Partner

Sky Full of Possibilities s "
Bratislava, 26 May 2006 =l b v Markeis Eky

The Low Cost Air Transport Summit
London, 12-13 June 2006

THE LOW COST AIR TRANSPORT SUMMIT
Innowathve thinking for a high growth Industny
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The World Low Cost Airlines Congress

London, 11-13 September 2006
NVORLD

Low Cost Airlines

Air Scoop Blog News Portal
http://airscoop.blogspot.com

LCCs Top Management’s
Exclusive Interviews

Every month, Air Scoop Team interviews a
top executive of a European LCC.

These interviews are available on our web-
site.
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